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Swissair Customer Portrait 61: Patricia Veiga and Lula Rodrigues Gos Santos, journalists, Rio de Janeiro, photographed by H. P. Schneider. 
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LETTERS 


Women and children 


Sir—Your article on the return 
of the Great Society (January 
13th) suggests that George Bush 
might push his social agenda 
with state and local governments 
rather than Congress. While 
state and local authorities might 
find it easier than Congress to 
raise the necessary tax revenues 
for these social programmes, re- 
cent history indicates that such a 
reliance on the states and cities 
would result in very different lev- 
els of performance throughout 
the United States. 
A recent Children’s Defence 
Fund survey showed good re- 
sults in 20 categories of child 
welfare (eg, low child poverty, 
low infant mortality, good hous- 
„ing and healthcare) for six or 
seven states in the north-east 
and Midwest and indicated poor 
performances on these criteria in 
a dozen, mostly southern, states. 
It is interesting to note that 
states that have more women in 
their state legislatures generally 
did better on these social issues 
than states with few female of- 
fice-holders. According to the 
Centre for the American 
Woman and Politics, at Rutgers 
University, women in state gov- 


= *. ernments give two to three times 
-— the porke to social issues than 
¢ dot 


eir male counterparts. 
So if Mr Bush is to rely on the 
states and local areas, more 
women should be supported for 


GEORGE DEAN 





Six—One of your graphs shows 
that child poverty was decreas- 
ing sharply until the Great Soci- 
ety began in 1965, at which time 
the decrease slowed and finally 
reversed as those programmes 
continued through the 1970s. 
You seem to have missed the sig- 
nificance of this. 

Many who are disinclined to 
support increased social spend- 
ing feel this way not because they 
are outside the constituency, but 
because they live every day sur- 
rounded by the legacy of the 
Great Society: a growing subcul- 
ture whose members have abso- 
lutely no sense of what it means 
to support oneself. It is not 
kinder and gentler to advocate a 
resumption of the social pro- 
grammes responsible for that 
subculture. The president knows 
that, and political discourse will 
improve if everyone will stop try- 
ing to find some kind of commit- 
ment to Great Society policies in 
the phrase “kinder but gentler”. 
Mr Bush's campaign strategy 
from day one was to portray his 
opponent as a Great Society 
throwback. 

Suggest that most or all wel- 
fare spending go instead to edu- 
cation, with parents free to 
choose among educational re- 
sources with a minimum of gov- 
ernment coercion, and you will 
get support from the American 
middle class, who understand 
full well the value of education 
and the value of choice. You will 
also get a fit of hysteria from the 
poverty industry, which stands 
to lose a great deal if poverty 
should ever be attacked at the 
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root and the poor be enabled to 
walk out of it. Suggest further 
that unwed mothers wishing to 
support themselves be allowed 
to do so by making goods or pro- 
viding services at home—a good 
example being day care, the 
other topic of the article—and 
you have another winner with 
the American middle class, 
brought up as we are with an al- 
most Puritan work ethic; but 
now the resistance, just as 
strong, is from organised labour. 
Mountain View, 


California David BABCOCK 





A despotic career 


Si&—Your leader "A way for 
despots” (January 13th) has to 
be commended for broadening 
the choice of career and thus 
helping to lower unemployment. 
Now quite a lot of young and not 
so young people (finding reward- 
ing work and fulfilment in your 
50s or later is often difficult) can 
aspire to become head of state, 
fleece and kill the people—a 
laudable goal, because it pre- 
vents overpopulation—gener- 
ally make a nuisance of them- 
selves and then retire 
comfortably, care of the United 
Nations. 

But the pensioners should 
also be given the possibility of 
going on the lecture circuit, writ- 
ing books, etc; thus our aspi- 
rants, who will certainly be nu- 
merous, can get the best 
preparation; and any ugliness 
and unpleasant atmosphere are 
reduced to a minimum. 


Munich FREDDY LITTEN 





Israel and the intifada 


Sir—Israel Shahak's choice of 
metaphor (Letters, January 6th) 
is distasteful and inaccurate. ls- 
raeli policy towards the Palestin- 
ian riots to date may not have 
been the best policy possible. 
However, it is scarcely different 
from Britain’s actions in Ulster 
and by no stretch of the imagina- 
tion worse than British imperial- 
ism in India. 

Mr Shahak’s claim that Israel 
is like Nazi Germany implies 
that Israel is unilaterally and 
unprovokedly attacking a mi- 
nority group on the basis of reli- 
gious or racial animosity. Since 
Jews and Arabs are of the same 
race; the Arab states have in- 
vaded Israel three times; the Pal- 
estinians have fallen under Is- 







raeli rule because of the 1967 


war, a war in which the Palestin- 


ed Israel refuse 
tinian migration, 
dly analogous. 
In the United States, analo- 
gies between the Israeli response 
to the Palestinian riots and the 
holocaust have generally been 
made by anti-semitic fringe ele- 
ments. It is disturbing to see 
such views in your newspaper. 
Long Island City, 
New York MITCHELL LANGBERT 





Japan's helicopters 


Sik&— Your European modest ie 
touching. You write that “ha 
the [civilian helicopters] regis- 
tered in Japan come from Amer- 
ica", and cite no fewer than four 
erican manufacturers (De- 
cember 1 6th). But where does al- 
most all the other half come 
from? (Hint: not from Japan.) 
And what part of the world does 
the top seller belong to? (Hint: 
not the United States.) 

For your readers’ informa- 
tion, officially available figures 
show that European machines 
accounted for 40% ‘of 1989 reg- 
istrations, and Aérospatiale of 
France is the top seller with 37% 
of the market. 





J.L. CLAUDON 

European Business 

Tokyo Community 
Genome junk 


Sir—In your otherwise excellent 
"Geography of Genes" (Decem- 
ber 16th), you repeat the oft- 
proffered canard that genes are 
DNA sequences coding for pro- 
teins, and everything else in the 


genome—perhaps 99% of it —is 
junk. There is not a shred of evi- 
dence for this proposition. 


Apes and humans have essen- 
tially identical proteins and so 
presumably the same genes, and 
yet are profoundly different. For 
that matter, individual humans 
are easily distinguished by physi- 
cal form and also by their sup- 
posedly “junk” Dna, but, aside 
from igimune-system markers, 
not at all by their protein se- 
quences. Describing biology by 
proteins alone is akin to 
characterising a bridge by enw- 
merating its construction ma- 
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Economists 


The World Bank, a leading international institution in the field of economic development, recruits highly qualified men and 
women on a broad geographical basis from its 151 member countries. Applications are invited for current vacancies in the 
following specialties: 


Environmental/Natural Resource Economists, Latin America 
& Caribbean Region 


The main functions are: 

* to analyze and evaluate environmental consequences of economic policy actions (fiscal incentives, subsidies and pricing 
policies, etc.) 

© to define measures to restore and rehabilitate a nation's natural resources within the context of an economic development 
program 

è to link structural adjustment programs to specific environmental policy measures 

© to analyze and evaluate rapid population growth to economic policies and to resource depletion 

* to carry out cost/benefit analysis of environmental components and free standing projects 


Agricultural Economist, Latin America & Caribbean Region 


The main functions are: 

© to provide leadership and develop strategic focus for World Bank economic and agricultural sectors 

è to establish effective links between agricultural and overall macroeconomic policy 

* to participate in key missions when agriculture issues present policy issues 

è to act as task manager for sector studies affecting all or most of the region 

© to act as liaison within and outside the organization for information which affects World Bank agricultural development 


Forest Economist, Latin America & Caribbean Region 


The main functions are: 

* to provide leadership and develop strategic focus for World Bank forestry subsector work 

© to establish links between forestry development and conservation and overall macroeconomic policy 

è to participate in missions when discussion and resolution of forest policy issues are fundamental to mission success 

€ to act as task manager for forestry development and conservation projects and for forestry sector studies affecting all or most of 
the region 

* to * liaison within and outside the organization for information which affects the World Bank forestry development and 
conservation program 


Successful candidates will meet the following criteria: 

€ advanced degree in natural resource, environmental or agricultural forestry economics (preferably PhD) from a recognized 
first-class university 

* minimum of 5-10 years relevant experience 

* fluency in Spanish and/or Portuguese (or willingness/ability to learn) 

è ability to lead, persuade, motivate and build consensus 

* outstanding analytical skills evidenced by the quantity and quality of publications record 

© experience in bridging the gap between analysis and the packaging and selling of policy reform to policy 

* high degrees of innovation, creativity and dynamism 

* strong interpersonal and excellent oral and written communication skills 

© ability and willingness to travel for long periods and to work on a diversity of assignments 


The World Bank offers a competitive salary and benefits package including provision, if eligible, to maintain ties with your 
home country. Please send detailed curriculum vitae to: The World Bank, Mrs. U. Murray, Recruitment Officer, Room No. 
1-8046, 1850 I Street, N.W., Washington, D.C. 20433, U.S.A. If from any European country, please send to: The World 
Bank, Mr. Luis Olivares, 66 Avenue d'lena, 75116 Paris, France. 
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sign r see in any Sot on = 
| omy Certainly not m 
. proteins that change little with 
. the evolution of species or even 
with development of individual 
b. . Architecture is doubt- 
.— less specified by the very active 
. but currently inconvenient and 
^ . "Bunk" DNA. 
. The tragedy of the current ap- 
v proach is the garnering of in- 
. creasingly limited resources for a 
. mindless mega-enterprise. aen 
. will ensue a consequent loss, 
| through lack of support, of sci- 
. entísts exploring new areas with 
. new techniques and asking truly 
= profound questions. A Gresh- 
. am's law is clearly operating. 
With sufficient hype and prom- 
ises of marvels accruing without 
| the investment of hard thought, 
bad science can certainly drive 


Cambridge SHELDON PENMAN 
Massachusetts MIT 


.Si&—Your reprint of Dr James 
. Watson's public-relations hand- 
out is the most striking illustra- 
. tion yet of the me to which 
your e of European sci- 
. ence and technology has fallen. 
E timing is particularly ele- 
. gant, since (as predicted and re- 
DC here; for example, 
* in New Scientist) the Council of 
. Ministers on December 15th 
@ unanimously adopted their com- 
.* mon position on the Ec's “Hu- 
. man Genome Analysis" pro- 
. gramme, which had been the 
object of wide-ranging debate 
and controversy in the Euro- 
pean Parliament. 
.. You also fail to note the 50 
.laboratories already at work 
across Europe, in collaboration 
with (but well ahead of) Cana- 
dian, American, Japanese and 
_ other laboratories, on sequenc- 
ing the genome of yeast. This is a 
. modest but valuable and cost-ef- 
 fective step towards the larger 
» genome projects. 



















à CANTLEY 
T" Biotechnology Unit 
Brussels European Commission 





Carry on voting tional in scope (with a European 
P. imension—including fluency 
Six — Your leader on Cambodia in a second e). k will 
(December 23rd) proposed a a strong academic focus, 
mechanism for one free election. but will also require practical 
Serta one free election is a wor experience overseas. It 
E s but it is not  willinclude the study of environ- 
~ enough. Democracy is the con- mental issues as these 
tinuing opportunity for anyone management. 
ET o 
cos Me A us axe ARM, unii) FETU ER TIGE 
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that there might be a better way 
to do things; a continuing 
opportunity to rethink, based 
on new information, and per- 
haps then to change one’s mind. 

E knows that the ap- 
ple falls from the tree by gravity, 
and that Newton explained how 
to predict the apple's path. Jacob 
Bronowski reminded us that we 
still do not know what gravity is. 
The parallel is that familiarity is 
no guarantee of understanding. 
If we mistake familiarity about 
democracy for understanding of 
it, the future of civilisation is 
threatened, and with it our 
survival. 





Rome, 
New York STEPHEN WATERS 
Business-school blues 


Si&—You undervalue what has 

been achieved at Templeton 

College in management studies 
TEE nns 
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(January 6th). The first postgrad- 
uate degree course began over 25. 
years ago. This year we have 65 
Oxford postgraduate students 
(of whom eight are Rhodes 
scholars). Management studies is 
incorporated into an increasing 
number of undergraduate de- 
grees; currently, 115 Oxford un- 
dergraduates are studying man- 
agement through the facility of 
Templeton, a number that is set 
to increase next year to 150-200. 

Last year Templeton taught 
no fewer than 1,370 senior exec- 
utives, on commercial terms. 
The Templeton faculty is not 
only highly qualified, but experi- 
enced in teaching senior man- 
agement. This practical experi- 
ence gives Oxford an invaluable 
base on which to build the pro- 

MBA programme. 

The proposed programme is 

highly innovative, It is interna- 






person to convince a majority 
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The "critics in waitin 
indeed argue that business is no 
more of an academic subject 
than cookery. The absurdity of 
that position needs no contra- 
diction; but it highlights the 
kind of attitude that may reduce 
a university to a ing aca- 
demic backwater unrelated to 
the real world. As for the argu- 
ment that a two-mile bicycle ride 
to the college is a deterrent, 
Templeton would not wish to 
waste time teaching those so un- 
motivated as to find this a 
barrier. 


Oxford 


— — 


Sir—If Oxford and Cambridge 
took to the water in the way in 
which your illustration shows, 
they would be laughed off the 
Thames, Isis or Cam. 

The stroke man appears to be 
rowing on bow side—and there- 


Templeton College 





fore every member of the crew is 
on the incorrect side. Should 
this have been their approach in 
setting up business schools, they 
would have had no interest 
shown them—if they don't 
know how to row, what do they 
ow? 

NICHOLAS MURPHY 
Weybridge, The Boat Club 
Surrey St George’s College 





Sir—So my colleagues in the an- 
cient universities are arguing 
that "business is no more of an 
academic subject than cookery”? 
On the contrary; in Cambridge, 
at least, they have noticed that 
cookery is much the more com- 
plex of the two, and have taken 
steps to do something about it. 
.P.]. FRYER 
University lecturer in 


Cambridge food engineering 





Moi's memorial 


Sir—I find it extraordinary that, 
in a continent beset by the most 
appalling difficulties, you should 
devote so much space (January 
13th) to criticising the construc- 








waiting" may 
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tion of a new building in 


Nairobi. 


Bordered by countries which 
are ravaged ky civil war and star- 
vation, Ken enjoyed 26 
years o uninterrupted 
stability a uent eco- 





that, in frogyiof the new build- 
ing, a statue is to be built of the 
man who has helped preserve 
this stability, President Daniel 


p Moi. 
Z.W. WEKESA 


SiR—lt has been estimated by a 
senior member of an aid orga- 
nisation here that the rake-off 
factor of this $200m project is — 
25%. When asked who was to 
get the $50m, he merely: 
shrugged his shoulders and said, - 
"your guess is as good as mim  » 
This perhaps explains € , - 
any opposition has been shouted ~ 
down as being “unpatriotic”, 
Nairobi WILLARD JAMIESON 





Don't blame Nader |, 
SiR—In telling the story of the | 
Ford Falcon, Wilhelm Merck 
(Letters, December 16th) blames 
Ralph Nader for deciding that 
the triangular window in the | 
front of the Falcon was unsafe. | 
The exact opposite is true. It was - 
the car companies, in an effort to | 
entice people into buying air- 
conditioning, that removed the 
windows. Mr Nader never advo- 
cated removing these windows. t 
Once again, the car compa- à 
nies escaped the blame, and the 
true advocate of safety and cor- 
porate responsibility appea 
culpable. 
Washington, DC JosEPH BELLUCK 


Business 
International 


Making Alliances Work: 


Lessons from Companies' 
Successes and Mistakes. 


BI's latest research report 


Tek 44 1 493 6711 
Fax: 44 1 491 2107 





































LE Energy, a Subsidiary of London Economics, is a new and 
_ rapidly growing force in energy consultancy both in the UK 
| and overseas. The Edinburgh based company, having already. . 
“established a substantial clientele amongst the largest UK ` 
companies, is expanding. Much of our business is concerned 
with electricity privatisation, but other energy sources will 
play an increasing role in the future. — ^ — F 
The ideal candidate would be an economist with knowl- 
edge of the technical s of a major energy industry, or an 
engineer with th: nderstanding of economics. Experi- 
ence in plannin a major energy industry, energy user, or 
consultancy is essential. Someone earning much less than 
' £30,000 per year is unlikely to have the experience we seek. 
The work, will involve modelling, so computer literacy is 
mportant. if you would enjoy growing with a young and 
- |; independent company please write before 20 February 1990. 
à We would also like to hear from candidates with less 
| © experience, who may be interested in a more junior post. 
Please write enclosing a CV to: 


LE 
Energy 













.. tan Pope 

|. LE Energy Limited 
4 Chester Street 

Edinburgh EH3 7RA 

. Tel: 031-220 6800 










. MONETAR 
“ECONOMIST 
The Asian Development Bank, a multilateral development 


finance institution, invites applications from highly qualified econ- 
. .omists with at least five years experience for the position of- 








Monetary Economist. ... 


The. Monetary | Economist will be assigned to the Bank's Private 


Sector Department. He/she will be primarily responsible for the | 
work related to the study of the financial sector in developing 
member countries (DMCs), including the banking system and 
specialised financial institutions. The Monetary Economist will 
assess the monetary policies of DMCs and formulate financial | 
sector reform measures wit! ramework of national econom- — 
ic development. P A WE EC. ? r 
Candidates should prefer 
monetary matters and 

























persons may send their curriculum vitae to Ref. No. 
in Resources Division, ASIAN. DEVELOPMENT 

nay be sent by telex (Numbers: 63587 ADB PN; 
103 ADB PH) or Facsimile Number (632) 741- 


j International telephone number (632) 711 =} : 











.. Deputy Chief Librarian to assist in the management of its staff of. 
~ over 40, and a network of affiliated subject-specialty libraries. 












| pharmaceutical marketing in developing countries are minimum 
. prerequisites. - | | — "a: 










-to address and solve social problems. Only those interested 
independently managing field projects need ie 
Interested persons are invited to submit 


DEPUTY CHIEF 


The Joint World Bank/International Monetary Fund Library, a 
pre-eminent research collection of over 200,000 volumes. 


serving the staffs of the IMF and the World Bank, seeks a 





Reporting to the Chief Librarian, the Deputy will be responsible 
for managing the daily operation and services of the various 
operating sections of the Joint Library and for coordinating the 
development of policies and programs for the Joint Library and 
its network. Candidates should possess a graduate degree i 
Library Science, with at least ten years of pro ressivel 
responsible experience, of which at least three should be in a 
management capacity, preferably in a large or administratively 
complex automated library setting. Additional education or 
experience in administration or in fields of interest to the IMF 
and the Bank will be helpful, as will experience in a multina- 
tional setting. Excellent oral and written English communica- 
tion skills are required. The successful candidate will be 
appointed to the staff for a fixed term of two to three years. E 
Attractive salary and benefits package available. Only qualified 
candidates should send résumés, not later than February 28, 
1990 to: | | 


























Mr L. Tassara 
Recruitment Division 
International Monetary Fund 
700 19th Street, NW 
Washington DC 20431 























SOUTH ASIA, EAST AFRICA 
Private population agency seeks Project Managers for private - 
sector family planning programs with an emphasis on marketing. 
Responsibilities include management/supervision of subsidised 
contraceptive sales programs in developing countries. : 
South Asia: Must have minimum of five years experience with - 
marketing/sales of consumer products in developing countries, " 
including ethical pharmaceutical sales. Also required, residence - 
in South Asian country(ies) as part of previous job experience 
Must have had bottom line P/L responsibilities and proven track 
record in sales and marketing. Salary commensurate with highes 
previous verifiable salary/benefit package. | E 















Note that residence in South Asia and experience in „ethica 









Also needed: Project Manager for East Africa. Similar experienc 
required but with Africa focus. For the Africa position, five years 
consumer goods marketing in Sub-Saharan Africa is required 
experience with marketing/sales of ethical pharmaceutical prod 
ucts highly desirable. | 
These assignments provide career opportunities for qualified and 
interested applicants to join a dynamic, non-bureaucratic organi- 
sation which uses the skills and infrastructure of the marketplace. 
















| ubmit CV's to DKT Internation 
al, Suite 600, 1120 19th Street, Washington, DC 20036, USA. 
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Director Genera 
and Secretary 


Founded in 1818, The Institution of Civil Engineers is the simply, clearly and with conviction to the public xidi to 
most senior British Engineering institution with a staff of 180 Government, 















and an annual income in the region of £7 million, The Director They will be capable of E both comfortable and ^ X 

General & Secretary is responsible to the President and Council respected in senior industry, government and professional 

for the management of the institution and he or she will also be a circles and may already have a wide range of contacts in these — E 

Non-Executive Director of its wholly-owned publishing house. fields. Membership of the | Institution would bean advantage. d | t 
Candidates will probably be aged 50-55 and will have |^ The salary will fully reflect the importance and i seniority 

demonstrated administrative and business skills of a high order of the appointment. 

coupled with the sensitivity to fill a role which is both the | Please write in confidence, with a. curriculum vitae, to 

master and the servant of the Institution. They will be patient the management consultants advising on the appointment, 

but authoritative and will combine an eye for detail with a addressing your application to: 

strong strategic sense. They will be good communicators The Chairman, Spencer Stuart & Associates, Brook House, x 

and will have the ability to present complex issues 113 Park La ne, London WIY 4h]. Fax: 01 491 8068 





Amnesty Intemational is a worldwide voluntary organisation, independent of all government 
members and public donations. It mobilises public opinion in favour of the release of ail pris 
fair trials for political prisoners and an end to torture and executions. i 


E mm in our International Secretariat in Central London, but travelling abroad regularly, you will be responsible for mn 


val )ping, eg a and co-ordinating Strategies for the promotion and protection of human rights. Using your 
olitical j 


i and Strateg egic political judgement, your brief will be to oversee the expansion and development of Al's 

p (particularly outside north-west Euro ope and North America), the extension of our public information v 

ffe. AN eness of our campaigns. You will provide high quality advice and information from the => 

members of the International Executive Committee. us 

* bla to innovate and to plan, desig in, and implement a program. Working within a management team A 

you will ibe supervisin senior managers, including devel oping, reviewing and evaluating policy issues initiated by 

them. You must be able to deal sensitively with people and issues in many cultures and be able to deal with difficult 

pk issues. A commitment to human rights is essential. You will need to have an day beaten 1g of t 
of a voluntary —— and be able to work occasional weekends. On a day to day basis you 

b * English, but an additional language would be preferable — particu larly French, Spanish or Arabic. - 


We particularly welcome applications from. candidates outside north-west Europe and North America. - 
e osing date: 30 March, 1990. Please quote ref SGO 1/90. 








































































As 1992 approaches, businesses are 

increasingly aware of the need to look beyond 
their national borders into a wider market, offering 
greater opportunities. But the elimination of trade 
barriers will expose them to greater competition as well 





Break through 
info Europe 


European Trends keeps you up-to-date 
with the latest ever changing politic:.l 


Published every quarter by the Economist 
Intelligence Unit, European Trends is designed to 
keep you informed of the key developments taking place 
within the European Community and the challenges to 
be faced in the future. 


Each issue contains coverage on: progress towards the 

and business framework intergrated market; recent cases before the European Court such as 

= judgements on guarantees, franchising etc; external relations with 

in the European the other major world trading areas; environmental policies and 

Community. TES UI legislation; the development and implementation of new technologies. In 
— — addition to the four reports, a subscription includes an annual supplement, 

the essential background information to events monitored each quarter. 


FORTHCOMING TOPICS TO BE COVERED INCLUDE: 
e New Horizons for Savings Banks in Spain e Regional identity in tomorrow's EC: the 
and Italy case of the North of England 
e Council Decision Making After the Single Financial Services and the Gatt 
European Act e New life for rural areas 
e Implications of a single banking market Should 1992 mean open season for 
e Will harmonisation mean better protection lakeover bids? 
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The changing shape of the micro-chip market. 
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‘We know that, if you want to change the luture, 
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lolars a year in Research and Development alone. : ae p 
For it is only through the research of today that — 


he answers of tomorrow. No matter 





we can find 








how we have to take. 


ong a 





ae 


ADU 


iet 








f ritish Aerospace sell a new 125 business jet 
every nine working days 
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of sales activity. 
The 125 already has more than 50% of 
sales in its market sector and the vast majority 











British Ae rospace (Commercial Aircraft) Ltd, Corporate Airc raft Division, 
Comet Way, Hatfield, Herts ALTO OTL, England. 
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Whatever happened to saving? 


XTRAORDINARY as it may seem, 
Washington's politicians and pundits are 
eagerly looking forward to another year of 
budget posturing and counter-posturing. 
This week the Bush administration an- 
nounced its deficit-cutting proposals for the 
fiscal year that will begin on October Ist. The 
course has been travelled many times already; 
outsiders, more seems at stake each morn- 
mg when Mikhail Gorbachev chooses his 
cufflinks. Unfortunately, however, the bud- 
get grind still matters—not for this year's in- 
novations in fiscal gimmickry, nor mainly for its short-term 
effects on share prices and interest rates, important though 
these are. It matters because of the bigger questions it raises 
* saving and investment in America and the rest of the 
world. 

Over the past three decades saving has fallen sharply in 
almost every rich country. America’s public and private sec- 
tors together saved (net of depreciation) about 9% of national 
income in the 1960s, 8% in the 1970s, and 3% in the 1980s. 
Britain has seen a similar drop, West Germany a bigger one. 
Even Japan’s massive savings rate has fallen from 26% to 
20%. The industrial countries as a group have saved less than 
10% of their income in the 1980s, compared with 15% or so 
in the 1960s. 

This decline has come at an awkward time. In the 1990s 
and beyond, demands on the world’s pool of savings are likely 

be huge. Economic reconstruction in Eastern Europe will 
avsorb billions of dollars. If the reluctant economic reformers 
of Africa and Latin America can stay the course, they too will 
create immense needs and opportunities for new and (this 
time) profitable investment. Concern throughout the indus- 
trial world at crumbling or inadequate infrastructure, to- 
gether with growing fears over the deterioration of the envi- 
ronment, all call for new sorts of investment, and the cost is 
sure to be steep. As all this glides into view, aging populations 
are set to put a new squeeze on world saving, because when 
people retire they stop adding to their nest eggs and start 
spending them instead. 


Why worry? 

Individual countries need not be unduly troubled by a short- 
fall of saving. They can borrow abroad, as America has done 
during the 1980s. In this way, partly thanks to financial inno- 
vation and partly because governments have dismantled the 
exchange controls that once blocked international flows of 
capital, national imbalances between saving and investment 
are easier to manage than they were. But the world, for the 
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moment, is a closed economy. It cannot invest _ 
more than it saves. If rising demand for in- — 
vestment continues to meet a shrinking sup- - 
ply of saving, the result will be higher global - 
interest rates. Investors will drop projects that — 
would otherwise have gone ahead. ; 

More saving is not worth having at any - 
price. The uses to which it is put will always: 
matter more. Many countries, especially in — 
the third world, have paid lip service to boost- — 
ing saving; often they not only failed to do | 
that, but also damaged incentives so badly - 
that saving then flowed into the wrong sorts of investment. - 
Prudent, market-minded governments aim not to promote - 
saving as an end in itself, but to create the conditions in 
which people and firms can make intelligent choices. Given — 
an undistorted view of the future, the private sector can be 
left to decide how much saving is enough. | 

The past decade's fall in saving was arguably just such a 
verdict. In the 1980s rich-country governments brought infla- — 
tion down from the highs of the 1970s. They also grew friend- - 
lier to markets—they cut taxes, kept public spending in 
check, privatised state-owned enterprises and deregulated in- 
dustries of every sort. The result was a boom in asset values, e 
and thus in wealth. This fuelled consumption at the expensee 
of saving. When the adjustment to greater wealth is complete, 
saving will bounce back. | 

But the chances are that it will not bounce enough. The 
reason is that governments nearly everywhere discriminate | 
against saving. The most outlandish discrimination is prac- 
tised mainly in the developing countries, where governments“ 
often set interest-rate ceilings that keep the return on saving - 
handsomely negative in real terms. People save less than they - 
otherwise would, and businessmen can grow rich by using. 
borrowed money to subtract value from raw materials. The 
governments of the industrial countries are subtler. They dis- 
tort saving mainly through their fiscal policies. 

Taxes on personal and corporate income are intrinsically 
anti-saving. The personal-income tax, for example, taxes sav- 
ing twice: first because the saver pays tax on his initial in- - 
come, and second because he pays tax on any interest earned. — 
This double taxation of saving makes the effective tax on de- 
ferred consumption higher than the effective tax on immedi- 
ate consumption. Corporate-income taxes (including Ameri- - 
ca's) also often bite twice: companies pay taxes on profits, and. 
then investors pay taxes on dividends. In many countries — 
(again including America), outgoing interest payments are at 
least partly tax-deductible against corporate and personal in- * 
come. All these measures promote spending and borrowing, - 
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EPA half-answer is to build tax shelters for saving into the 
present income-tax approach. The Bush administration has 
made flawed proposals of this sort. Governments would do 
better to shift their tax base from personal and corporate in- 
come to personal spending and corporate cash-flow (see page 
65). However, the biggest and most easily remedied bias 
against national saving is still a large public-sector deficit. On 
unchanged policies, America's is expected by the Congres- 
sional Budget Office to be $138 billion next year— not the 
worry it used to be, but any government serious about saving 
and investment would make trimming the deficit a priority. 
. The task is trivial—a cut in planned spending of 3% and 
. an income-tax rise of one percentage point would eliminate 
the deficit altogether. America's budget is an untidy house 
that could be cleaned up in a morning. Instead, Congress has 


spent years designing a Gramm-Rudman backbone-stiffening 
East Europe's wobbles 


" E 


AFTER the year of revolution in Eastern Europe, the year 
Aof the ballot. One after another over the next five 
months, East Germans, Hungarians, Romanians, Bulgarians 
and Czechoslovaks (the Poles had a go last year) will get their 
chance to build democratic governments on the rubble of 
their discredited communist ones. The escape from commu- 
nism had once seemed impossible. With the impossible now 
under way, most western eyes have turned to the merely Her- 
 culean: the task of economic reconstruction. The hope is that 
* governments forged in this year's ordeal by ballot will have 
the legitimacy to do the hard things—cut subsidies, close loss- 
making factories, free currencies—that will put the D-marks 
and dollars now flowing into the place to best use. The danger 
is that even democratically elected governments, asking their 
people to suffer still more economic pain, could themselves 
buckle under the strain. If they do, the year of the ballot could 
end as the year of the barricade. 

. The dangers seem greatest in East Germany. With an 
open border to a much richer and so far still welcoming West 
G ermany, East Germans have two ways of voting—through 
the ballot box or with their feet. With nearly 2,000 a day not 
bothering to wait for the election, brought forward hastily 
this week to March 18th, it will be hard just to hold the place 
together till then. The coalition that emerges afterwards will 
hope to determine not so much whether East Germany will 
unite in some form with West Germany (almost everyone sup- 
ports that, including now the communists, backed publicly 
this week by Mr Gorbachev), but how fast and how smoothly 
the joining can be done. 

. For all its problems, East Germany has a head start. In 
nearby Czechoslovakia and Hungary, real party politics is 
only a hazy memory for the over-60s; but some of East Germa- 
^ ny's most promising new parties can call directly on the cash 
and campaigning skills of sister-parties in West Germany. 
14 
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machine that will demolish the house unless somebody tidies 
it up before some (infinitely postponable) date. Tiring of that, 
Congress is arguing with the administration over whether to 
cut—yes, cut—the capital-gains tax or the payroll tax, the 
new idea being to bury the house under so ntueh rubbish that 
it will be uninhabitable. And then (here*cdmes the clever 
part) somebody will simply have to tidy it,up, won't they? 
Peruvian budget policy has nothing to rival this. 

With luck, even in Washington, the issue of saving can 
become more than a politician's slogan. If governments con- 
tinue directly and indirectly to encourage short-term binges 
on borrowed money, there is a real chance over the coming 
years that industrial-country growth will be needlessly slow, 
and recovery and reconstruction in Eastern Europe and the 
third world prohibitively expensive. The full answer to these 
risks is admittedly more than a morning's housework on Cap- 
itol Hill—but that would be an excellent start. 








Once the voting is over, the new government can count on 
generous West German help. Paradoxically, the economic 
mess helps too. It has knocked out of the heads of most on the 
left, including many communists, hazy notions of a "third 
way" between Marx and the market. The new government 
should therefore quickly be able to pass new laws needed to 
suck in more private investment. 

If West German money could buy time, East Germany 
would seem a less worrying place. Money, however, may not 
be enough. Deprived of real nationhood, East Germans over 
the years have invested their pride in the achievements of 
"their" Germany—supposedly the richest and best run bit of 
the socialist world. Yet as communists have fallen from 
power, so have scales fallen from the eyes of those they rul 
tales of corruption and phoney statistics, along with the sua- 
den realisation of just how little their East German marks can 
buy across the open border in West Germany, have turned 
pride to despair. Even with handsome West German help and 
the prospect of relatively speedy unification, still more East 
Germans may get up and go. If they do, and East Germany's 
economy founders, German unity could come about in re- 
crimination and bitterness. 


Old communists die hard 


Whether they negotiate their way into West Germany's ha- 
ven, or simply collapse into its arms, at least East Germans 
have something to stop them hitting the ground. In other 
parts of Eastern Europe, the problems of making the leap to 
democratic politics loom all the larger because, bad though 
things are, failure could make them a lót worse. And pulling 
down the old communist system and putting democracy in its 
place are proving difficult and messy. 

Everywhere communist parties—and their secret-police 
accomplices—are desperately trying to hold on to as much of 
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their old powers and privileges as they can, even while they 
change their names, rewrite their dogma and ditch their old 
leaders. In Romania some old communists have turned up in 
the ruling National Salvation Front. Their methods—secre- 
tive meetings, busing workers into the capital to support 
them against opposition critics—are depressingly reminiscent 
of the bad old days. Hence the importance everywhere of this 
year’s elections, to show the communists’ support for what it 
really is: derisory. But hence also the bitter battles between 
old communists and new challengers over everything from 
election rules to office space. 

And elections will not solve everything. Poles, Hungar- 
ians and Czechoslovaks have each tried to preserve bits of 
their society—whether through the church or underground 
presses—from systematic destruction by the communists. But 
even they still lack the basic framework of a real democracy: 
an impartial civil service, independent judges, the rule of law 
in business matters as much as in criminal or political ones. 
Building these will be difficult at a time when national and 

ynomic grievances that have been festering for years can 
suddenly burst to the surface. 


Do svidania and Shalom 


Soviet Jews should be welcome in Israel, but not in the occupied territories 


E YOU are Vietnamese, your chances of a better life abroad 
are poor and getting worse. lf you are an unexalted 
Hongkonger—even, perhaps, the proud owner of a British 
passport—Britain is unlikely to have you when the colony is 
handed over to China in 1997. If you are Russian, you are free 
at last to emigrate, provided another country will accept you. 
But if you are a Vietnamese Jew, a Hongkong Jew, a Russian 
Jew—any sort of Jew—you have an automatic right to become 
a citizen of Israel. The Israelis will take you in, teach you He- 

w and thank you for having made aliya— "ascending" to 
_.on from exile among the gentiles. 

Zionism has always been controversial, not least among 
Jews themselves. Zionists asserted that Jews were a nation at a 
time when most Jews were content to be Jewish members of 
other nations, and when many thought the Zionist idea 
would make anti-semitism worse. In 1975 the United Nations 
declared Zionism a form of racism—a preposterous slur on a 
creed that has built a democratic state by gathering in white, 
brown and pitch-black Jews from every corner of the earth. 
Israel, it is true, looks after its own, sometimes with the dis- 
proportionate ferocity of the Old Testament. But it is not 
more racially exclusive than most other states, and in one 
sense—in that its test for belonging is religion, not language, 
colour or place of birth—it may be less so. 

Does any of this still matter, 42 years after Israel’s birth? 
With statehood, Isrdel acquired the common rights of other 
countries, or should have. It has meanwhile come to accept 
that the Zionist dream will remain half-finished. Fewer than 
4m of the world’s 13m Jews choose to live in the Jewish state. 
Until recently Israel’s quarrel with the Arabs was starting to 


T FEBRUARY 3 1990 


"UA 




















⁊ v 


-A 
e PEN. oe: 


edi 





This is not to argue that things look hopeless in Eastern 
Europe. It would be remarkable indeed if people who have 
had their lives trampled on, their wealth plundered and eir 
future blighted for so many years were all to behave as impec- 
cable democrats at their first try. Indeed, some of the political 
parties or movements that emerge victorious in this year’s 
elections will themselves probably soon fracture and regroup 
as the common ground of anti«communism gives way to post- 
election battles over unemployment, privatisation and the 
poverty line. It is already happening in Poland, as trade-union 
Solidarity defends the interests of shop-floor workers agains d 
government Solidarity's austerity plans. It is early days yet in 
Poland, but the encouraging signs there are that, having 
elected themselves a government led by non-communists, the 
Poles are grimly and unPolishly putting up with its unpopular 
policies. 

Not all East Europeans will take the coming hardships as _ 
fatalistically as the Poles have so far done. By the end of this 
year some will be much further down the path to real democ-- 
racy and a revitalised economy than others. The crucial thi 
is that the choice will be theirs. 















































look like an argument about borders, not ideology. ; 

No longer. In recent months thousands of Jews have been - 
emigrating from the Soviet Union. The United States will n o] 
longer accept more than a fraction (mainly those with a "well. 
founded fear of persecution’’), so most are turning to the one e 
place offering a safe haven. Israel expects up to 100,000 ine 
1990 alone, compared with 5,000 in 1989 and even fewer the 
year before. Some 750,000 may move to Israel over the com- 
ing six years. jc 


Déjà entendu 1 
While Israel can hardly believe its luck, the Arab world is in 
full cry. In an echo of the 1930s, when the Palestinians asked - 
Britain to halt the influx of Jews from Europe, Mr Yasser 
Arafat joined Arab governments this week in appealing to 
President Gorbachev to prevent more Soviet Jews from leav- 
ing. That is not likely to happen, unless the Soviet leader 
wants to add a new battle with the American Congress to his 
mounting pile of woes. It would anyway be wrong. These emi- 
grants are not just economic opportunists, lucky beneficiaries 
of Israel's preferential immigration laws. Most are well-to-do 
people, reluctant to pull up deep roots in the Soviet Union 
but apprehensive about the upswell of anti-semitism that has 
accompanied Mr Gorbachev's reforms. Nothing justi les. 
blocking their escape. 
So the Palestinians should stay silent? No. They have a 
legitimate grievance about the Soviet exodus, even if | 
have chosen the wrong way to redress it. j 
If typical country X opens its doors to mass immigration, * 

that is its own affair. Israel is not typical country X: by its own 
E 
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teg imony it is a special case. Israel does not open its doors to 
everyone; Jews alone have an automatic right of entry, 
whereas the progeny of the Palestinian refugees, dispossessed 
during Israel's founding in 1948, are automatically kept out. 
Moreover, Israel does not have agreed borders. The status of 
the West Bank and Gaza Strip is in abeyance, pending a peace 
‘settlement. Israel's right to admit as many Jews as it pleases is 
not à right to settle them on another people's land. 

Israel's prime minister, Mr Yitzhak Shamir, does not rec- 
ognise this distinction; or, rather, he understands it too well. 
In recent statements, since half-retracted, he has tried to turn 
the exodus from Russia into an argument for the West Bank 
and Gaza to belong to Israel. The new arrivals, he implies, will 
‘solve Israel's demographic problems in the occupied territo- 
ries and so fasten them securely to Israel. 

__ He is wrong. Arabs produce far more children than Jews. 
The arrival of 750,000 Soviet Jews over six years may hold the 
Jewish-Arab ratio at its present 60:40, even shift it a little the 
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trade than governments ever will 


A AMORE even than oil or wheat, the lowly little microchip 
i will be the most vital of commodities in the 1990s, cru- 
cial to practically every piece of equipment at work, on the 
road, in the air and at home. Since Japanese firms make so 
ch of that equipment, it is not surprising that they also 
dominate the chip business—accounting, on some measures, 
for 7096 of the most common sort of chip, the dynamic ran- 
» dom-access memory. The result, inevitably, is tension. Ameri- 
e cans worry that their country—which, after all, invented the 
-chip—is falling behind Japan in electronics in particular and 
research in general (see page 63). If they, and the Europeans, 
spent more time looking at what is actually happening to the 
. market for chips, they would feel a lot less worried. 
Concern about the supply of memory chips is justified, in 
the same way as it proved right to worry about OPEC’s control 
over oil. Even though memory chips have become a low-mar- 
gin commodity, less profitable than fancy microprocessors, an 
nterruption to supplies could be disastrous. Yet America and 
Europe have responded in the most illogical of ways, by forc- 
ing Japanese producers to raise prices. It is as if the West had 
begged OPEC's members to charge more for their oil, and with 
a twist: high prices make the Japanese even more competitive, 
and bail them out of slumps caused by their own 
overinvestment. That happened in 1986 when America in- 
sisted on a Japanese cartel. It is happening now, with Europe 
handing Japanese firms a guaranteed 996 profit on memory 
chips just when they need to put $7 billion-worth of new fac- 
tories on short-time working. 
_ Each new generation of memory chips used to last for four 
years. Now, competing fiercely among themselves, Japanese 
- semiconductor firms no longer wait to get their money back 
* from existing plants before leaping to the next generation. 
The one-megabit chip introduced in 1987 is already being re- 


m 


i VO 4 pa LET. ———— ee A — 
J . v , - z » e 


Welcome the cheap-chip lobby 


Chip users and producers are finding better solutions to imbalances in chip 
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Jewish way. But that is the ratio for the occupied territories 
plus Israel. The territories themselves, where some 70,000 
Jews live in a sea of 1.7m Arabs, will nevey feel like part of 
Israel. To extend the majority that Jews at present enjoy in 
Israel proper (80:20) through the West Banke ard Gaza would 
need the immigration of some 8m Jews— virtually the whole 
diaspora—by the year 2000. And that wpuld produce a 
Greater Israel of 12.7m Jews and 3.2m Arabs, still a pretty 
explosive mixture. 

For just over a year the Palestinians have said they accept 
Israel's right to exist. If that means anything, it should mean 
accepting what Israel is: a Zionist state, dedicated to gathering 
in the Jews. But Zionism, said Israel's first president, Chaim 
Weizmann, would ultimately be judged by how it treated the 
Arabs of Palestine. That is why Israel must stop its citizens— 
be they from Russia, America or anywhere else—from settling 
in the West Bank and Gaza. There they push peace further 
away, and turn Zionism's safe haven into an armed camp. 





placed by the four-megabit version. Experimental plants for 
16-megabit chips are being built, at a cost close to $1 billion 
each. With that bill to pay, a cartel is just what the Japanese 
doctor would order, and Europe now gives him. 

What should be done instead? Japan's dominance is a 
cause for concern, but it does not make action obligatory. 
That depends, first, on how likely Japan is to use its monopoly 
power and, second, on how long its dominance will last. 


The market's way 


As things stand, there is no reason to expect Japan to inter- 
rupt supply. For it to do so would require today's trade spats 
to have turned into full-scale war. Japan's biggest semicond 
tor firms would oppose it, as they are becoming “merchat 
suppliers. Big groups such as Hitachi, NEC, Toshiba, Fujitsu 
and Matsushita used to make chips mainly for their own 
needs, dumping the rest overseas. They now use no more 
than 2096 of their vastly larger output in-house. As many of 
the customers for the other 8096 are American or European, 
an interruption would hurt Japan too. 

The best signals are coming from the market itself. They 
suggest (see page 64) that Japan's dominance is likely to be 
short-lived, as producers and users find their own ways 
around it. Already, customers no longer need to flee from 
western chips to Japanese ones. Among western chipmakers 
the days of shoddy quality, late delivery and take-it-or-leave-it 
marketing are gone. It was iBM— not Toshiba, Hitachi or 
NEC—that was the first to start producing four-megabit chips 
in commercial quantities. IBM is already the world's largest 
chipmaker, but its output is omitted from market-share fig- 
ures because it consumes all it produces. And Perkin-Elmer, 
an American maker of chipmaking equipment, was sup 


to have been felled by its Japanese rivals, Nikon and Canon. 
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In fact it has bounced back with the best equipment for mak- 
ing the next generation of microchips. 

There has been a flurry of joint ventures between Japanese 
and western semi@onductor firms. The tie-up between Ameri- 
ca’s Intel antl a Japanese ball-bearing manufacturer called 
Minebea is the*latest deal to marry Japan’s wizardry on the 
production lines with American technical knowhow and mar- 
keting. Silicon Valley paranoids will argue that this is Japa- 
nese colonisation by another name. It isn’t. Here lie the be- 
ginnings of a truly global, mobile business. 

Minebea and its chipmaking affiliate, NMB Semiconduc- 
tor, show the way. Though a newcomer that knew little of 
electronics when it entered the field in the early 1980s, 
Minebea is now one of the world’s most efficient chipmakers. 





It has the fastest four-megabit chip of all. It bought its designs 
from a tiny American silicon boutique; in future it will sell sts 
finished goods through Intel's distribution network. Have 
manufacturing skills, will travel, is the lesson in what is De- 
coming an increasingly mobile, commodity business. 2" 
Minebea is a new entrant in a cartelised business, the chip 
equivalent of non-OPEC oil producers; more are on their way, 
in South Korea and elsewhere. The sub-contracting opportu- 
nities offered by Minebea and others are attractive; they help 
explain why Us Memories, a politically motivated consortium - 
of American firms to build a dream memory-chip factory, has 
collapsed. Individual firms prefer to hunt out their own solu- - 
tions, at a lower cost. The market for semiconductor chips is 
working well, if only politicians will leave it alone. u 
























Cash in the classroom 


Britain's teachers need more pay—and headteachers more say 


EGULAR as a slot on the school timetable, the British 
season for teacher trouble has come round. Mr John 
MacGregor, the secretary of state for education, announced 
on February Ist an across-the-board pay increase of about 7% 
for 1990-91— slightly less, that is, than the current rate of in- 
flation. Teachers' unions say strikes are possible. So amid the 
usual sound and fury, the main point may again be lost: are 
the level and structure of pay producing the kind of teachers 
the country needs? 

As a purchaser of teachers' labour, the government faces 
a problem familiar to consumers of oranges, fish and chips or 
package holidays. For the price it wants to pay, it cannot get 
enough teachers of the right quality. At £9,400 a year, the 
starting salary for a British secondary-school teacher in 1989- 
90 is, in terms of its purchasing power, less than what his 
counterpart in every other EC country is paid. Top whack for 
a long-serving secondary-school classroom teacher, with all 

vuses, is £19,000. The headteacher of a mid-sized second- 
ary school gets a basic salary of about £25,000 a year. Only 
half a dozen top heads get the £34,000 maximum. Fifteen 
years ago teachers got 37% more than the British white-collar 
average. Since then the gap has narrowed to only 5%. A grad- 
uate going into teaching today is in danger of being regarded 
by his peers as a warm-hearted eccentric or a duffer. 

The consequent shortages of teachers are unevenly dis- 
tributed: they amount to a spreading blight in some areas and 
some subjects. Blackspots began to show up last year—par- 
ticularly in London, where a full mortgage on a cheapish 
house costs around £15,000 a year to service, which is more 
than the top basic salary that a teacher can earn. Increasingly, 
science jobs go unfilled as maths and chemistry teachers head 
off for industry’s larger pay cheques. The introduction of the 
new national curriculum will increase shortages in some sub- 
jects—modern languages, particularly. At the same time the 
shrinking number of school leavers means that every kind of 
employer will be competing more fiercely for women, the tra- 
ditional mainstay of the classroom. 
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Other signs of blight show up not in absolute shortages 
but in a dearth of the right quality of people. In 1986 13% of 
maths teachers and 18% of physics teachers had no education 
in those subjects above A-level, while only half had a full de- 
gree in their subject. Poor pay contributes to discontent. A 
study by academics at Manchester University found that in 
one sample of teachers a third wanted to leave the profession. 
A demoralised teacher cannot be an inspired teacher, so the — 
pupils suffer. x 

The precise nature of that suffering is hard to gauge in 
short term; but taking a longer view, the average British - 
school-leaver starts working life with the dunce's cap on his _ 
head. Only 10% of French and German schoolchildren leave * 
without qualifications equivalent to the old British system of ° 
O-levels; in Britain itself the figure is a depressing 45%. 
lower half of achievers in mathematics at British secondary 
schools are two years behind their German counterparts. 

The low pay of teachers is by no means the sole cause of - 
this British disease, nor is the government the sole agent. _ 
Over the past 30 years the teachers themselves have done - 
much to degrade their own work: the two biggest unions have 
often behaved like rival playground bullies. While loudly pro- — 
claiming their members’ professional status, they used all the 
methods of shop-floor militancy to try and boost pay. | 


More flexibility, then more cash : 
Above the noise of this year's pay round, Mr MacGregor 
needs to keep some long-term objectives in his head. As far as 
possible, the finances of schools should be run like those d ! 
any small business. The headteacher would be free to recruit 
the staff needed to offer the full range of subjects—which — 
would mean paying more in central London than in Corn- 
wall, and more for maths teachers than for English teachers. 
Successful schools would then attract more pupils, and get - 
more money by doing so. 8 
The government has started out towards this happy goal. — 
On top of existing performance bonuses for individual teach- _ 
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pay offer for 1990-91 is proposing to allow headteachers more 
local discretion over salaries. He should go further in this di- 


rection, so that pay differentials become the main influence 


on the salary bill, and successful schools have bigger capital 


budgets with which to expand. 


School income can be boosted a bit by fetes and the like, 


as well as by money from local businesses keen to ensure that 


tomorrow 's workers have been properly taught. But most of 
the bills will always be paid or sanctioned by the Department 


Neutrality's identity crisis 


of Education, so the government cannot escape the ultimate 
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The olive branch is becoming an increasingly expensive mouthful 
Y HIS weekend bevies of powerful people will descend on 


> 
] 


A Davos, in Switzerland, to meet and talk. They will be 


_ there mainly because the resort throws a good conference, 


but also because Switzerland is neutral and therefore a natu- 


| r place for them to meet. The gathering is a small example of 


P 


. They will find that permanent neutrality in the emerging Eu- 
rope is like chastity in a permissive age—they must keep all of 


Switzerland's ancient talent for making neutrality pay. Yet 
will it go on paying? Europe's neutral countries are not 

hielded from the meltdown of the Yalta order. They are be- 
ing forced to rethink the benefits and costs of neutrality. 


it to keep any of it, and keeping it means self-denial. 
There are five European neutrals: Austria, Sweden, Fin- 


land, Switzerland and Ireland. They are all small, freeish-mar- 
- ket democracies, but are otherwise diverse, and neutral in dif- 


A » 


ent ways. Despite their differences, the cold war provided 


. their neutrality with an abnormally clear context. Europe was 


set in a state of not-quite-war. By eschewing both alliances 
they showed themselves to be non-combatants in this non- 


_war. Some might view their posture with distaste—John Fos- 


ter Dulles called neutrality “an immoral and shortsighted 


. conception "—but they were a useful part of the strategic 


landscape. Four of them formed a sort of no-man’s-land be- 
tween Eastern and Western Europe—a neutral, though cer- 
tainly not demilitarised, zone in which armaments and ten- 


sions could be talked away. 


Wind down that non-war and an important credential of 
neutrality fades. The two most recent neutrals—Finland and 
 Austria—even lose part of their modern identity. Both coun- 

tries' neutrality dates from when they tiptoed away from Rus- 
sia in the mid-1950s. Neutrality is the centrepiece of Austria's 


constitution. Austria's national day is the day it first felt able 


~ 


to call itself neutral. The neutrality of Sweden, Switzerland 
and Ireland is less cold-war dependent. For them, the prob- 
lem is not that the context of their neutrality is evaporating, 
rather that the price of it is rising because of the economic 
intrusiveness of the modern world, and because of the re- 


| launch of the European Community. 


The second of these challenges is a particularly potent ex- 
ample of the first. Sophisticated trade demands that coun- 
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much money the country's 
teachers should get. It can arrange for the pie to be sliced 
locally; it must bake the pie itself. 

There is no point in the government throwing money at 
an unreformed system of teachers’ pay, ong that blithely cre- 
ates regional and subject shortages. But a shréwd goverhment 
would use the promise of more money to buy reforms; and a 
wise government would be eager to give a*reformed system 
more money in real terms, because Britain spends too little on 
teaching its children. Shrewd Mr MacGregor should now be 
telling his cabinet colleagues that the time for wisdom is nigh. 








tries’ law-making independence be compromised. One ex.. 
ple: Switzerland has had to concede limits to the protection 
offered by its bank-secrecy laws—a nice source of profit- 
through-neutrality—because, by protecting international f- 
nancial racketeers, those laws threatened to get it ostracised 
by the world’s financial markets. 

The EC's 1992 project has created a big dilemma for Eu- 
rope's neutrals. Membership of the Community has become 
more desirable because of the EC's new law-making power, 
which, de facto, sets the rules for commerce right across Eu- 
rope; but also more compromising, for precisely that reason. 
All four neutral countries on the continent are part of EFTA 
and are negotiating a new deal with the EC to prevent them- 
selves being marginalised by it. The outcome, if it means any- 
thing, is bound to reduce their legislative independence. Aus- 
tria has already applied to join the EC, having somehow 
convinced itself that the Treaty of Rome and the Communi- 
ty's evolving foreign-policy role can be compatible with its 
neutrality. Ireland, within the EC, has accepted such debasing 
of its neutrality. The policy was chiefly a means to assert +=- 
separateness from Britain, and independent membershij 
the EC is as good a way to do that as any. 


Ireland talks 


Where Ireland has slid, continental neutrals may follow. Neu- 
trality is not a form of altruism. It is a policy by which small 
countries hope best to preserve their wealth, peace and iden- 
tity. (A big power claiming neutrality is like a lorry pretending 
to be a hedgehog.) In the absence of a convenient cold war, 
that means a constant polishing of the neutral image so that 
whenever and however the next war breaks out, aloofness is 
credible. A true neutral must prove constantly that it is de- 
pendent upon no one else and subject to no one else’s rules or 
laws. This, coupled with the good army needed for secure 
neutrality, makes it an increasingly onerous proposition for 
the existing neutrals, and no easy option for the reforming 
inmates of Comecon. Even Switzerland may waver, but it will 
stay the course. It has much experience of neutrality- 
polishing, many mountainous tank-traps, and Davos. 
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HIGH-SPEED TRAVEL IN EUROPE 








The next flight from 


platform three 


Trains running at up to 200 mph will challenge aircraft on many prime 


routes within 


the next decad 


e. Whichever does best, compe- 


Euro 
tition should make rail and air travel more agreeable—and more alike 


OR the first time since the 1960s, the 
airlines are about to face a serious com- 
petitor for international passenger traffic in 
P-irope. By the end of the century, trains 
ay be taking London businessmen to Paris 
in the same time (2! hours) as it now takes 
to reach Manchester—and faster than the 
trip between city centres by air. Other trains 
could take sleeping north Europeans to 
their Mediterranean holidays in a single 
night, bypassing summer airport chaos 
Trips like these will be made possible by 
the development of a new generation of 
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high-speed trains. By the end of the century 
they should be operating in all of Western 
Europe's larger countries, where they will 
cut many rail journey times in half. 
European airlines, you might think, 
should be trembling in their shoes. They are 
not. That is partly because they expect pro- 
digious passenger growth—of about 796 a 
year—over the next decade, and could con- 
tinue expanding even if they lost some mar- 
ket share to rail. But it is also because they 
have not thought particularly hard about 
the challenge from rail. They are more wor- 
'ried about losing business to other airlines 
after 1992, when competition in Europe's 
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skies will be largely liberalised. Many airline 
executives still regard trains as a sluggish, 
unreliable and downmarket means of trans- 
port. And they are disinclined to panic over 
what is still mostly a blueprint: like many ob- 
servers, they doubt the commitment of most 
national governments to lash out on expen- 
sive international railway lines. 


How fast, how soon? 


Train enthusiasts in the European Commis- 
sion and elsewhere draw colourful maps of 
an imagined high-speed rail network con- 
necting all of Europe's major cities, with 
20,000 miles of track built at a cost of $100 
billion. That may not be complete for 30 
years, or ever. So far, the only country com- 
mitted to putting trains capable of 150 miles 
an hour or more on a significant portion of 
its intercity network is France. It has already 
opened two such lines, specially built for its 
high-speed train à grande vitesse, from 
Paris to Lyons and Paris to Le Mans. 

The extension of France's 


Hu 


| 
I 


TGV network across Europe will depend not 
only on decisions by countries like West 
Germany, Spain and Britain to improve 
their national railways along similar lines, 
but on finding the money to build high- 
speed tracks across international frontiers. 
Even the optimistic French government ad- 
mits that the experience of the Paris-Lyons 
TGVs, which have financed their new line 
without overt subsidy by running frequently 
and attracting over twice as many passen- 
gers as their predecessors, would be hard to 
duplicate on international routes. Mr 
Claude Gressier, director of ground trans- 
port in France's transport ministry, reckons 
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cross-frontier traffic flows are only about a} , 
quarter as large as domestic flows between - 
comparable pairs of cities—though the ef 
fect should diminish as international travel 
becomes more commonplace. 
Nevertheless, France does not plan any | 
direct subsidy for the busy TGV Nord route - 
that will run north from Paris to Lille and. 
thence, dividing in two, to Brussels and Lon- — 
don. In contrast, less lucrative lines that i 
could be built—say, from Paris via Stras- 
bourg to the Rhineland, or from Marseilles 
to Barcelona—would probably depend on | 
investment by governments. a 
Though all Ec countries have at least 
some plans for making trains go faster, their — 
definitions of high speed vary considerably. - 
At the forefront, France is not satisfied even 
with the 186 miles per hour at which its lat- — 
est TGVs can operate: it has recently tested 
them up to an astonishing new record of 300 — 
mph (half as fast as a jet airliner), and is re- 
searching commercial use at up to 220 mph. 
Ireland, in contrast, thinks in terms of 
speeding-up trains from Dublin to Cork and | 
Belfast to an unthrilling 100-110 mph. 
Spain and Italy are keen to emulate - 
French s . Britain is reluctant to build 
new tracks rather than upgrade its — 
ones, most of which are not straight eno 
for more than the present limit of 125 m 
(though the straightest, from London to 
inburgh, is starting to take trains that go at 
140 mph). West Germany plans trains capa- . 
ble of up to 175 mph, but has a problem? 
green politics and topography dictate that a 
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third of German high-speed lines will be in. 
tunnels, and when trains push air too 
quickly through tunnels, the pressure makes 
passengers' ears pop. So the Germans will 
have either to make train travel unpleasant, 
slow the trains or—most likely but most ex- 
pensive—vacuum-seal the carriages. 


Travel wars ahead 


These varying commitments will produce, at 
the least, the beginnings of a high-speed in- 
ternational network by the end of the cen- 
tury. To judge from the TGv’s experience, - ; 
trains can start winning business traveller: 
from the airlines with a three-hour journey - 
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‘HIGH-SPEED TRAVEL IN EUROPE 
time between two cities; with a two-hour 
journey time they can dominate the market. 
Tt is on the busy connections between Lon- 
don, Paris, Brussels, Amsterdam and Co- 
logne that the first international rail-air 
competition will be concentrated. 
Wbhen [if?] the Channel tunnel opens in 
1993, says the assistant director-general of 
French Railways (sncf), Mr Michel Wal- 
. rave, trains will carry at least two and proba- 
bly three times as many passengers between 
.. London and Paris as do airliners. Today, the 
_ rail trip takes at least 54 hours by train and 
hovercraft, seven by train and ship, and any- 
_ body in a hurry flies. Despite the many tour- 
_ ists, willing to trade time for money, only 
_ 1.3m people a year go by rail, compared to 
1.4m by air. The first new trains will take 
just under three hours non-stop. Even so, 
= Mr Walrave's projection looks optimistic. 
| The change in passenger behaviour on 
routes between Paris and south-east France 
after the introduction of TGVs in 1981 was 
. indeed striking (see chart). In 1980, about 
Im people flew and 2m took the train from 
Paris to Lyons; now about 500,000 fly and 
5m take the two-hour train journey. Even 
the 34-hour trip to Grenoble (all by Tov, 
but slower after Lyons) attracts three times 
as many passengers as go by air. 
| But ParisLondon is not Paris-Lyons. 
Travellers on France's monopoly domestic 
airline, Air Inter, had always grumbled 
about its shoddy standards. When the 
French government replaced the airport at 
. Lyons with one further from the city centre 
just before the opening of the new service, 
the train suddenly looked even more attrac- 
. tive. In London and many other sprawling 
“cities, airports’ locations away from the cen- 
tre may actually help them retain a signifi- 
. «ant proportion of business travellers, many 









of whom start their trips from suburban 
- homes a long sweaty commute from the cen- 

. tral railway station. 
_ And the airlines can hit back. Even Air 
.. Inter did not just lie down in response to its 
. mew competitor. It introduced an all 
. weather landing system, more sophisticated 
_ ticket pricing and smaller aircraft, to main- 


I tain a reasonable frequency of service. By 
e 1984 it had stemmed the fall in traffic at a 
B still respectable level. Europe's national air- 
; lines, facing the dismantling of their cosy 
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Shot out of the sky 
Passenger travel between Paris and Lyons 


Annual number of trips by: Total 


Train time 
reduced from 


4hrs to f: 


state-backed cartels over the next three 
years, are already sharpening up. Ticket 
prices are bound to fall, as routes are opened 
to competition from rival state airlines and 
from ambitious new ventures like Air Eu- 
rope, a charter airline that has already be- 
gun to develop a network of low-priced 
scheduled services throughout the Ec. 


Price, speed and quality 

In America, the cut-throat competition that 
followed airline deregulation led to big price 
falls, mainly through extensive discounting 
of standard fares. Lower fares in Europe 
would help the airlines keep their passen- 
gers—unless the trains use similar pricing 
strategies. Most probably they will: SNCF is 
adapting American Airlines’ computerised 
booking and yield-management system for 
its own ticket sales. As the airlines did ten 
years ago, railways are moving away from 
general discounts offered to broad catego- 
ries such as students to selective discount- 


"o —-— Aw ws 
o — —t—— so 
a 


ZZ £44 25 


ing, aiming to fill spare capacity without sell- 
ing seats cheap to people ready to pay more. 

Potential customers are influenced not 
just by price or speed, but by the perceived 
quality of rival modes of transport. Trains 
are now trying to shed their low-grade im- 
age, especially in standards of service: expect 
to see more stewardesses in more fancy uni- 
forms on trains in future. But when it comes 
to punctuality, it is the airlines that need to 
catch up. 

One effect of American deregulation 





was a big expansion of air traffic and, partly 
as a result, a general fall in reliability. In a 
free market, airlines try to provide chea 
no-frills travel for some passengers, while r 
taining the image of a quality product for 
those willing to pay a premium. That may be 
possible in terms of comfort, but it is harder 
to sell two classes of punctuality: over mod- 
erate distances, differences in speed between 
one airliner and another make little odds. 
Frequent delays matter relatively little to 
competing airlines if they are evenly spread 
and there is no terrestrial competitor. But 
railways, properly run, can move large num- 
bers of people around with far fewer delays 
than their airborne rivals. 

_ Even much-maligned British Rail now 
gets 87% of its intercity trains in within ten 
minutes of schedule. In contrast, about 20% 
of European flights—25% in summer— 
leave (let alone arrive) more than 15 minutes 
late. It will be hard for the airlines to im- 
prove punctuality without an overhaul of 


traffic-control systems. The Association of 
European Airlines estimates that a single 
European system, rather than 22 separate 
ones, could be financed with a levy of $1 or 
$2 per airline passenger. Think about that 
value for money before pouring billions into 
fast railways, it urges governments. 


Everyone can gain 

Faster trains will mean not just greater com- 
petition between airlines and railways, but 
also greater co-ordination of their services— 
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P otent , IN to of passengers and 
bot kinds of carrier. That might happen in 
three ways: the siting of big rail stations at 


4 


lines in running trains 


> 


f 


have TGV stops but no airline ser- 
vice, and whose citizens now fly 


less average. 
_ The biggest problem for the 
Roissy station will be that its posi- 
tion on a line by-passing Paris will 
make it impossible for trains going 
into the city to stop there. So the 
_ frequency of connections to places 
like Brussels, Lille and Le Mans 
will depend on demand from air- 
port and through passengers only; 
SNCF plans just four trains a day 
from Roissy on to the south-west- 
. ern TGV Atlantique; the air au- 
thorities would like more. 
Brussels and Amsterdam too 
would like their airports to be on a 
. TGV line. But these airport stations 
_ would probably be on the main 
— line into the city. Both Belgium 
*and Holland, as small countries 
with weak domestic air-travel mar- 
kets, have already tried to develop 
their big national airports as inter- 
changes and their airlines as carri- 
ers of transfer passengers to other 
destinations in Europe. KLM has so 
far been far more successful than 
Sabena, especially in distributing 
intercontinental passengers round Europe. 
But a new joint venture between KLM, 
_ Sabena and British Airways aims to take ad- 
. vantage of deregulation and make Brussels a 
hub connecting more regional airports in re- 
m oter parts of Europe. 


The plane on rails 
At present, airlines like KLM play down the 
possibility that flight-to-train transfers 
might replace flight-to-flight ones. But the 
authorities at Amsterdam's Schiphol Air- 
are desperate to have a TOV station, 
. fearing that other airports will do so, and 
iphol might lose business. Competition 
| (n cities and countries for good 
e rail/air connections could become as signifi- 
| cant as —— between rail and air. 
E The railways will hesitate to stop their 
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fast trains too often, so few airports can ex- 
pect to get fast intercity train links; but any 
airport wanting to look convenient will at 
least need a good link to its own city centre. 
Such cobbled-together airport services as 
the line from Heathrow to London—an ex- 
tension of the Underground, where bag- 
gage-laden international travellers squeeze 
in alongside local commuters—belong to an 
age when air travel was uncommon. Plush, 
fast trains like those to Geneva and Lon- 
don’s Gatwick airport, which allow passen- 
gers to check in baggage at the city-centre 
railway station, are what is needed now. 
The key to making such services work, 
many airlines believe, is to make passengers 
feel that their flight starts at the central sta- 
tion, making the process of catching an 
aeroplane less stressful. That means shutting 


aii ports; better links between airports and 
city centres; and more involvement by air- 


.. Typically ahead of the field, the French 
are the first to have announced a high-speed 
train station at an airport—at Paris’s main 
airport, Roissy/Charles de Gaulle north of 
the city. SNCF hopes that passengers will 
om use Paris for an easy transfer between 
ntercontinental flights and the train to the 
centres of north-west Europe's capital cities 
(four besides Paris could eventually be with- 
* n three hours by train). Air France and Air 
Inter, on the other hand, might benefit from 
the railway as a collector of air passengers 

rom places like Le Mans and Tours, which 


Where trains will challenge jets 
City-centre to city-centre train times in 2000 





Sources: Community of European Railways, national raitways # Ji^ OS actually 


passengers off from hectic local rail services, 
and possibly from the railway authorities en- 
tirely. On the planned line from Heathrow 
to London's Paddington station, BAA, Brit- 
ain's main runner of airports, though in 
partnership with British Rail (BR), wants to 

e its trains seem as much like airliners as 
possible; for example, by providing multilin- 
esses to assist passengers—on 
BR's Gatwick Express the announcements 
are in English only. British Airways has been 
discussing with BR the possibility of running 
its own trains to Gatwick. 

Nor are such airport connections the 
only trains that might be run by the airlines. 
Lufthansa already runs one intercity train, 
connecting Frankfurt, Cologne and Dussel- 
dorf airports. The trains are given flight 
numbers and offer airliner-type service. 
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They are run not in competition with the 
Deutsche Bundesbahn but as an alternative 
to congested airborne travel between these 
cities. 

Such services could become more wide- 
spread under a proposal frdtm the Eurepean 
Commission to set up an EC-wide track au- 
thority owning and maintaining lines, with 
national railways and other operators pay- 
ing fees to run trains along them. Not sur- 
prisingly, the national railways hate the idea. 
Timetabling a co-ordinated network would 
become impossible, they claim. But airports 
seem to manage well enough selling slots to a 
multitude of customers. A track authority 
may be unlikely in the foreseeable future, 
but the proposal will put pressure on na- 
tional railways to open up their lines to each 
other and to private operators. 


New life for short-haul 


The Swiss government recen ' 
suggested privately to the EC tl _ 
all European flights shorter than 
300 miles should be banned, to 
help relieve busy skies. Some air- 
lines might not much mind: British 
Airways, operating mainly out of 
overcrowded Heathrow, could find 
plenty of new and profitable me- 
dium- and long-haul routes if more 
slots were available. But smaller 
operators such as British Midland 
and Germany's Aerolloyd are 
much more dependent on short- 
haul and often fly between not-yet- 
crowded regional airports. 

Deregulation and train compe- 
tition will not abolish short-haul 
flights, but put pressure on airlines 
to serve more destinations more ef- 
ficiently. British Airways is plan- 
ning to make more use of airports 
like Birmingham, which will allow 
it more flights to destinations 
the continent. If, as seems like.,, 
high-speed trains are most popular 
and practical for a handful of 
routes between the biggest cities, 
flights between regional centres should be 
an attractive market for airlines. Hubs like 
the new one planned in Brussels by Sabena 
and its partners could multiply the number 
of pairs of smaller cities (say Nottingham 
and Aachen) that can be linked via a quick 
connection, just as hub airports have done 
in the United States. 

Thus the comparative advantages of rail 
and air may to some extent be reversed. 
Trains, which have traditionally been good 
at distributing people to different parts of 
the country, will whisk them from one capi- 
tal city to another, while the airlines, for- 
merly concentrated in a handful of big air- 
ports, will learn to operate routes that are 
convenient for people who want to avoid 
capital cities entirely. 
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election 


FROM OUR TOKYO CORRESPONDENT 


ITH last year’s Recruit scandal still 
echoing in voters’ ears, Japan’s ruling 
Liberal Democrats are swearing that things 
have changed. They have given up the sor- 
did practices of money-politics, they say. 
People who know how to handle an abacus 
are far from convinced. The general election 
1-e on February 18th is a crucial one for the 
ling party, and it has been showering cash 
along the campaign trail like confetti at a 
wedding. When all is said and spent in the 
two-week long campaign, the Liberal Demo- 
crats are likely to have laid out some Y210 
billion ($1.5 billion) to try to stay in power. 
That compares with a mere $400m spent by 
all of the candidates, over the course of a 
year, in America's 1988 presidential race. 
This incredible figure says a lot about 
why Japan's politics is so unmodern and so 
dificult to reform. The demand for money 
overwhelms everything. The sum total of 
ruling-party spending works out at an aver- 
age of Y650m ($4.5m) for each of the 323 or 
so Liberal Democrats contesting the elec- 
tion. The candidates divide, in fact, into two 
distinct groups. The 270 incumbents need, 
by the party's own admission, a trifling 
Y 500m each. The younger candidates, fight- 
ing more marginal seats, need two or three 
‘times that—or as much as $10m. It is no 
wonder so many seats are dynastic: sons or 
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grandsons of Diet members are near-incum- 
bents themselves, which gives them an enor- 
mous financial advantage in that first, criti- 
cal race. 

What in the world are such sums spent 
on? Not on television: election advertising 
on television, and in any other mass-circula- 
tion medium, is prohibited. But there are 
meeting halls to be rented, food to be or- 
dered, transport to be hired, and profes 
sional helpers to be paid to turn out the 
vote. And constituents have to be given 
gifts, from little sums for social occasions to 
the outright payment of private school fees. 
In the early 1980s it was reckoned that each 
vote was worth a refrigerator. The price of 
an appropriate gift has not gone down. 

The pressure of financial demand ex- 
plains why the ruling party's protestations 
of repentance ring so hollow. Fund-raising, 
the party claims, is now done above board 
by the Liberal Democrats’ central 
office—not through the party's powerful 
faction leaders, nor by individual politicians 
offering favours to local businessmen in ex- 
change for contributions. After Recruit, the 
party promised to stop strong-arming com- 
panies to pay millions of yen for tickets to 
fund-raising parties in plush hotels—and to 
introduce reforms to make that kind of 
thing illegal. The Liberal Democrats have al- 


fotu a ae 


ready forgotten both promises. } 
The central office itself has been a — 
model of efficiency. The party's war-chest 
had been sadly depleted during its losing 
campaign for the upper-house election last — 
July. What with its scandals and general un- E 
popularity, the party felt compelled to spend —— 
(by the official count) ¥15 billion, three — 
times more than normal for an upper-house 
election. By last week, though, the central - 


office had drummed up Y26 billion of the 


X30 billion it intends to spend on its own — 
activities in this month's election. k 
The man doing the drumming is Mr — 
Ichiro Ozawa, the party's ambitious (and — 
young—he’s 47) secretary-general. When he 
got the job last August, just after the Social- _ 
ist triumph in the upper-house election, Mr . 
Ozawa laid down the law to the big compa- - 
nies’ club, Keidanren (Federation of Eco — 
nomic Organisations). Back then, the bosses — 
were feeling as fed up with Liberal Demo- 


cratic corruption and inflexibility as the vot- · 


ers were. Some were musing on the de . 


sirability of a coalition government. Mr _ 


Ozawa bluntly told them that they had a 
choice between free-market democracy un- — 


der the Liberal Democrats or chaos under _ 


the Socialists. As far as Mr Ozawa was con- 
cerned, there was going to be no shilly- - 
shallying about a coalition: if the Liberal — 
Democrats lost their majority in the Febru- 
ary election, they would simply hand over to 





the free-spending Socialists. e 


The captains of industry got the mes, — 
sage. Over and above the Y12 billion that- 
the LDP gets from Keidanren to pay its bills _ 
each year, Mr Ozawa is thought to have — 
squeezed individual companies for an addi- _ 
tional ¥15 billion to fight the election. The - 
motor and consumer electronics companies, 
both of which benefited from a lowering of © 
luxury-goods taxes last year, coughed up - 
handsomely. So did the construction firms — 
and the banks. Big commercial banks, des- — 
perate for a change in the law so they can — 
start offering other financial services, have 
been especially co-operative. They rustled — 
up a ¥15 billion line of credit for the ruling - 
party on extremely favourable terms late last 
year and—although it has yet to be drawn | 


on—even promised "donations" to pay the — 


debt back. 

All of the central office's activities are - 
more or less in the open—but they account — 
for only ¥30 billion of the ¥210 billion the — 
Liberal Democrats are expected to s 
There is no telling where the rest comes 
from, through what channels it passes or — 
even who spends it. Perhaps a third is raised 
by individual candidates. The rest comes - 


from the party factions. They plead pov- 
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erty—the Takeshita faction, the largest and 


rickest, says it has only ¥2 billion in the 
bank—but together they will probably com- 
mand ¥120 billion for the campaign. 

The sums available to the opposition 
parties are derisory by comparison. The So- 
cialists are planning to spend one-hun- 
dredth of the amount being splashed out by 
the Liberal Democrats: ¥2 billion, half for 
candidates and half for printing posters and 
pamphlets and sending its leaders out on the 
stump. The Democratic Socialists will be 
spending ¥1 billion, Komeito (Clean Gov- 





It's a sale 


FROM OUR TOKYO CORRESPONDENT 












HEN you are spend- 
ing more than you are 
making, as the Americans 
could tell you, sooner or 
later you start selling assets to 
foreigners. The economy of 
| Burma (or Myanmar, as its 
military rulers now call it) has 
been run into the ground for so 
long that the country is practi- 
cally making its living from 
selling its heritage. Rights to 
cut Burmese teak forests have 
gone to Thailand, to trawl for 
fish in Burmese waters to Scuth 
Korea. Burma has added a new 
twist: selling foreigners what 
used to belong to them in 
the first place. 
Until a few weeks ago 
Burma's embassy-cum-resi- 
dence in Tokyo occupied a vast plot 
of land in the posh Hamamatsucho 
district. Sooner or later the foreign 
ministry in Rangoon (its new name is 
| 
































Yangon) was bound to notice that al- 
lowing 13 mostly idle diplomats to en- 
joy the splendour of four acres of 
prime Tokyo land was an extrava- 
gance that even a place as badly gov- 
erned as Burma could no longer af- 
ford. In December it contracted to 
sell about two acres of its holdings to 
a Japanese property developer. On 
January 5th it got the pay-off: a 
cheque for Y34 billion ($239m). That 
is more than all of Burma's exports 
have been earning in any recent year. 
| Foreign governments, infuriated 
by Burma's recent ruling that Miss 
Aung San Suu Kyi, the main opposi- 



















tion leader, is barred from standing in 
the election due in May, had hoped 
that Japan might stop the sale. Sadly, 
it could not oblige. Or perhaps not so 
sadly: Japan is Burma's biggest aid do- 
nor and lender, and would like some 
repayments for a change. 
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ernment party) a tiny Y400m, raised from 
sales of various publications. The Commu- 
nists are likewise relying on their publishing 
business to provide them with the Y900m 
they plan to spend. 

This, however, tells only a small part of 
the opposition story. For one thing, the Lib- 
eral Democrats have been known in the past 
to funnel some of their own money to the 
opposition, so that an appearance of a fair 
contest can be kept up. That is unlikely in 
this election, which could be a close-run 
thing for the ruling party, but it cannot be 
ruled out. Far more important, the opposi- 
tion parties get free or very cheap campaign 
labour. The trade unions have plenty of 
good organisers, as well as offices and tele- 
phones, and are generally well dug in at the 
grassroots. For its size, the Communist 
party has probably the slickest party ma- 
chine in Japan—uncorrupt, ruthlessly effi- 
cient and wholly unpaid. 

The Liberal Democrats have to pay mar- 
ket rates for practically all the help they get. 
That the opposition parties do not is worth 
billions. Indeed, employees at the Liberal 
Democratic party's headquarters (paid at 
roughly trading company rates) reckon that, 
if the opposition parties were paying market 
rates for their free help, they would between 
them be spending even more than the Lib- 

ral Democrats. 





Kashmir 
Fighting words 


FROM OUR CORRESPONDENTS IN DELHI AND ISLAMABAD 


NaS India nor Pakistan intends go- 
ing to war over Kashmir, despite high 
tempers on both sides. But both countries 
have weak governments. Pakistan's prime 
minister, Miss Benazir Bhutto, is under con- 
stant attack for tolerating corruption and 
for mismanagement. Mr V.P. Singh's gov- 
ernment has only recently come to power in 
India and cannot even count on a majority 
in parliament; his biggest coalition partner, 
the Hindu nationalist BJP, would cry treason 
at any "surrender" to the Muslims. So nei- 
ther government can afford to sound any- 
thing less than stern. Both have been mak- 
ing the sort of patriotic noises that 
sometimes precede war—especially unin- 
tended war. On January 3lst a nervous 
Bombay stockmarket fell sharply. 

Still, Pakistan's highly experienced for- 
eign minister, Mr Yaqub Khan, told The 
Economist, "| don't believe either side 
wants to go to war." He met his Indian 
counterpart in Delhi on January 23rd. The 
two men apparently agreed to avoid stirring 
things up over Kashmir. But on Pakistani 
television on January 30th Mr Yaqub Khan 
gave the patriotic drum a few thumps. He 
condemned India’s tough approach to 








putting down the uprising in Kashmir and 
said that Pakistan would never compromise 
on Kashmiris’ right to self-determination. 

India is most unlikely to agree to a ref- 
erendum. It knows that the Muslim majority 
in Kashmir might well vote to leave India 
and either become independent or join Pa- 
kistan. A referendum would create its own 
complexities. The state of Jammu and Kash- 
mir is only 6096 Muslim, concentrated 
the Kashmir valley; most of the rest are Hin- 
dus, with 130,000 Buddhists in Ladakh. Pa- 
kistan may not really be all that happy with 
the idea of a referendum, either, at least not 
on the terms implied by the United Nations 
resolutions which followed the de facto par- 
titioning of the old princely state in 1948: 
the Pakistani-held third of Kashmir, too, 
would be entitled to vote. 

Such arguments aside, India is simply 
not going to let go of Kashmir. India has 
sent envoys to Moscow and Washington to 
seek their support, but the superpowers are 
being careful not to be drawn into this 
messy affair. In a bit of drum-beating of its 
own, India this week accused Pakistan of 
helping Muslim militants in the state. Paki- 
stan denied this, probably truthfully. Under 
the late President Zia, Kashmiri militants re- 
ceived training in Pakistan, but this is be- 
lieved to have stopped. 

The present revolt in Kashmir seems ~- 
be more the fault of India. In private, N 
Singh's advisers say the government is pay- 
ing for the neglect of the past. The price is 
high. More than 100 people have been 
killed since Delhi imposed direct rule on the 
state two weeks ago, almost all of them shot 
by Indian soldiers trying to keep order. An 
Indian official in Srinagar, Kashmir's sum- 
mer capital, said on January 30th that India 
had only just managed to thwart plans by 
Muslims to declare independence, but he 
declined to go into detail. 

At mid-week the curfew in Srinagar was 
partly lifted, and tempers there seemed to be 
cooling. If Mr Singh feels he can count on a 
period of peace he may announce an elec- 
tion for the state parliament. The ever-op- 
timistic prime minister believes democracy 
will win people over. But after the slaughter 
on Srinagar's streets, any remaining trust 
that Kashmir's Muslims had in the Indian 
government may be beyond recovery. : 
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South Korea and America 
Don't worry, 
for now 


. 
FROM OUR EAST ASIA CORRESPONDENT SEOUL 


HE generals who ran South Korea until 

two years ago went along with the popu- 
lar view that the American soldiers sta- 
tioned there were an alien force. Yet when 
President Jimmy Carter considered a partial 
withdrawal in 1977 the generals were ap- 
palled. What about the bellicose North Ko- 
reans and their unpredictable leader, Kim Il 
Sung, just waiting for a second chance to re- 
unify the peninsula by force? 

Times have changed. The government 
of President Roh Tae Woo—a former gen- 
eral himself—is contemplating without too 
much alarm the cuts in Korea's American 

rison announced this week. America 
~aims to save a few dollars in its 1991 budget 
by pulling out of three air bases in Korea 
and reducing its 45,000-strong force there 
by 2,000. South Korea privately argued 
against the cuts. But the Korean govern- 
ment was then told that the cuts could be 
avoided only if it chipped in some more 
money (it pays America a modest $300m a 
year now, not counting the rental value of 
the land the bases sit on). It quickly accepted 
the decision. 

Most of the 2,000 to be pulled out are in 
the back rooms of America's army. The 
economies will produce a welcome rise in 
the "tooth-to-tail ratio"—the number of 
front-line soldiers for each member of the 
support staff. They should probably have 
been made years ago. Several reconnais- 
sance aircraft to be taken out of service were 
due for retirement anyway, and the Korean 
air force will continue to use the three bases 
Cm which America will withdraw. The 

mericans can quickly return should war 
break out. 

South Korea awaits word of more cuts 
when the American defence secretary, Mr 
Dick Cheney, visits Seoul on February 14th 
on an Asian tour that will also include Ja- 
pan. American diplomats say that the Penta- 
gon still has to put the finishing touches to 
its plans. Koreans say Mr Cheney may want 
to slice a further 4,000 or 5,000 men from 
the Korean garrison. 

Even this prospect has left the South 
Korean government unruffled. It assumes 
that America’s basic force in Korea—its 
Second Infantry Division stationed near the 
Demilitarised Zone, together with its 7th 
Air Force fighter squadrons—will be un- 
touched. South Korea understands that 
America needs to cut its budget deficit. Be- 
sides, the South has become a little more re- 
laxed about the threat from the North. Its 
‘officials never say so in public; they claim 
that South Korea will not catch up with 
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Looks like another quiet day 


North Korea's military spending until the 
early years of the next century. But South 
Korea's economy is already four times as big 
as the North's, and it is growing much 
faster. South Korea spends only 496 of its 
GNP on defence, while the North's efforts to 
keep ahead in the arms race puts an increas- 
ingly heavy burden on it. 

Even though America's present tinker- 
ing is not too distressing for South Korea, it 
does raise a question: is this the first step to 
an eventual large reduction in America’s 
military presence in Asia? The Korean cuts, 








together with the closure of a small installa- 
tion in the Philippines, could be that sort of 
signal. America certainly wants to retain its 
influence in Asia, but it is convinced that 
the Asian countries that rely on its protec- 
tion could pay more for their defence. 

Japan is the obvious example. It could 
clearly afford to ease America's burden in 
the region. But any substantial growth of 
military power by Japan would alarm the 
whole of Asia and the Pacific. Mr Cheney 
ought to have some interesting discussions 
on his visit to Asia. 





Australia 


A Hawke against a Peacock 


FROM OUR SPECIAL CORRESPONDENT IN CANBERRA 


HAT odds on Bob Hawke and his 

Australian Labor party winning a 
fourth election in seven years? Interest rates 
are at crippling levels, living standards are 
falling. The foreign debt of more than $76 
billion—for a mere 17m people—would em- 
barrass even Argentina. "God's own coun- 
try" is in the kind of mess that makes people 
vote for new leaders. Yet when Australians 
get their chance— possibly in early April, 
certainly by May 12th—they may still fly 
with Mr Hawke. 

Such contrariness has one obvious ex- 
planation: Mr Andrew Peacock, the hand- 
some and well-spoken leader of the opposi- 
tion coalition of the Liberal and National 
parties. Mr Peacock would look fine to 
America's television-reared voters. But to 
Australians, proudly working-class, he 
seems the fop: “all feathers, no meat”, as a 
caption once put it. By contrast, Mr 
Hawke— "Bob" to friend and foe—has the 
impeccable credentials of a former hard- 


drinking trade union boss. 

But to stay in power Labor has to do 
more than harp on Mr Peacock's alleged 
lack of gravitas. It must convince the voters 
that economic pain is good for them, and 
that the present cabinet is best placed to ad- 
minister it. The opposition seems to be do- 
ing all it can to help Labor put the message 
across. 

The performance last week of Mr Peter 
Shack, the opposition spokesman on 
health, is an example. He was supposed to 
unveil a health plan that would at the same 
time maintain the level of public benefits, 
encourage the use of more private insurance 
and not put up charges for health care. In 
the end he had to confess he could not keep 
all three balls in the air. No wonder Labor 
uses the derisive slogan thought up by the 
treasurer (finance minister), Mr Paul 
Keating, “A vote for Andrew Peacock is a 
vote for Andrew Peacock”. 

That is a variation of the Liberal slogan, 
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Can Hawke be winged ... 


“A vote for Bob Hawke is a vote for Paul 
Keating". After seven years in office, Mr 

wke's gloss is wearing thin; for Mr 
Keating, an arrogant man with an incisive 
intellect, there was little gloss to begin with. 
As the father of Australia's current austerity 
plan—and Mr Hawke's presumed political 
heir—Mr Keating is an electoral liability. 
That is why Mr Hawke has been saying that 
if Labor wins again he will remain leader for 
a full three-year term. 

Sharp-edged Mr Keating may be, but he 
was brave enough to warn Australians four 
years ago that their country was turning into 
a banana republic. He was also brave 

«enough to do something about it, by adding 
discal and monetary straps to the constraint 
of the wages "accord" between the Hawke 
government and the unions. Under this 

_ agreement, reached by the first Hawke gov- 

- ernment in 1983, the Australian Council of 

_ Trade Unions has delivered wage restraint 

in return for jobs and some modest tax cuts 
and pension benefits. 

For intelligent union leaders like the 
council's secretary, Mr Bill Kelty, the accord 
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has justified itself. Despite the government's 
clamp on demand, more than 300,000 new 
jobs were filled in the year to last November, 
and unemployment—at 696 in December— 
is now at its lowest point since October 
1981. Against a background in which union 
membership among the workforce fell from 
5196 in late 1976 to 4296 in 1988, Mr Kelty 
can argue that his council has done well by 
the working man. 

Such musings are not at the forefront of 
most Australian minds. The accord may 
have helped Mr Keating turn the A$8 bil- 
lion federal deficit it inherited in 1984 ($6 
billion at today's exchange rate) into a sur- 
plus in the financial year ending this June of 
more than A$9 billion. But the traditional 
Labor voter is more concerned that his real 
wages have fallen for the past four vears, 
while family incomes have not improved for 
15 years. What good is Labor to labour 
when it takes on right-wing colours, from 
monetary tightness to deregulation and 
privatisation? 

In a different way the question worries 
business too. The trams of Melbourne have 
been stationary for more than a month, be- 
cause of a manning dispute involving the 
crews’ left-wing union. If Mr Hawke loses 
the election, the unions will be hard pressed 
to resist demands for a return to the con- 
frontations of the past. Indeed, Mr Kelty’s 
trade union council is threatening precisely 
that. Under the accord, employers face no 
extra claims from the unions once 
centralised pay agreements are reached. If 
Mr Peacock wins and scraps the accord, the 
council says it will relish the decentralised 
pay-bargaining employers claim they want. 
What hope then for Australia’s economy af- 
ter the excesses of the 1980s? 

The answer, at least superficially, is not 
much, Strong commodity prices in 1987, 
the bicentenary celebrations in 1988, the li- 
quidity pumped into the economy by the 
Reserve Bank after the October 1987 stock- 
market crash, the cyclical rise in housing de- 
mand, 140,000 immigrants in 1988: all these 
have conspired to defeat Mr Keating's good 
intentions. 
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While the federal budget has swung 
from deficit to surplus, the private sector has 
been on a binge. The current-account deficit 
is stuck at an agonising 596 or more of GDP, 
double the level that foreign creditors would 
like. From corporate profligates like Mr 
Alan Bond (once back-slapped by Mr 
Hawke as a “mate”) to ordinary folk, who 
save no more than 796 of their incomes, 
Australia has been living beyond its means. 
If Mr Keating's austerity at last bites, how- 
ever, the current account could improve 
quickly: each 196 fall in domestic demand 
usually means a 396 fall in imports. 

In any event, the country's underlying 
balance sheet is strong enough to keep Aus- 
tralians in the indolent comfort they are 
used to. Only statisticians notice that Aus- 
tralia's ranking in the world, measured by 
GDP per person, has slipped from number 
one at the start of the century to number ?^ 
in 1987—just ahead of the Bahamas, Ne 
Zealand and (supposedly) East Germany. 

Politicians tend to be shorter-sighted. 
Labor will not be the first vote of the major- 
ity. Both parties, therefore, must court the 
"preference" votes of the electorate, in 
which a voter's second choice is counted if 
his first choice does not win outright. Labor 
has a majority of only 22 in the 148-seat 
lower house. 

Last week Mr Keating manoeuvred a 
0.5% cut in interest rates. That should even- 
tually lower mortgage rates—the main 
whinge of a home-owning democracy. This 
week Mr Hawke promised federal money to 
help Melbourne in its bid to play host to the 
1996 Olympics. In a sport-o country, 
such gestures count—which is why Mr 
Hawke selected a particularly attractive 
Prime Minister's Xl to play the visiting Paki- 
stan cricketers. The electoral wicket is 
clearly taking spin. 
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AMERICAN SURVEY 


Budgets are ridden, not driven 


WASHINGTON, DC 


E THE Reagan years Congress would rit- 
ually declare a budget “dead on arrival" 
and then spend acrimonious months con- 
structing something that could, with the 
help of some outrageous gimmicks, be held 
within the demanded deficit target. Last 
year started differently. The first Bush bud- 

t was treated seriously and a deal with 

ongress was struck in April, though it later 
unravelled. When the 1991 budget was pre- 
sented on January 29th congressional Dem- 
ocrats fell back into their bad old ways. So 
the prospect ahead is a year of bitter wran- 
gles and the wielding in October of the 
Gramm-Rudman automatic chopper. This 
relapse is hardly calculated to restore public 
faith in budget-making. 

It is sad for other reasons too. One is 
that budget targets should not be the only 
issue any longer. Despite Washington's 
failings, eight years of economic growth 
(plus rising social-security surpluses) have 
shrunk the annual deficit to the almost- 
manageable level of 2% of GNP, though that 
is still higher than in most other rich coun- 
tries. So it would be a good time to assess 
priorities within the federal budget—which 
at $1.2 trillion is roughly the size of the West 
German economy. Issues such as the bal- 
ance between capital and current spending, 

yw best to prepare for looming budget li- 
Jilities and what should be delegated to 
state and local government have been ig- 
nored for too long. Nor have annual budget 
rows been conducive to long-overdue im- 
provements in the craft of federal financial 
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management. 

[t is not all Congress's fault. The presi- 
dent's budget director, Mr Richard 
Darman, proved a slippery negotiator last 
year, and Congress is not minded to trust 
him again. Above all, President Bush's con- 
tinued refusal to contemplate tax increases 
gives most budget discussion an unreal qual- 
ity. Mr Darman's much-improved presenta- 
tion of the budget includes an essay, larded 
with his favoured images of cookie monsters 
and Pacmen, that makes a compelling diag- 
nosis of America's fiscal problems. But it is 
longer on diagnosis than cure. 

The administration is forecasting GNP 
growth of 2.696 this year and 3.396 next. 
These numbers are right at the top of the 
range of outside forecasts. Even more im- 
plausibly, they are combined with slowing 
inflation and a decline in short-term Trea- 
sury-bill interest rates to 5.4%. Without pol- 
icy changes, they pu: the 1991 budget deficit 
at $100 billion, compared with the Congres- 
sional Budget Office's $138 billion. 

Critics say the administration has opted 
as usual for a rosy scenario, though this will 
not stop Congress from going along with it. 
Mr Michael Boskin, chairman of the Coun- 
cil of Economic Advisers, responds correctly 
that his forecast last year was unusually accu- 
rate. And he stresses that the latest forecast 
assumes that Congress implements the bud- 
get as proposed—which it will not. 

Yet the economy could already be in re- 
cession. Growth in the fourth quarter of 
1989 was at an annual rate of just 0.596. But 
the December index of leading indicators 
suggested the economy would bounce back. 
Mr Alan Greenspan, chairman of the Fed- 
eral Reserve, said on January 30th that he 
thought the chances of a recession were 
lower than a year ago (he put the odds at one 
in five). But he may just have wanted to sig- 
nal to sceptical markets that have recently 
pushed long-term interest rates up, not 
down, that he remains determined to reduce 
inflation from the stubborn 596 level. And 
he is not ready to be bullied by a restive 
White House worried about possible reces- 
sion into pushing short-term rates down any 
further. 

The doubtful economic outlook in- 
creases the importance of the part of the 
budget that deals with investment and sav- 


Darman ponders the cookie monster 


ing. Here again diagnosis of inadequate in- 
vestment and a shortfall in saving is surer 
than cure. The administration wants to 
boost research and development, including 
its own science and space spending. It has 
revived its capital-gains tax cut, this time 
suggesting a rate that falls with the length of 
time assets are held. And it unveiled its long- 
leaked proposal for a family saving account 
into which families with annual incomes be- 


low $120,000 could invest $5,000 a year— 9 


and all interest and dividends would be ex* 
empt from tax. In terms of tax revenue, the 
cost in future years could be high. Congress 
will probably accept a capital-gains tax cut 
plus some form of saving incentive. But Sen- 
ator Daniel Patrick Moynihan's proposal to 
cut the social-security payroll tax has com- 
plicated the political forecast. 

Mr Darman's response to Mr Moyni- 
han is to create, from 1993, a “Social Secu- 
rity Integrity and Debt Reduction Fund" 
(the old trust fund having been discredited 
by the government's having spent it all). Be- 
hind this flannel, he means running a b 
get surplus from 1993 so that social-security 
surpluses are no longer immediately spent. 
The idea of America running a budget sur- 
plus is politically implausible on any count, 
given the appetite for new spending. 

Long-term problems loom. Mandatory 
transfer payments for health-care and pen- 
sions now account for nearly half the budget 
(throw in interest, and the proportion rises 
to nearly two-thirds). Huge hidden liabilities 
from government credit and insurance pro- 
grammes amount to some $6 trillion, twice 
the national debt. But the solutions pro- 
posed in this budget amount to little more 
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qualifying conditions for government credit 
and the abolition of crop insurance. 
Bs details of Mr Bush's budget matter 
little, because Congress will mostly ignore 
them. Spending cuts of $24 billion include 
BE already rejected by Cóngréss — Medi 
care savings of $5 billion, a freeze on federal 
employees' pensions worth $3 billion, elimi- 
nation of Amtrak and mass-transit subsidies 
worth over $1 billion. On the revenue side, 
an extra $14 billion is squeezed in without 
breaching the ban on new taxes, mostly 

rom renewal of existing taxes like those on 
telephone calls and airline tickets. 
There is the usual smattering of gim- 
_micks to which Congress will doubtless add: 
speeding up payroll taxes, assumed higher 
collection of unpaid tax by the Internal Rev- 
‘enue Service, altering the Pentagon's ac- 
‘counting for procurement. Nothing is said 
about badly needed working capital for the 
_ thrift-industry bail-out. Among new spend- 
ing initiatives, there are gestures but little 
else towards education, the environment 
and housing. The only case where adminis- 
tration and Congress are still vying to see 
which can throw most money around with 
fewest results is the drug war—the latest 
bids for 1991 are $10 billion and $15 billion 
respectively. 
| use Congress wants big defence 
€uts, the Gramm-Rudman chopper (which 
would lop no more than $14 billion off Mr 
Cheney's budget) is no longer the White 
House's prime concern. The government 
. proved last year that it could muddle on for 
four months with automatic cuts. How 
_ much better if the administration could plan 
“now for the cuts in 1991 that the chopper 
vill deliver otherwise, and then turn its at- 
tention to the longer term. 
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WASHINGTON, DC 


i WAS poetic justice. Last November Mr 
A Dick Cheney, the defence secretary, 
mused about "cutting" the defence budget 
- by $180 billion over five years, when what 
he meant was cutting the amount by which 
the budget would grow. Wall Street marked 
down defence shares, the phrase “peace div- 
idend” was helped into the language, and all 
and sundry started to think how it might be 
spent. When this week Mr Cheney pro- 
posed a 2.6% real cut from what had been 
- spent last year—yes, an actual reduction— 
his reward was to be called “timid”. 
- n real terms the defence budget is al- 
1396 below its 1985 peak. Mr Che- 
ney's five-year plan will keep it on the same 
downward path. He asks for $295 billion of 
z authority for the Department of De- 
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than tinkering some health cuts, tighter 
































The army, dropping 


fence. Actual spending during the year 
would total $292 billion. To reach that fig- 
ure he has had to ask for some fairly big sac- 
rifices from the three services. The army 
would eliminate two divisions; the navy 
would retire two battleships; the marines 
would lose their v-22 helicopter-aeroplane 
programme (which Mr Cheney wanted to 
kill last year, too); the air force would moth- 
ball 14 conventional B-52 bombers. Procure- 
ment would fall from $82.6 billion in 1990 


The freedom to beg 


NEW YORK 


RIME stories usually have a villain 

and a victim. But for many New 
Yorkers a recent killing at the Columbus 
Circle subway station in Manhattan in- 
volved only victims. They sympathise 
both with the frightened killer, Mr Rod- 
ney Sumter, and with the homeless, de- 
ranged man Mr Sumter savagely battered 
to death after he was punched and spat 
at on a subway platform. Mr Sumter, 
who had been on his way home with his 
small son, has been charged with first-de- 
gree manslaughter, but released without 
bail. In New York, where some people 
are driven to the ends of their tethers by 
abuse, Mr Sumter's crime did not strike 
people as so much of an overreaction as 
it might have seemed elsewhere. 

On the one hand, subway passengers 
are often irritated by the beggars who 
rattle cups for "spare change" to help 
them cope with Job-like sufferings. On 
the other hand, they feel sorry for the 
panhandlers. So the city's tranport au- 
thority has got scant public support for 
the campaign it launched last October to 
purge the subways of troublesome home- 
less people. Its own police are reluctant 
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to $77.9 billion in 1991. 

These are not timid plans. What at- 
tracted congressional criticism was that he 
made an exception for all methods of deliv- 
ering nuclear weapons. His budget calls for 
an 18th Trident submarine, special trains 
for the MX missile (and also continued devel- 
opment of the Midgetman "small" inter- 
continental ballistic missile), a wishful 
$900m more for the Strategic Defence Ini- 
tiative, and—at a cost of more than $5 bil- 





to issue summonses against beggars. 

On January 26th Judge Leonard Sand 
created further complications for the 
transport authority when he ruled that it 
could regulate begging but could not pro- 
hibit it. He endorsed the approach of 
lawyers for two homeless men who ar- 
gued that begging was covered by the 
first amendment’s right of free speech 

use it amounted to nothing more 
than one person asking a question of an- 
other. The judge wrote: 


The simple request for money by a beggar 
or a panhandler cannot but remind the 
passer-by that people in the city live in pov- 
erty and often lack the essentials for sur- 
vival. Even the beggar sitting in Grand Cen- 
tral station with a tin cup at his feet conveys 
the message that he and others like him are 
in need. While often disturbing and some- 
times alarmingly graphic, begging is unmis- 
takably informative and persuasive speech. 
Like many New Yorkers, Mr Joe Walley, 
one of the class-action plaintiffs in this 
case, is in two minds about beggars. In an 
interview after the ruling, he said that 


some of his fellow tramps did not seem to 
care how badly they dressed or stank. 
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lion—another five B2 Stealth bombers. 
There is even provision for an extra $100m 
to develop a warhead for a replacement for 
the Lance short-range nuclear missile, which 
would be based jn West Germany—if the 
West Germans agree to accept it, which now 
looks improbable. 

Mr Cheney’s response to critics is to 
claim that his proposal is prudent. He has 
half a point. Although arms-control negotia- 
tions on strategic weapons may look promis- 
ing, no treaty is in the bag. Better to cut after 
a treaty has been signed than before. Mr 
Cheney has hinted that he may come back 
later in the year with fresh proposals if the 
talks go well. There is little danger of Con- 
gress having passed his bill by then. 

Democrats in Congress have already got 
their pencils sharpened to scrub out some of 
the items on this shopping list; the Stealth 
bomber is even less likely to win support on 
~apitol Hill than last year. Still, Mr Cheney, 
. or years a senior Republican congressman, 
knows one way to divert the flak from his 
pet procurement schemes. The Pentagon, 
he has said, is considering a plan that would 
close 35 domestic military bases and reduce 
or “realign” forces at more than 20 others. 

If this was designed to show up Con- 
gress in a less than glowing light, it did the 
trick. Within hours of his statement, con- 
gressmen were conducting a war of press re- 
lease designed to show why the base in their 
own districts should be sacrosanct. So Mr 
Les Aspin, the chairman of the House of 
Representatives Armed Services Commit- 
tee, quickly proposed a bipartisan commis- 
—2 the kind that worked quite well in 
1988) to find an unbiased way of selecting 
bases for closure. 

Mr Aspin has other problems. Last year 
he supported Mr Cheney’s budget but was 
not able to deliver the backing of his own 
committee, and he enters this year’s negotia- 

ons feeling insecure. On his reckoning, 
uiere are three factors that will determine 
the size of the cuts—and there plainly will be 
some—that Congress will want to make in 
Mr Cheney’s plans. The first, and perhaps 
least controversial, is the progress in arms- 
control negotiations. The second is the 
Gramm-Rudman balanced-budget law. If 
Congress and the administration cannot 
agree on a budget, the Gramm-Rudman 
automatic cuts would lop $18 billion off the 
"baseline" 1991 Defence Department out- 
lays of $296 billion—a cut of $14 billion 
more than Mr Cheney now proposes. Mr 
Aspin therefore takes the view that there is 
no point in Congress trying to cut defence 
by more than $18 billion. 

The third factor is purely political, and 
boils down to the difficulty of finding a ma- 
jority for any defence bill on the floor of the 
House. Virtually all Republicans will vote 
against a bill with cuts deeper than those 
proposed by Mr Cheney; so will some south- 

ern Democrats, and they will be joined by a 
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bunch whose home district programmes are 
threatened. Mr Aspin reckons that there are 
75-80 “doves”, led by Mr Ron Dellums and 
Mrs Pat Schroeder, for whom any cuts are 
too shallow. All this makes it tricky to find a 
coalition that will hang together. 

Amid all the politicking, it is easy to lose 
sight of the questions that are meant to be 
on everyone’s mind: is there going to be a 
peace dividend at all, and if so, how big will 
it be? A recent report from the Congres- 
sional Budget Office offers some clues. It 
looked at the current NATO proposals in the 
talks on conventional forces in Europe 


(CFE), and assumed an eventual cut of 


30,000 American troops in Europe. When 
the treaty was fully in place—which might 
not be until after 1993—the savings to 
America might be around $3 billion a year, 
or less than 1% of the Pentagon budget. 

Not much divvy there. But the report 
went on to suggest that if a second treaty— 
or CFE-2—cut NATO forces to 50% of their 
current level, savings might be as much as 
$27 billion a year. President Bush's new plan 
to negotiate the removal of a further 50,000 
troops from Europe brings that prospect 
closer. But any savings would depend on 
demobilising as well as withdrawing troops. 
It would be imprudent to bank the money 
now. 





Industrial archaeology 
Monument to a 
blast furnace 


PITTSBURGH 


ONTEMPLATING the decline of an 

industry like steel, economists tend to 
talk airily of resource reallocation or tempo- 
rary adjustment costs. Around Pittsburgh, 
the process looks and sounds more painful. 
In the past ten years the region has lost 
130,000 manufacturing 
jobs. Over 80,000 people 
once worked in the steel 
mills scattered along the 
Monongahela river; fewer 
than 4,000 do so today. Mc- 
Keesport, in the Mon valley 
(as it is called), may be the 
only American town where 
a McDonald's had to close 
for lack of business. And 
the valley has to cope not 
just with redundant work- 
ers but with huge redun- 
dant steelworks. 

Pittsburgh ^ workers 
have coped surprisingly 
well. Regional unemploy- 
ment is now 5.496, close to 
the national average. Ser- 
vice jobs have taken up the 
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When they were very modern 
slack (manufacturing now accounts for 1596 
of local jobs compared with 3096 in 1975). 
Even in the Mon valley, unemp ds 
down to around 796, though the new jobs. 
are often low-paid. Mr Paul Lodico, of the 
Mon Valley Unemployed Committee, 
sardonically calls the job growth in the late 
1980s a “marvellous minimum-wage recov- 
ery’. His committee has to find words of ad- 
vice for the worker whose wage has shrunk 
from $16 an hour in a steel mill to $4 an 
hour in a grocery store. i 
But the problem of redundant steel- 
works is in some ways harder. Pi 1 
steel giant, US Steel (now usx), has shut 
down complete works at Homestead, Du- 
quesne and McKeesport. It has reduced its 
operations at the Thomson works in 
Braddock (where Andrew Carnegie first, 
started production), and at Clairton ind 
Irvin. But usx has discouraged anybody wh. 
wants to put parts of these plants to alterna- 
tive use. It killed a plan by local workers to 
keep open the valley's biggest blast furna ce, 
known as Dorothy Six, in Duquesne: the 
furnace was torn down in 1988. It has now 
sold off several old plants to Park Corpora- 
tion, an Ohio compan’ 
that dismantles factories for 
scrap and redevelops their 


sites. 


M. 
Durg : 


people ha 

started to worry about los- 
ing an important part of 
their heritage. Steel was 
what drew their forefathers 
from the Ukraine, Eastern 
Europe and ltaly to the 
Mon valley. The opening 
scenes of the film "The 
Deerhunter” can 
back memories. But these 
memories are no substitute 
for the preservation of ac- 
tual buildings. E 

So a new organisation „ 
called the Steel Heritage - 


Task Force is now at work, 


ring 


4 


^ — hy TF Pr ~j 


ita * à 


memes 


peg, 
>. " , 
`t 


k 
p 
|- 


AMERICAN SURVEY 


supported by a $500,000 grant this year 
from the federal budget. It is concentrating 
on the Homestead works, once the biggest 
in the valley. It was there in 1892 that Henry 
Frick sent in boatloads of Pinkerton detec- 
tives in a vain attempt to dislodge striking 
workers. In the battle that followed 12 peo- 
ple died, and the strike was later crushed by 
Pennsylvania's state militia. Homestead was 
chosen by the government in 1941 for a 
huge wartime expansion of steel produc- 
tion; this led to the bulldozing of entire 
streets of workers' houses. And Homestead 
steel was used in the Empire State building, 
the Golden Gate bridge and Chicago's 
Sears Tower. 

The preservationists have persuaded 
Park Corporation to grant them a two-year 
option to buy about 40 acres of the 380-acre 
site—provided they can raise the cash (usx 
itself has been unforthcoming). The chosen 
area includes the Pinkerton landing site, 
works on the Homestead side of the river 

- and the Carrie blast furnaces built in the last 
century on the Braddock side. A rail bridge 
connects the two. The group plans to create 
a steel museum on the lines of the textile 
museum at Lowell in Massachusetts; the 
hope is that the National Park Service will 
run Homestead as it runs Lowell. 

Future generations will surely be glad of 
the chance to see what a nineteenth-century 
steelworks looked like, even if they are un- 
likely to see the blast furnaces actually op- 
erating. Some may even appreciate the irony 
in still being able to see such old equipment. 
lt was us Steel’s failure to invest in new 
plant and machinery that contributed more 
than anything else to the downfall of the 
American steel industry. 





Employing immigrants 


No brown skins 


SAN FRANCISCO 


O N Americans were against the 
1986 Immigration Reform Act; they 
feared it would give employers an excuse not 
to hire people who looked or sounded His- 
panic. They were right, it seems. The Cali- 
fornia Fair Employment and Housing Com- 
mission reports that the law, which is 
supposed to deter illegal immigration, has 
created “a widespread pattern and practice 
of discrimination" against legal immigrants. 

The law fines or imprisons those em- 
ployers who are caught hiring illegal immi- 
grants. Nervous employers are playing safe 
by brushing aside official work permits and 
declining to hire people with brown skins 
and Latin names and accents. The law, 
which was supposed to protect people 


. against this happening, created a special 


counsel to hear complaints and to act on 
them. But there is just one special-counsel 
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And unemployment 


office, and that is in Washington, pc. Few 
immigrants even learn of its existence, let 
alone approach it with complaints. 

In addition, reports the Californian 
commission (an independent agency estab- 
lished 30 years ago to protect civil rights in 
jobs and housing), the Immigration and 
Nationalisation Service (INS) issues such a 
variety of different immigrant classifications 
that employers cannot be familiar with what 
is official and what is not. The confusion is 
compounded by the amnesty that the law 
gave to illegal immigrants who could prove 
that they had lived in the United States 
since 1981, plus the special rules for agricul- 
tural workers. The sorting-out of all this 
leaves the immigration service snowed un- 
der with forms and letters of work-approval. 

Although the iNS claims to have spent 
$2m on educational material explaining the 
law, the explanation, the commission says 
sternly, is "inadequate . . . incomplete and 
confusing". As remedy, the commission 
proposes a temporary moratorium on em- 
ployer sanctions until the backlog of appeals 
for work authorisation is cleared, the educa- 
tional material is rewritten and special coun- 
sel offices are opened around the country. 

The Californian report is important 
since about half the immigrants who come 
to the United States seeking work authorisa- 
tion come to California. But it is only one in 
a series of reports on the effect of the 1986 
law. A New York task force is due to report 
to Governor Mario Cuomo soon. And in a 
month or two, the General Accounting Of- 
fice (GAO), which was officially charged to 
monitor the consequences of the immigra- 
tion controls, will be issuing its findings. 
Last year the GAO reported that about 16% 
of some 3.3m employers who were aware of 
the new rules did discriminate against for- 
eign-looking applicants. The report called 
for a more co-ordinated effort to educate the 
public but, unlike the California commis- 
sion, it did not declare that a “pattern” of 





discrimination had resulted from the act. 

If the GAO now finds such a pattern, it 
would trigger changes in ghe law. Congress 
would have 30 days to conside; lifting sanc- 
tions against employers. But df the GAo-re- 
ports that it has found np Serious discrimi- 
nation, the provisions in the law that are 
supposed to protect workers against bias 
would be removed. In any event, the GAO 
report will set off a fiery debate in Congress. 

Part of the debate is whether the law’s 
strictness has in fact cut down illegal immi- 
gration. Statistics from the INS suggest that it 
has. In 1986 1.6m people were caught trying 
to enter from Mexico; in 1989, with more 
border guards, the total had shrunk to 
850,000 people. Either they are getting 
cleverer at evading the guards, or the law, 
despite its unfair side-effects, is working. 





Global warming 


The White House 
effect 


WASHINGTON, DC 


MAADE climate change, and the 
right response to it, bemuses the 
Bush administration. In the White House 
are plenty of sceptics who think the fuss has 
been partly got up by scientists who find the 
greenhouse effect a lucrative source of re- 
search grants. But a growing number of se- 
nior people are grudgingly prepared to ad- 
mit that global warming is possible, and to 
talk seriously about steps to deal with it. 

America currently produces about a 
quarter of all man-made carbon dioxide— 
the main gas thought likely to cause global 
warming—and uses more energy, relative to 
its economic size, than any western country 
bar Canada. So any world policy to tack 
global warming will need to cut America s 
consumption of coal and petrol. 

Next week sees the latest move in the 
attempt to devise a such a policy. The Inter- 
governmental Panel on Climate Change 
(IPCC) meets in Washington. Its job is to 
draw up three reports—on the scientific evi- 
dence for global warming, the economic and 
social consequences, and the policy op- 
tions—to set before a world conference in 
November. That is the first step along the 
road to a world climate convention, which is 
supposed to be ready by 1992. 

In the White House the president's sci- 
ence adviser, Mr Allan Bromley, who chairs 
the domestic policy working group on cli- 
mate change, has been careful to keep his 
scepticism muted. But he is influenced by 
Mr John Sununu, the president’s chief of 
staff, who senses political peril in the issue. 

Mr William Reilly, head of the Environ- 
mental Protection Agency (EPA), feels the 
evidence on global warming is good enough 
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to justify steps as long as 
other arguments also justify 
them. Thus, the clean-air 
legislation now béfore Con- 
gress will nét only ,reduce 
the gmount Sfestilphur di- 
oxide and nitrous oxide in 
the air; it will -also cut 
America’s output of carbon 
dioxide by as much as 
would taking one-fifth of 
the American car fleet off 
the road. The president 
himself is torn between his 
desire not to come a politi- 
cal cropper, and his desire 
to leave a greener world to 
his adored grandchildren. 

Next week's meeting 
will test the administra- 
tion's resolve. The first of 
the three IPCC reports is 

early complete. Chaired by Dr John 
rioughton, head of Britain's Meteorological 
Office, the working party on science has 
agreed that global warming is probable, al- 
though it has rejected some of the more hys- 
terical forecasts of the likely rise in tempera- 
ture and sea level. The second working 
party, under Russian chairmanship, has 
found its task harder, partly because the So- 
viet Union has clung to the view that some 
countries (like Russia, Canada and even the 
United States) might benefit from higher 
temperatures. The rapid speed of warming 
projected by the first working party (too fast 
for natural vegetation and crops to adjust or 
move) is helping to dispel that idea. 

The third working party, on policy op- 
tions, has been chaired by Mr Fred 
Bernthal, an assistant secretary of state. He 
is moving to the National Science Founda- 
tion, but will go on chairing his group. 

Both in the White House and in some 
'-»y departments there is a new willingness 

ı consider eventually some kind of tax or 
fee on fossil fuels. That might not break the 
president's promise to impose no new taxes 
if it were a "closed loop "—with revenue off- 
set by tax reliefs to promote greater energy 
efficiency. Nonetheless, such a fee is more 
likely to be on the agenda for Mr Bush's sec- 
ond term than his first. | 

Meanwhile, some measures to promote 
energy efficiency are likely in the national 
strategy which the energy department is 
about to publish. The president has plans 
for planting trees to mop up carbon dioxide. 
And the Interior Department is scrapping a 
hidden energy subsidy by increasing to more 
realistic levels the ludicrously low rents it 
charges coal mines on public lands, from 
which some 6096 of American coal now 
comes. 

Next week's most interesting argument 
may be over marketable permits for green- 
house gases. Even those in the White House 
who are sceptical about global warming are 
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Too dry for some, too wet for others 


intrigued by the idea of issuing countries 
with permits allowing them to emit a certain 
quantity of such gases, and then allowing 
them to trade such permits. That might al- 
low, say, an American utility that wanted to 
build a new power station to pay Brazil to 
plant enough trees to lock up the resulting 
increase in carbon-dioxide emissions. Coun- 
tries could decide whether to meet their per- 
mit by regulating or taxing the output of 



























Head east 


HE gold rush is on, said Mr Mark 

Palmer, America's ambassador to 
Hungary, and he (now ex-ambassador) 
will be in the van: he is to run a consor- 
tium of American and Canadian inves- 
tors who want to put a little of their great 
wealth to work in Eastern Europe. Oth- 
ers have spoken of Buda- 
pest's Forum Hotel as the 
wild west, its lobby crowded 
with prospectors from 
America, Western Europe 
and Asia elbowing one an- 
other aside for the richest 
and most promising seams. 
The natives, greedy for cap- 
ital and technology, are said 
to be friendly. 

Mr Palmer’s consor- 
tium, the Central European Develop- 
ment Corporation, will concentrate on 
property, tourism and communications, 
particularly in Hungary and Czechoslo- 
vakia. It is chaired by Mr Ronald Lauder, 
an heir to the cosmetics firm, who failed 
in his attempt to privatise New York (last 
year he spent $13m of his own money 
trying to become mayor, his message be- 

| ing that private companies should take 
on many of the city services) but may do 










High-flyer flies off 


AMERICAN SURVEY 


Such a scheme would 
be a way to transfer cash 
and technology to the third 
world, whose participation 
will be essential but hard to 
win. It would be modelled 
loosely on the plan for 


air bill, allowing American 
utilities to buy and sell the 
right to emit polluting 
gases. Indeed, the clean-air 


tackling greenhouse gases. 


able to the administration 
then greenhouse legislation 
will seem less daunting. 
Setting targets or time- 
tables for stabilising emis- 
sions will be passionately resisted by Amer- 
ica. The model for the climate convention, 
the administration says, was the Montreal 
convention on CFCs: that had no dates .or 
targets. Those come later. Even Mr Reilly is 
indignant that European countries which 
advocate tough targets often plan to meet 
them by importing French nuclear electric- 
ity, an option not open to America. 
— ri — ——n—'— — 9€ — 






better farther east. Another member is | 
Mr Albert Reichmann, whose Jewish 
family fled Hungary at the beginning of 
the second world war and who now, with | 
his brothers, owns Olympia & York, 


probably the richest property company 
in the world. 

Mr Palmer, a high-flying career diplo- 
mat, has been an articulate voice pro- 
moting the changes in Eastern 
But the State Department, | 
it seems, did less to recog- 


Europe. 


nise his talents than he 
thought it should. And he 
bumped himself as he went 
through the revolving door 
to business. Mr Palmer | 
thought, and had been so | 
advised by a State Depart- 
ment lawyer, that despite 
the obvious conflict of in- 
terests he could go on being | 
ambassador until after Hungary’s elec- | 
tion in March. Mr James Baker, the sec- 
retary of state, hit the roof, and Mr | 
Palmer had to clear his desk, quickly. 

But Americans do not hold a grudge 
against a person who leaves public lifeto | 
make a bit of money. On the contrary. 
Mr Palmer, who is still only 48, has left to 
make money in a cause that warms demo- 
cratic cockles. Watch for his return, be- 
fore too long, to the public stage. 
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credit trading in the clean- 


legislation is seen as a do- 
mestic stalking horse for - 
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| The flickering beacon 


` president like a fog in a Dick- 


. either. It was 34 minutes long, 
. andinterrupted by applause 35 
. times—applause with which, at 
. one time or another, everyone 


. Sitting directly in front of the 
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p APRIL 19 1775, at Lexington, Massachusetts, the first 
shots of the American revolutionary war were fired. A col- 
umn of British troops had left Boston to secure an ammunition 
store when they met a party of minutemen. The British drew first 

lood—eight Americans were killed—but after more fighting at 


Concord, a few miles away, the redcoats were harried back to 


Boston. Everybody knows who won in the end. 

So good American consequences can follow foolhardy Brit- 
ish actions—which, in our worse moments, is something we 
might take as a watchword for this page, henceforth named after 
that skirmish long ago, and dedicated to American politics and 
current affairs. It makes sense, moreover, to start the new page 
with an occasion whose essentials many of those who fought at 
Lexington would recognise today. i 

The president, says article Il of the constitution, adopted just 
11 years after Lexington, “shall from time to time give to the 
Congress information of the state of the union”. On January 


|| 31st President George Bush did 
|| so. The speech was heard in 


that uniquely American atmo- 
sphere that hangs round the 


ens novel—part reverence, 
part sycophancy, but not quite 


present joined in. 
Well, not quite everyone. 


president, resolutely refusing to 
clap at the sound-bites, were 
Chief Justice Rehnquist and 
other members of the Supreme 
Court. Their presence, and 
their independence, would 
likewise have been familiar to 
veterans of Lexington, as they 
are to all Americans. To every- 
one else, however, they are a 
mystery. No other nation has 
ever dared to invent anything quite like America's Supreme 
Court—an unelected body, applying doctrine based not on po- 


litical whim, to reshape social and economic policy. 


Uniqueness can fade 


E i inthe Supreme Court's role, above all, that the exhilarating 
. muddle of American democracy is 


made flesh—that muddle 


.. Which stops a majority from doing whatever it wants, and which 


forces a chief executive to persuade others of the wisdom of his 


desires. But it is not just the Supreme Court that does this. Con- 


gress, too, has played its part; it is good to remember, in these 


. times, that Truman's containment of Russia after 1945 would 


not have been possible but for the support of congressional lead- 


| . ers such as Senator Arthur Vandenberg. 


For most of the years since 1945, and for most democrats 


. elsewhere, the American model of democracy has been a beacon. 


It has shone the more brightly because that democracy has 
seemed to go hand in hand with a prosperity of which others 
could only dream. That is changing. America acknowledges that 


the world has changed; this was the theme of President Bush's 
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speech. It knows that other countries are prosperis, that Mr' 


Lech Walesa and President Vaclav Havel may betome heroes of 
democracy as authentic as were Lincoln or Jefferson. But Amer- 
ica has perhaps not yet divined that in a world where democracy 
and prosperity are more evenly spread, it will not stand as tall as 
it once did. When other countries approach America's heights, 
they are better able to examine the quality of the fabric from 
which it is made. 

That, too often, is now not exhilarating but just a muddle, a 
state where checks and balances are an excuse for bickering and 
irresponsibility. There is, for example, something deeply unlov- 
able about today's Congress, riddled with corruption and with 
three sex scandals on the boil. When Mr Dick Cheney, the de- 
fence secretary, announced on January 29th the list of 35 bases 
he was thinking of closing, congressmen comically rushed to de- 
fend their own slice of pork. 

Yet it takes two to tango, and those who condemn the Con- 
gress out of hand should spread 
the blame more fairly. The 
pork would not have been 
there to defend had not the 
Reagan administration man- 
aged its defence build-up so 
that every region of the country 
had a stake in its survival. 
There are other ways in which 
the administration is cynical. It 
is cynical to claim you wish to 
be something you cannot be. 
President Bush made much of 
his education plans in the State 
of the Union speech; yet the 
federal government is responsi- 
ble for just 696 (and dropping) 
of the cash spent on education. 
Whoever is able to improve the 
quality of American education, 
it will not be President Bush— 
though he will no doubt accept 
any credit that may be going. 

Perhaps above all, the 
world's new democrats will ask 
if their once-admired America is avoiding the really difficult di- 
lemmas. They will wonder how someone who calls himself the 
"environment president" can seem so uninterested (though so is 
the Congress) in containing the urban sprawl that is disfiguring 
this most beautiful of continents. 

They will wonder about crime. In the first 30 days of January, 
46 people were murdered in Washington, DC (four were mur- 
dered in Belfast). Yet America's only contribution to penal re- 
form is to incarcerate and execute men and women in numbers 
that would shame any other democracy. Granted, on the day of 
the State of the Union address, Mr Dick Thornburgh, the attor- 
ney-general, did deprecate the unconscionably long time that 
people can stay on Death Row, though his solution, to dispatch 
them more quickly, owed more to a Chinese model of human 
rights than a Czech one. 

The message is simple. Of the world's new democrats, many 
really do think of America—as President Bush said—as “not just 
a nation but an idea alive in the minds of people everywhere”, 
But when criticism comes, America will demean itself if it acts 
defensively. That was what the British did in Massachusetts. 
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INTERNATIONAL 


The civil war inside the civil war 


F NATIONS had hearts, Lebanon’s 
would have broken long ago. Tank bat- 
tles, artillery duels and hand-to-hand fight- 
ing hammered through Beirut this week. At 
least 50 people were killed in a single day, on 
January 31st, and dozens of buildings were 
set on fire. This time Christians were slaugh- 
rering Christians, just as, in the far 
uth of the country, Muslims have 
iir the past few months been slaugh- 
tering Muslims. 

Lebanon's appetite for killing 
seems mad. It is not. Every round of 
the civil war since 1975 has had its 
complex sequence of causes, and be- 
hind each sequence there is often 
something quite simple: some man's 
love of power and his fear of losing it. 
This round was started by General 
Michel Aoun, Christian commander 
of the Lebanese army and uncrowned 
king of the small box around Beirut 
into which Christian Lebanon has 
contracted in the face of its Muslim 
enemies and their Syrian helpers. 

The Christian enclave is de- 
fended by two armies: the Lebanese 
army, loyal to General Aoun, and the 
Phalangist militia, known as the Leb- 
anese Forces, under Mr Samir 
“eagea. For a year these two men 

we stood shoulder to shoulder 
against Syrian attempts to break the 
independence of the enclave. But they are 
rivals, and the Syrian front has been quiet 
lately. So General Aoun appears to be doing 
the logical Lebanese thing. On the pretext 
of restoring "law and order” he is crushing 
his former ally in order to win unchallenged 
power inside the enclave. 

General Aoun's army has between 
15,000 and 20,000 well-trained men, proba- 
bly twice as many as the Lebanese Forces, 
and plenty of equipment. Early this week 
the general in effect ordered the Phalangist 
militia to disband. Henceforth, he said, 
"there are no military identity cards except 
the identity cards of the Lebanese army”. 
This was an order he could not have ex- 
pected Mr Geagea's proudly independent 
militiamen to accept. The Lebanese Forces 
are not just a mob of gunmen, but the armed 
wing of a political movement that runs elab- 
orate welfare organisations and levies its 
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Not this again 


own taxes. (It even has a television station, 
which screened “The Killing Fields" during 
the noisiest hours of this week's fighting.) 
The general's men opened their offen- 
sive on Wednesday, with a tank-led attack 
on Phalangist headquarters at Karantina, in 
the port district of East Beirut. By evening 





many of the Lebanese Forces' positions had 
fallen, but Mr Geagea promised to fight on. 
Broadcasting over the Phalangist's Voice of 
Free Lebanon radio station, he said he 
would fire ten shells in reply to every one 
fired by the army: "I am not going to allow 
those blinded by their lust for power to 
slaughter the Lebanese Forces.” 

By lunchtime on Thursday, the war talk 
had given way to a partial ceasefire, negoti- 
ated through the Papal nuncio. But the Leb- 
anese Forces seem to have put up enough of 
a fight to prevent General Aoun scoring a 
quick victory. Shortly before ceasing fire 
they bombarded General Aoun's positions 
with multiple rocket launchers, and the 
streets of West Beirut remained full of 
armed Phalangists, hunkered down oppo- 
site their former comrades in the Lebanese 
army. Mr Geagea said his men had captured 
the airfield at Halat, just outside Beirut, 


where General Aoun keeps a handful of el- ; 


derly Hawker Hunters, as well as the gener- 
al's naval base at Jounieh, in the north of the 
enclave. One whole army battalion, the 
Phalangists claim, deserted to their side dur- 
ing the fighting. 

An indecisive result is what many Leba- 
nese who live outside the Christian enclave 
want to see. The Phalangists have no friends 


in Muslim Lebanon. But if General Aoun 


succeeds in disarming Mr Geagea, and so 


gains unfettered control of the enclave, he 
will be freer to move Lebanon another big 
step towards a final break into its separate - 


Christian and Muslim halves. 
Across the "green line", in the 
western, Muslim, half of Beirut, the 


Hrawi has been praying for some 


ment (the last election was 17 years 
ago) chose Mr Hrawi as president last 
November, after the assassination of 
René Muawad. Mr Hrawi is a Maro- 
nite Christian, like General Aoun, 
but the general does not recognise his 
presidency. Indeed, the general calls 
Mr Hrawi a traitor, because he was 
elected under the new constitution 
drafted for Lebanon in Taif, in Saudi 
Arabia. 

General Aoun considers the Taif 


ground that it fails to provide for the 
full withdrawal of the Syrian army 
from Lebanon. By accepting it, he 
avers, the Lebanese parliament in ef- 
fect dissolved itself, and so left legiti- 


mate government vested in himself: — 
he, after all, was the man appointed — 
to head an interim administration by the 
last truly legitimate president, Mr Amin — 
Gemayel. Lately the general has grown vehe- _ 


ment in his promotion of this version of the 


constitutional story: he has forbidden news- — 


papers in the Christian enclave to print the 
word "president" in reference to Mr Hrawi. 

It is, however, President Hrawi who has 
attracted international recognition. He now 
has three broad options. He co 


could renegotiate the Taif accord, so that it 
insists on Syria's eviction, and then ask the 
general to leave quietly. Or he could step up 
pressure against the enclave and hope that 
the general is pushed out by his own people. 
None of these options is easy, but thi 


week's fighting makes the last one a little 


more feasible than it was before. 
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new government of President Elias » 


diminution of support for the gen- $ 
eral. What is left of Lebanon’s parlia- — 


1 
: 


d 
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constitution treasonable, on the® — 


uld invade 
the enclave, with the help of Syrian soldiers, _ 
and remove General Aoun by force. He 
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E PARIS in late December a meeting of 
A the European Community and the Arab 
-eague was interrupted while the chairman, 
Mr Roland Dumas, read out some dramatic 
news: Nicolae Ceausescu had been over- 
thrown. While the European foreign minis- 
ters clapped and cheered, the Arab dele- 


gates sat in stony silence. 
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yria President Hafez al-Assad. Coup d'état, 195-member People's Assembly (1986). Dominated by Baath Strict censorship @ Little open unrest since 
1970 @ Appoints prime minister and cabinet party; rubber-stamps presidential decisions @ No genuine army killed thousands to end a revolt in 
opposition parties; Baath and four small parties grouped in Hama, 1982 
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| President Zine el-Abedine Ben Ali. Deposed 141-member National Assembly (1989). Limited powers; ruling Limited press freedom @ Islamic militants 
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President Ali Abdullah Saleh. Picked by military 159-member Consultative Council with few powers Strict censorship @ Occasional tribal unrest 
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Yemen (South) President Haidar Abu Bakr al-Attas. Coup d'état, 111-member Supreme People's Council (1986). All seats held by — Strict censorship @ Occasional tribal unrest 
One-party rule 1986 e Rules with central committee and praesidium Yemen Socialist party; rubber-stamps decisions of the party's 
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Some of them, no doubt, were uneasily 
aware of the similarities between their own 
countries and the unlamented Romanian 
dictator's: Arabs are no strangers to des- 
potic rulers, scanty human and political 
rights, crumbling state-run economies. Few 
Arab regimes are as comprehensively hid- 
eous as Ceausescu's was, but many are little 
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may be worse. 

Democracy is rare in the Arab world. Of 
the 17 states in our table six are absoluté 
monarchies and six are secufar dictator- 
ships. Only five—Tunisia,"Mórocco, Egypt, 
Jordan and Algeria—hate introduced (or 
are introducing) an element of pluralism, 
and the table is generous in calling them 
emerging democracies. None is democratic 
by western standards. Tunisia, Egypt and 
Algeria are dominated by one party. Their 
presidents, and the kings of Morocco and 
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both sides of the Channel? 
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3k How will the ferries react to the threat 
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3 What are the implications for business 
location in the 1990s? 


This new report contains a broad analysis of the 
effects of the Tunnel on the ferries, the 
regions, industrial location and the impact 
on the wider European transport network. 


It brings together the diverse and complex 
features of this major project, and presents an 
independent and far reaching assessment which 
is important for all involved in transport and 
trade between the UK and continental Europe. 
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Jordan, have immense powers (King Hus- 
sein runs foreign and defence policy and ap- 
ints the prime minister and cabinet). The 
authority of their elected assemblies is 
strictly limited, Nowhere are there free and 
fair elections to a Sovereign parliament. 
Arab leaders often say that western de- 
mocracy is inappropriate in the Arab con- 
text. The rulers of Saudi Arabia and the 
small Gulf monarchies claim that their pa- 
ternalistic autocracies provide more social 
justice for their people than western democ- 
racies do for theirs. (The emirs of Kuwait 
and Bahrain abolished their elected assem- 
blies on these grounds.) Some Arabs point 
to Lebanon as an example of how par- 
liamentary democracy would lead to chaos 
in the majority of Arab states that are made 
up of differing ethnic or confessional 
groups. Others say that neither the Arabs, 
nor Islam, has a democratic tradition, and 
-L at, as in the Yemens, politics may have a 
‘ong tribal overlay. 
' Those are the views of the rulers; not 
one of those listed in our table gained office 
by election. The ruled disagree, when they 
are given a chance to do so. Encouraged by 
the example of eastern Europe, popular de- 
mands for political rights are growing. In Al- 
geria and Jordan, it took relatively brief (but 
in Algeria bloody) demonstrations of "peo- 
ple power" to produce political reforms. 
They and other poor Arab states may have 
to give their people an ever-growing share of 
power if they are to win support for harsh 
programmes of economic reform. 
Newspapers in the freer Arab states 
have given warning that, unless they change 


their ways, Arab dictators may suffer the 
fate of the executed Romanian president. 
But the tumultuous pace of political change 
in Eastern Europe is unlikely to be repeated 
in the Arab world. President Saddam Hus- 
sein of Iraq can count not only on the sup- 
port of his feared and ubiquitous security 
forces, but on the tacit backing of Iraq's 
large Sunni minority, which identifies its in- 
terests with his. He talks of “representative 
institutions,” but by no means wants a real 
parliament. 

The same goes for President Assad of 
Syria, who has placed many members of his 
own minority Alawite clan in positions of 
power, and granted favours to other minor- 
ities, such as the Druze. This means not only 
that such regimes are more difficult to over- 
throw but that the result could be civil war 
and national disintegration. 

The recent upheavals in Eastern Europe 
were made in the name of democracy. In the 
Arab world, change could well be for the 
worse. In Sudan last year a feeble elected 
government was replaced by a repressive 
military dictatorship. Secular dictatorships 
could be replaced by even less tolerant lIs- 
lamic ones. The spectre of fundamentalism 
haunts every Arab regime, and discourages 
experiments in democracy. Only Algeria 
among the emerging Arab democracies has 
legalised an Islamic party, though Islamic 
militants have stood for election as indepen- 
dents in Egypt, Tunisia and Jordan. The 
idea that fundamentalism might lose sup- 
port in a free political marketplace has been 
slow to catch on in the Arab world. 
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That infernal Kenyan tower | 


| 
| ENYA’s plan to build a 60-storey 
office tower for its ruling KANU 
party looked to be a questionable idea, 
but the country’s politicians hooted and 
jeered domestic opponents into silence. 
Frowning foreign creditors now seem to 
have forced the government to think 
again. 

At a meeting convened by the World 
Bank in London on January 26th, Ke- 
nya’s representatives announced that 
the big project would be split in two. A 
conference centre and hotel would be ex- 
amined for financial feasibility, while the 
tower itself would be put on hold “for 
the time being”. It sounded like a grace- 
ful way to say that the scheme was dead. 

Foreign donors, including America 
and Japan, made their misgivings as clear 
as they could within the bounds of tact. 
They wondered whether spending 
$200m, including $150m of foreign bor- 
rowing, to build a tower for the ruling 
party was a wise use of money by a coun- 
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try with an income per head of $330 a 
year. The necessary loans would have 
pushed Kenya's foreign debt above $6 
billion, when more than a third of its ex- 
port earnings are meant to service exist- 
ing debts. 

The pressure may have saved Kenya 
from itself. [t retains its reputation as an. | 
intelligent spender on a continent where | 
profligacy and bankruptcy have been the 
norm. But the episode is embarrassing, 
too. It suggests that Kenya, with negligi- 
ble inflows of private investment, has 
come to depend so much on aid that it 
simply cannot afford to offend donors. 

Such is the government's distrust of 
its citizens that it has hushed up the con- 
cessions. Five days after the London 
meeting, no word had appeared in local 
newspapers or on state radio— possibly 
because President Daniel arap Moi was 
abroad, and nobody back home dared 
break the news. Especially when Mr Moi 


was in Washington, meeting the IMF. | 
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Cuba * 


Let them eat 
coconuts 


HE Russians are breaking their prom- | 

ises, and the Cubans are short of bread. — 
The daily bread-ration outside Havana has — 
been cut—according to Mr Fidel Castro's ^ 
faithful Council of Ministers—from 100 to 
80 grammes, which is less than three ounces, — 
Most years the Soviet Union sends enough — 
wheat after the harvest to build stocks in — 
Cuba of 100,000 tonnes of grain. Last year — 
the ships never came. ‘ 

The expected feed-grain did not arrive - 
either. If it does not come, say the Cubans, ` 
they will have to slaughter several million 
chickens. As a stopgap, Cuba has delved ` 
into its scarce reserve of dollars to buy Cana- 
dian wheat, but the price of eggs has already 
been raised to 15 cents (at the nominal rate 
of exchange) each. The dollars will not be - 
replenished soon. Figures from the Central — 
Bank of Cuba, in June 1989, suggested that. 
the Russians have cut at least $200m from 
the subsidised oil they usually sell to Cuba; 
it is by re-exporting this oil that the Cubans 
have generally earned much of their hard 
currency. 

Is all this deliberate pressure on Mr Cas- — 
tro to adopt the Gorbachevian reforms that 
he so loudly denounces? Cuban ministers 
insist that the Russians are “unquestionably 
willing to co-operate”, but blame “non- ` 
availability of ships that should have been — | 
docked in Cuban ports by Poland, East Ger- _ 
many and primarily the Soviet Union". ™ - 
Some senior Americans, never willing to 
count unhatched chickens, agree. They ` 
think Mr Gorbachev does not want to aban- 
don Mr Castro, however annoying he may - 
be. But the new non-communist govern- ` 
ments of Eastern Europe may have lost pa- — 
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tience with the grey-bearded dictator. 
Refusing shipments for Cuba can hurt 
its old partners too. Freighters from Russia, 
Poland and East Germany should have gone 
home with 13,500 tonnes of Cuban oranges 
in December. In the event the Cubans sent 
only 72,000 tonnes eastwards: fine for Cu- 
bans, who are now buying the fruit that is 
usually exported, but tough on cold-climate 
people denied their winter oranges. Possibly 
the freighters were genuinely not available, 
and the Cuban bread shortage is caused by 
bad management rather than a boycott. 


So far as anybody can tell, these latest 
economic woes have had no political im- 
pact. Mr Castro sounds demented: he says 
that the only grumblers are idlers who will 
not work, and reminds those who care to lis- 
ten that the revolution “costs blood, it costs 
lives". But then he has always talked like 
that. Dissidents are few and powerless, the 
army purged. No Communist politician 
dares offer himself as an alternative to the 
jefe maximo. Cuba sounds like a case not for 
peaceable revolution, in the Czechoslovak 
manner, but for a Romanian upheaval. 





Terrorism 


The name of the rose 


FROM OUR PARIS CORRESPONDENT 


A trial in France is showing how difficult it is to pin down the blame for 


Islamic terrorism 


"CE terrorist is as good as another,” 
Mr Charles Pasqua said last sum- 
mer. "Suppose one's called Dupont rather 
than Durand. What's the difference?" Mr 
Pasqua had been France's minister of the in- 
terior during the bombings in the autumn of 
1986 that killed 13 people and injured more 
than 250 in and around Paris. In an answer 
to a question in the Senate about these 
bombings, he was explaining how he had 
muddled up two different prisoners in 
France: Mr Anis Naccache, an Iranian con- 
victed of trying to murder a former Iranian 
prime minister, and Mr George Ibrahim 
Abdallah, the leader of a group calling itself 
the Lebanese Revolutionary Army Fraction 
(LRAF), held responsible for killing Ameri- 
can and Israeli officials. 

The Paris bombings took place, accord- 
ing to Mr Pasqua, a conservative, because 
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Dupont did it-or Durand 
38 


the previous French government, a Socialist 
one, had reneged on a deal to swap Mr 
Naccache, er, correction, Mr Abdallah, for a 
French diplomat kidnapped in Lebanon. 
Even as amended, Mr Pasqua's explanation 
is not the one finally taken, after many high- 
ways and by-ways, by French prosecutors, 
who put together much of their case while 
Mr Pasqua was still minister. 

Mr Pasqua is not the only one to be 
muddled. Though nine men (four Tuni- 
sians, two Moroccans, three Lebanese) and 
one French woman have at last gone on trial 
in Paris, accused of arranging the 1986 
bombings, many questions remain unan- 
swered. Prosecutors believe the ten were 
part of a “sleeper” network, put in place as 
early as 1985, which planned the bombings. 
Their trial for possession and transport of 


explosives began on January 29th. Charges 
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of murder against them are to be tried later. 
Prosecutors are still hazy about who actually 
planted the bombs. 

Eight other people! members of the 
Hezbollah, a pro-Iranian Shia'militia in Leb- 
anon, are being tried in absentia. These, it is 
thought, were the trué ring-leaders. The 
prosecutors believe the bombings were 
meant to dissuade France from delivering 
any more arms to Iraq, Iran's enemy in the 
long Gulf war. They point to a link, though 
a loose one, between the alleged bombers 
and a former Iranian minister of the inte- 
rior, Mr Ali Akbar Mohtashemi. 

For a long while, France's crime squad, 
the police judiciaire, believed that the 
bombings were the work of Mr Abdallah's 
supporters in the LRAF. They had claimed 
responsibility at the time, saying they 
wanted the release of Mr Abdallah and 
other Middle Eastern prisoners convicted of 
political violence in France. 

Two members of Mr Abdallah's fan 
were supposed to have thrown the bomb 
that killed seven people outside a clothes 
shop on the Rue de Rennes. Yet eye-wit- 
nesses placed them in a northern Lebanese 
village the day after the bombing. The 
French police dug out airline timetables to 
show the pair could have got home through 
Cyprus, but the connections would have 
had to have been miraculously smooth. Pas- 
sengers and crew could not remember them. 
Serious doubts began to surface about the 
"Lebanese trail”. 

This was no surprise inside France's 
counter-intelligence service, the DST. Its in- 
vestigators had, from the beginning, sus- 
pected an Iranian connection. Yet the po- 
lice, who wanted evidence that would stand 
up in court, had little time for theories from 
counter-intelligence men. The DST’s suspi- 
cions would probably have led nowhere, but 
for one lucky and one mysterious break. 

The lucky break came in January 19^^ 
when German police arrested Mr 
Hammadi, a Hezbollah member, who was 
on his way to France laden with explosives. 
Mr Hammadi was later jailed for life for a 
TWA hijacking in which an American was 
killed. One of the names in Mr Hammadi's 
address book belonged to a Tunisian living 
in Paris, Mr Fouad Ali Saleh. According to 
French investigators, he turned out to be a 
follower of the late Ayatollah Khomeini 
who had studied for two years in Qom. In 
Paris, investigators believe, he had sought 
adepts for the faith, sold avocados in the 
Metro, and been recruited by agents of 
Hezbollah. He is now the leading defendant 
in the present trial. 

There was relief at the DST, as the Ira- 
nian connection seemed to be materialising 
at last. Yet little or nothing hard on Mr 
Saleh was found until the next month when 
along came the mysterious break. In March 
another Tunisian, calling himself "Lotfi", 
walked into a DsT office in Tours, offering, 
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Discover: the source of thousands of 
consumer and capital goods, raw materials 
and quality commodities from every 
sector of industry: from food to furniture, Business Intemational, in cooperation with the Soviet Chamber of 
textiles to tobacco — and more. | Commerce and Industry, is pleased to announce a special conference 
in Moscow to help companies deal with the complexities of the rapidly 
changing Soviet Market. Senior Soviet bankers, economists and trade 
officials, as well as leading Western business executives, will be 
speaking at the conference on: 


OUTLOOK FOR A NEW DECADE 
| APRIL 3-5, 1990, HOTEL MEZHDUNARODNAYA, MOSCOW 
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You'll find: competitive trading conditions, 
very high standards and an immense 
choice of items from over 40 nations | 
including products from the PTA/SADCC 


and the entire Southern Africa region. * HOW DO THE LATEST REFORMS AFFECT DAY-TO-DAY BUSINESS? 


* WHAT ARE THE BEST MEANS OF CONTACTING SOVIET BUYERS? 
Come to ZITF: establish and * HOW TO ORGANISE DIRECT MAIL, ADVERTISING, EXHIBITIONS? 
— VONT HORE: ARS WIN * WHAT'S THE OUTLOOK FOR FOREIGN TRADE? 

* WHAT LESSONS HAVE BEEN LEARNED FROM JOINT VENTURES? 





Contact us NOW. , ——— 
The attendance fee is £1,100. Please note: the deadline for registration 


PO Famona, is 16 February 1990. 
Bulawayo, Zimbabwe J 


Tix 33273 ZITFA ZW Please send me more information on the conference 
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Return to: Julia Mart, ConferenceUnit 

BULAWAYO April 25 & 26 Business International Ltd, 40 Duke St. 
International London WIA IDW. Tel: 01 493 6711, 
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€ Minimum Deposit only £1,000 or US$2,000 
6€ Personalised cheque book 








6 Standing orders 
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€ Monthly statements 





© Tax not deducted at source 





Standard Chartered Bank (C.L) Limited has paid up capital and reserves in excess 
of £21 million and is a wholly owned subsidiary of one of Britain's largest 
independent international banks. 


Deposits made with offices of Standard Chartered Bank (CI) Limited are not 
covered by the Deposit Protection Scheme under the Banking Act of 1987, 


Audited Accounts are available on request. 


qu ue m - wo "e um Va MM eee 


V 1 V e | a d 1 f f e 1 c n C e į Please send me details of your Sterling and US Dollar Extra Value 


Deposit Accounts, 





Ar the difference soon becomes One glance at the list of features shown i 



















apparent when you compare our here and we think you'll agree that our Name i 
Extra Value Deposit Accounts with other Extra Value Deposit Accounts really do B adaress i 
similar products. offer Extra Value - whichever way you i i 

x. Is | look at it! y. 4 
They give you the opportunity to issue —* rite or phone: WBX 

M s : ~ £ zordon Wylie, V x : 
cheques and set up standing orders whilst Standard Chartered Bank UM es €. ! 

: - 2n A Limited, Y - 
earning a high rate of interest normally po goss, wise seme p^ ‘St nd d e h t d i 

\ EA Standard Z Chartered | 


only available with a deposit account. ——— i 
Available in both Sterling and US Dollars. — "" Raros3a 24090 Strength in depth across the world 


D. an e ee GM MAE 





THE ECONOMIST FEBRUARY 3 1990 39 









For the psr the Iranian connection was 
quickly growing. Before long the intelligence 
people were convinced that the link-man be- 





tween the bombers and the Iranian govern- 
‘ment was an information officer at the Ira- 
nian embassy in Paris, Mr Wahid Gordji. In 


the early summer of 1987 he refused to leave 
the embassy to answer the examining 
judge’s questions. The authorities, fearing 
he might slip away, had the embassy sur- 
rounded. The Iranians replied by besieging 
the French embassy in Tehran. 

_ French diplomats, unimpressed by the 
evidence against Mr Gordji, worked out a 
compromise: he would visit the judge, and 
if, as t everyone but the DST suspected, 

he j had no reason to hold him, he 
would take a one-way trip to Iran. The judge 
was widely mocked for conducting his inter- 
view even as Mr Gordji's aircraft waited. His 
final report suggested that there had indeed 
been no evidence tying Mr Gordji to the 
ombings. 

_ As candidate for ring-leader of the 
bombers in France, investigators next 
turned their suspicion to a Bookseller of 
Lebanese origin, Mr Mohamed Moujaher. 
He had been picked up in March 1987 along 

vith Mr Saleh. His brother-in-law was a 

tigh-up in Hezbollah. Yet the examining 

judge iw nothing against him. 
. Light on this murky affair may yet come 
from the trial, though not from the defen- 
lants, at least not from Mr Saleh. He has 
ot co-operated with the prosecutors, who 
ave had to rely heavily on the word of their 
aid informer and on information from 
counter-intelligence. Asked his name on the 
irst day of the trial, Mr Saleh replied, “I’m 
ot called Saleh, but Death of the West." 
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Israel 

Sorry | said that 
FROM OUR ISRAEL 
"A MANY of the hundreds of Soviet Jews 
AVA who land at Israel's Ben Gurion air- 
port every day receive a delighted welcome 


* m well-wishers and relations. The rapture 
is confined to Israel. In Arab eyes the new 
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FROM OUR ISRAEL CORRESPONDENT 


NE note of discord resounds amid 

the chorus of welcome for Israel's 
new immigrants from the Soviet Union. 
It is the sound of the bottom falling out 
of the local piano market. Before leaving 
home, prudent migrants convert their 
roubles into household goods. “Red Oc- 


tober” pianos may not rival Bechsteins, 




















immigrants represent a powerful shot of 
adrenalin into the Zionist enemy's blood- 
stream. They want President Mikhail Gor- 
bachev to stop the Jews from coming. 

Arab anger was deepened by gloating 
talk in Jerusalem, in particular when the 
Likud prime minister, Mr Yitzhak Shamir, 
declared that a "big Israel" was needed to 
absorb “a big immigration”. By linking the 
questions of immigration and territory, Mr 
Shamir upset the United States, embar- 
rassed Mr Gorbachev and may have pre- 
vented the influx from gathering pace. 

Having agreed in principle to start di- 
rect flights between Moscow and Tel Aviv, 
the Kremlin is holding back in the face of 
mounting Arab anger. On January 29th the 
deputy Soviet foreign minister told the head 
of the Israeli consular delegation in Moscow 
that the exodus should not be used to dis- 
possess Palestinians. The direct flights may 
not be allowed to begin until Israel agrees to 
negotiate with the Palestine Liberation 
Organisation, which could mean never. 

Despite the fears of Arabs, there is little 
evidence that the newcomers will want to 
settle in the occupied territories or that the 
government is providing for them to do so. 
Most of the Soviet Jews now reaching Israel 
have nowhere else to go. They are not fer- 
vent Zionists, rarely speak Hebrew and of- 
ten know little about the country. They are 
anxious to improve their standard of living 
and exploit the freedom of choice and politi- 
cal association offered by a democracy. Brav- 
ing the Palestinian intifada, still in progress 
though largely unreported, is low on their 
agenda. 

Emissaries of the extremist Gush 
Emunim settlement movement from the 
West Bank are to be seen nightly among the 
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but have a solid reputatioit.e ° . " 

With 1,000 immigrants arriving every 
week, Israeli piano owners must face the 
music. One Tel Aviv dealer says Russians 
come in almost every day to ask what 
their pianos might fetch. Lots are disap- 
pointed. Many pianos get damp and 
rusty on the long sea voyage, and most 
migrants' insurance pays only 1096 of the 
value. 

The lucky ones whose cargo arrives 
intact hope for a few hundred shekels in 
ready cash to help furnish the new home 
in the promised land. A few may even in- 
tend to play what they have shipped. 
That is bad news for Israeli piano teach- 
ers too; the aspirant Horowitzes and 
Barenboims will offer them stiff compe- 
tition. The only Israelis with musical 
smiles are the piano tuners. 


Israeli officials greeting the immigrant 
flights at Ben-Gurion airport or organising 
familiarisation trips to the occupied territo- 
ries. But so far there are few takers. If the 
new Jewish suburbs of East Jerusalem are ex- 
cluded, under 196 of the Jews who arrived 
from the Soviet Union in 1989 settled in the 
occupied territories. 

Should the proportion grow in future, it 
is likely to be the result of private fund-rais- 
ing by the settlers rather than of deliberate 
government policy. The leader of the La- 
bour half of the coalition government, Mr 
Shimon Peres, is finance minister. He is not 
giving any handouts for immigrant housing 
in a West Bank that he believes should be 
largely surrendered in the event of a peace 
settlement. 





Don't go West, old man 
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The cutting edginess of NATO 


N A dramatic move to retake the initia- 
tive at the Vienna talks on conventional 
forces in Europe, President Bush has sharply 
raised his proposal for Soviet and American 
troop cuts. The new offer, contained in his 
State of the Union speech on January 31st, 
would allow each of the superpowers 
195 000 men in the zone nearest the central- 
ənt border in Europe. NATO's current of- 
fer is 275,000 in the entire Atlantic-to-Urals 
area. Under the new proposal the United 
States could keep 195,000 men in Holland, 
Belgium and West Germany, plus 30,000 in 
other European NATO countries; this 
arrangement would in effect limit the 
Soviet Union to 195,000 men, since 
all its troops are now stationed in the 
central zone. 

The American offer to take an ex- 
tra 50,000 men out of Europe will 
clearly help Mr Mikhail Gorbachev, 
at a time when he faces growing criti- 
cism at home and demands from East- 
ern Europe to withdraw Soviet 
troops. But Mr Bush also wanted to 
reassure America's allies that he is 
pushing disarmament as hard as he 
can, in order to head off possible de- 
fections from the western positions, 
in the form of big unilateral pull-outs. 

NATO badly needed some firm 

adership. On January 25th Bel 
gium's defence minister had an- 
nounced that Belgium was planning 
to withdraw its entire 25,000-man 
contingent from West Germany and 
disband it. Then came headlines, suppos- 
edly based on "leaks", saying that the 
United States was going to withdraw up to 
30,000 troops from Europe. Then the West 
German foreign minister, Mr Hans-Dietrich 
Genscher, seemed to imply that a unified 
Germany could not be part of NATO. Was 
this the beginning of the end for the alli- 
ance? By midweek it was clear that NATO was 
not (yet) coming apart at the seams. 

Two days after the stunning Belgian an- 
nouncement, Mr Wilfried Martens, the Bel- 
gian prime minister "clarified" it: what the 
defence minister had meant to say was that 
his staff were merely making "contingency 
plans" to withdraw forces after an agree- 
ment at the Vienna talks. Then Mr Gen- 
scher "explained" that he had not meant to 
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Nibbling at NATO 


suggest that unity would mean an end to 
German membership of NATO, merely that 
the NATO forces would have to remain on 
the territory of what is now West Germany. 
The defence cuts announced in the Bush ad- 
ministration's budget proposals on January 
29th were relatively modest. And the offer 
two days later of further troop withdrawals 
was presented as an assertion of continuing 
American commitment to Europe's de- 
fence, albeit with the lower number of men 


that now looks safe. 
According to Mr Bush's proposed bud- 





get, America's total spending on defence 
would be down by some 296 in real terms 
(continuing a trend that began in 1985), and 
the effect on American forces committed to 
NATO would be small. The bases to be closed 
are mainly air-force ones. Greenham Com- 
mon, a cruise-missile base in Britain, will go 
when the missiles do, by the end of 1991, 
along with a similar one in Comiso in Sicily. 
The Americans will also give up Fairford in 
England, and move its 13 KC-135 tankers to 
Mildenhall. Zweibriicken, in Germany, will 
close by 1993. The fate of its Phantom re- 
connaissance aircraft will depend on what 
happens in the conventional arms-control 
talks; they could be destroyed or moved. 
The Americans will also move two RC- 
135 electronic-eavesdropping aircraft out of 


the Hellenikon base in Athens, allowing the 4 l 


closure of this base, which has been a bone 
of contention between the two governments 
(and a conspicuous one, as it uses the same 
runway as Athens airport). Another Greek 
base, a communications station at Nea 
Makri, will also go. 

Although NATO has survived these cuts 
and buffets with little damage, pressures on 
the alliance are building up that threaten its 
cohesion, if not its continued existence. For 
one thing, there is no doubt that Mr Guy 
Coeme, Belgium's Socialist defence minis- 
ter, would like to take all his troops out of 
Germany. He was probably making plans to 
do so, as he said. The “contingency-plan- 
ning" thesis does not hold water. The cuts 
being discussed in the Vienna talks until 
now would amount to around 15%; Bel- 
gium’s share would be considerably less 
than its entire force in Germany, which rep- 
resents more than a third of its army. 

Russia is also stepping up the 
pressure for the withdrawal of NATO 
forces in Germany. It had previously 
said that all forces stationed outside 
their own country should go home by 
the end of the century, the object be- 
ing to get the Americans back on the 
other side of the Atlantic. But on Jan- 


viet negotiator in Vienna, offered to 
get all Soviet troops out of Europe by 
1995 if NATO would withdraw its “sta- 


main purpose was probably to try to 
soften demands by Poland, Czecho- 
slovakia and Hungary for the Rus- 
sians to go home sooner, Soviet calls 
for a Europe free of "stationed" 
forces seem certain to grow more in- 
sistent. For the Russians, Mr Bush's 
latest offer of troop withdrawals is lit- 
tle more than a promising start. 
It is the Rubik’s-cube issue of Germany 
that will most torment NATO in the near fu- 
ture. Even the Warsaw-pact countries now 
seem to be accepting that the two 
Germanies will unite. On January 30th the 
East German communist party reversed it- 
self and endorsed the idea; the same day Mr 
Gorbachev himself, who had once declared 
reunification "not on the international 
agenda”, softened his position. Now, he 
says, it is an issue that must be dealt with. 
But just how to deal with it may prove 
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even tougher for the alliance than for him. 


There are many ideas, including Mr Gen- 
scher's, on how to amalgamate the two 
Germanies without wrecking NATO. The 
trouble is that none of them may work. 
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FROM OUR BONN CORRESPONDENT 


QYOCIAL DEMOCRACY: could this be 
AJ the force of the future in Germany, 
which is itself set to be the force of the future 
in Europe? Buoyant Social Democrats now 
believe they will have won government lead- 
ership in both Germanies by the end of this 
year. There is even talk of a coming German 
confederation run by Social Democrats, 
with Mr Willy Brandt, ex-chancellor and fa- 
ther of Ostpolitik, as its president. 

.. On January 28th the Social Democrats 
won a crushing victory in the West German 
state of the Saarland. It is now all but certain 
that Mr Oskar Lafontaine, the state pre- 
mier, will be the Social Democratic candi- 
date to try to displace the chancellor, Mr 
Helmut Kohl, in the general election in De- 
sember. The Social Democrats have already 
offered him the job; Mr Lafontaine, ambi- 
tious but anxious not to seem over-eager, 
says he needs a few weeks to think about it. 

_ Mr Kohl's Christian Democrats have 


Yow lost votes in eight of the nine regional 
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polls held since the last general election in 
January 1987. To make matters worse for 
Mr Kohl, the Social Democrats are also 
emerging as the strongest opposition force 
across the border in East Germany. They 
look likely to get the biggest share of the 
vote in the East German election (which has 
now been brought forward from May 6th to 
March 18th), and hence to take over the 
government leadership from Mr Hans 
Modrow, a communist. Some pundits argue 
that that would give an extra boost to the 
West German Social Democrats in their 
election campaigning this year. 

The irony in the new-found Social Dem- 
ocratic togetherness is hard to miss. For 
many years the West German Social Demo- 
crats, even when out of government, assidu- 
ously courted the East German communist 
party with which their eastern counterparts 
had been forced to merge in 1946. That still 
annoys some members of the new East Ger- 
man Social Democratic party, which was 
founded last October and was at first treated 
coolly by Social Democrats in the West; but 
they play down their irritation for the sake 
of the common cause. 

The very fact that the eastern Social 
Democrats were gobbled up after the war is 
one source of the party's strength now. It is 
unsullied by decades of communist misrule. 
It can also point to a long tradition of social 
democracy in Germany. On January 27th it 
staged a big rally in Gotha, the town in Thu- 
ringia where rival factions of the labour 
movement sank their differences in 1875 
and founded the forerunner of the Social 
Democratic party. The gathering was ad- 
dressed by Mr Brandt, already honorary 
president of the West German Social Demo- 
cratic party and about to take on the same 
role in the East German one too. Small won- 
der party membership is climbing sharply, 
from only 40 at the founding meeting to 
more than 70,000 three months later. 

The other East German parties are less 
well off. The new ones such as New Forum 
and Democratic Awakening lack tradition 
anda clear character. The older ones such as 
the (eastern) Christian Democrats and the 
Liberals suffer from their long subservience 
to the communists. That sorry history also 
makes it hard for the West German Chris- 
tian Democrats and the Free Democrats (lib- 
erals) to know which horse to back. While 
they ponder, the West German Social Dem- 
ocrats are showering aid on their eastern 
counterparts. 

Dismal though that outlook may seem 
for Mr Kohl, there are three main reasons 
for believing that things may not all go the 
Social Democrats' way. First, East Germany 














































































Lurch to the left 
Saarland elections in January 1990 March 1985 
Seats Votes (96) 
1990 1985 1990 1985 
Social Democrats 30 26 544 492 
Christian Democrats 18 20 334 373 
Free Democrats 3 5 856 100 
Greens . -a 25 
National Democrats . 02 0.7 
Communists - 01 03 
Republicans - 3.3 
Other - 0.2 





is close to chaos. The stream of nearly 2,000 
emigrants daily to the West is further under- 
mining the economy and health service. 
That is why the election has been brought 
forward and why the opposition groups 
have, reluctantly, agreed to enter a coalition 
with Mr Modrow until voting day. After 
that, a shaky coalition is likely among 
groups at present united mainly in their de- 
sire to boot out the communists. They may 
find they have little else in common. Pop 
lar expectations will be high, but an eai., 
rise in living standards out of the question. 
If, as is likely, the Social Democrats get the 
post-election hot seat, their wriggling in it 
may embarrass rather than help their cam- 
paigning colleagues in the West. 

Second, the Social Democrats are bene- 
fiting at present from a double strategy. Mr 
Brandt talks passionately but vaguely about 
German unity (“what belongs together is 
now growing together"). Mr Lafontaine, 
something of a demagogue and populist, 
gives warning about the social dangers of let- 
ting in too many people from the East (a 
theme which helped him hold down the 
vote for the anti-foreigner Republicans to 
3.396 in the Saarland election). 

That twin-track approach neatly scoops 
up voters who favour unity as well as those 
in the West who fear extra pressure on jobs 
and housing. Social Democratic leaders 
claim there is no basic contradiction be- 
tween the two, but Mr Lafontaine has 
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seemed, to say the least, unenthusiastic 
about German unity so far. As candidate for 

hancellor he wil have to make his position 
a lot cleareg, which would make the double 
strategy harder to maintain. 

*Lastly, for àll sheir regional successes the 
Social Democrats are still a bit behind the 
conservatives in the national opinion polls. 
Mr Kohl, a wily election campaigner, has a 
good chance of winning in December. But 
beyond that the conservatives will be in 
trouble if the Social Democrats do establish 
themselves as the strongest party in East 
Germany. Once Germany unites, that 
would tip the balance in future federal poli- 
tics towards the centre-left. 





Romania 


The fragile 
revolution 


wee can take a gloomy or a hopeful view 
of what is going to come out of the tur- 
moil in Romania. But turmoil it is. The in- 
terim authorities, under Mr Ion Iliescu, have 
set May 20th as the date for elections. But 
the ground-rules for these are still being ar- 
gued over. Friction is growing between op- 
position parties and the current holders of 
power in the council of the National Salva- 
tion Front, a 150-member body with a small 
executive bureau led by Mr Iliescu. 

The council's harshest critics see it as lit- 
tle better than a cabal of old oppressors un- 
der a new guise. On January 28th thousands 
of demonstrators gathered outside its offices 
in Bucharest's Victory Square. They waved 
pictures of Mr Iliescu with the late dictator, 
Nicolae Ceausescu, and shouted “Watch 
out for chameleons”. The next day, a large 

rowd of pro-front demonstrators, many of 
whom had been bused in from outside Bu- 
charest, blockaded leaders of the two main 
opposition parties, the National Peasants' 
party and the National Liberal party, in 
their offices. One opposition leader had to 
escape by armoured car, another through a 
window. 

These conflicts have been felt inside the 
council itself. This is meant to represent a 
broad “Salvation Front” including local of- 
ficials, soldiers and intellectuals, as well as 
ex-Communists. In the past few days the 
council has suffered embarrassing resigna- 
tions. A brave opponent of the Ceausescu 
regime, Mrs Doina Cornea, has already left. 
Other intellectuals and writers in the coun- 
cil are wondering whether to stay. Closer to 
power was the council's vice-president, Mr 
Dimitru Mazilu, a former secret-police colo- 
nel who turned against the old regime. He 
too has left. 

Some former dissidents on the council 
are, or at least were this week, still ready to 
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give Mr Iliescu the benefit of the doubt. Mr 
Laszlo Tokes, the Hungarian-speaking pas- 
tor whose attempted arrest sparked the up- 
rising in December, has said that for the mo- 
ment Romanians face a choice between "the 
council and the army", meaning that sol- 
diers could step in if the council cracks. 

Mr lliescu's inner group includes the 
prime minister, Mr Petre Roman, preoccu- 
pied with keeping food in the shops, and Mr 
Silviu Brucan, a tough old Marxist intellec- 
tual and veteran of the Communist takeover 
in the late 1940s. This group seems to be 
clinging to power as best it can for fear of 
chaos otherwise. They say they want democ- 
racy. But some Romanians, who complain 
that police spies and informers are still at 
work, wonder if democracy is what Mr 
lliescu’s group is really after. 

On paper progress looks good. The 
council's legal committee has just produced 
a draft of constitutional principles for dis- 
cussion at a round-table with the opposition 
parties. This includes “political pluralism” 
and a popularly elected president. The op- 
position is also talking with the government 
about freer access to radio and television. 

In practice the issue of the fairness of 
the election is coming down, for the opposi- 
tion, to the terms under which the Salvation 
Front takes part. At first, the front implied 
it would not run candidates, then it changed 
its mind— "it", in this instance, being the 
small group around Mr Iliescu. When the 
council ratified this decision on January 
23rd, by 128 votes to eight, the opposition 
passed the word to take to the streets. 

To calm things down, Mr Brucan has 
said the council will stick to governing and 
distance itself from the Salvation Front so 
that this body can campaign more fairly. 
Those wanting true party competition are 
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not convinced. They sniff one-party rule. 
Mr Brucan is still suggesting that, in the 
meantime, opposition parties join a coali- 
tion government. Romania's path to democ- 
racy is not yet assured. 1 
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Soviet Union 


Kalashnikov fired - 
FC 

FROM OUR MOSCOW CORRESPONDENT - 
CAR crashes in Chernigov, a city in 
the northern Ukraine. Suspicious of 
the drunken driver and his passenger, the 
gathering crowd breaks into the car's boot 
to find it stuffed with scarce foods. The pas- 
senger turns out to be a high-ranking Com- 
munist-party official. The car is paraded to. 
party headquarters, where more crowds 

gather. The city's party chief resigns. — 
In Tyumen, the largest oil- and gas-p 
ducing region, the party secretary in chat 
of ideology writes to the local press 
ing his boss’s “dictatorship of loutishness 
Party activists pass a vote of no confidence 
in the whole local leadership. They all re- 
sign. The new leadership starts giving away 
the ousted bosses’ dachas. - 
In Volgograd a special housing blocl 
under construction for high-ranking party 
officials. A similar story unfolds. But this 
time tens of thousands take to the streets in 
a nationally-televised demonstration that 
looks for all the world like crowds in East 
Germany baying for the resignation of the 
communist government. A 
Three recent examples of the turmoil ag 


— 


the grass roots of the Soviet Communist 


party. Chief turmoil-raiser has been Mr 
Mikhail Gorbachev. At last he seems to 
have stirred up the anger of ordinary party 
members at their bosses’ unchecked powers 
and unearned privileges. Mr Gorbachev ha: 
fought for the past five years for faster re 
form within the party and for fresh blood at 
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. every level. He is now getting some of it. 


In doing so, he is scaring the living day: 
lights out of at least half the Central Com 
mittee, the party's decision-making body. I 
is still dominated by old-fashioned appa 
ratchiks. When it meets for its much-delayed 
two-day session in Moscow on February Stl 1 
it will have before it Mr Gorbachev's prc 
posals for yet more perestroika in the party. 

Mr Gorbachev's aim is to save the Com- 
munist party, whose authority has sagged 
with revelations of past mistakes and cor- 
ruption and whose power is increasingly 
challenged by nationalist movements and 
other political groups. He wants to make it 
more democratic. That means giving indi- 
vidual members more powers to elect their 
officials, instead of having them selected by 
their cronies. But Mr Gorbachev also wants 
party officials to stand for election to ocal 
councils in order to make them responsive 
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Push prams now, politicians later 





to public opinion. 

Already, under new rules introduced 
last October, the choice of party first secre- 
tary should be made from among competing 
candidates and the "electorate" has been 
widened to include all members of the local 
Central Committee. New party leaders in 
the Ukraine, Leningrad, Moscow and Azer- 
baijan have all been elected in this way. 

Now pressure is building for further 
change. In Volgograd the crowds demanded 
that party leaders be directly elected by all 
party members. They also demanded the 
resignation of the old leader, Mr Vladimir 
Kalashnikov (who obliged, along with his 
Politburo), on the ground that he could not 
be popularly-elected to anything. 

He would not have been the only Com- 
munist to fall foul of the popular will. Across 
the Soviet Union, republican and local elec- 
tions due to be completed by this spring will 
embarrass many party men who have the 
nerve to stand. Mr Gorbachev had at first 


wanted to make it mandatory for local party 
bosses to stand and even put themselves up 
as council chairmen. He backed down after 
criticism both from liberal who feared this 
might put too much power in tle hands of 
party men, and from conservatives, wht 
guessed they would all losf. Nevertheless, 
most local party leaders are standing. Those 
who have refused to do so, like Leningrad's 
new conservative boss, Mr Boris Gidaspov, 
have come under fire from rank-and-file 
members in their local party. 

All of which suggests that Mr Gorb- 
achev's party reform is at last beginning to 
bite. Perhaps too hard. It is one thing to get 
rid of rebellious conservative bosses here 
and there. It is another for the whole local 
party leadership to be turfed out, as hap- 
pened in both Volgograd and Tyumen. Mr 
Gorbachev's worry in the forthcoming elec- 
tions may not be how many of his conserva- 
tive opponents survive, but how much of 
the Communist party does. 





Poland 


Pro property mori 


_ FROM OUR WARSAW CORRESPONDENT 


PPROPRIATELY, the Polish commu- 
i nist party decided to disband itself 


while meeting in Warsaw's Palace of Cul- 


ture, Stalin’s parting gift to the former Peo- 
ple’s Republic of Poland. While more than 
400 delegates gave the resigning party 


l, 
Es Mr Mieczyslaw Rakowski, a standing 


. ovation, baton-wielding policemen—now 


@mployees of the renamed Polish Repub- 
lic—fought to keep a crowd of demon- 


strators from throwing stones at the palace 


— windows. Meanwhile another crowd occu- 
_ pied the party headquarters in Gdansk, de- 


manding that the building be turned over to 
the state. Solidarity's leader, Mr Lech 


+ Walesa, declared that neither of the two par- 


— ties that emerged from the communists’ 


a 
- 
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_ ruling party. 


' 


care to design the congress 


= cial Democratic party of the 


* 


. and 


solved. Denouncing what he 


congress last weekend had any right to keep 
the buildings, factories, cars and precious 
telephone lines of the former 


Keeping this ill-gotten 
property was many commu- 
nists' main concern. They took 


agenda so that their new “So- 
Polish Republic" was created 


communist property 
handed over to it before the 
old party was formally dis- 


called "manipulation", one 
leading member, Mr Tadeusz 
Fiszbach, left the room and 
formed another party, the 
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About 150 people, including 27 members of 
parliament, joined Mr Fiszbach, who was 
the party leader in Gdansk during the birth 
of Solidarity in 1980 and has held a recent 
series of meetings with Mr Walesa. 

The bulk of the delegates remained 
more or less united behind Mr Alexander 
Kwasniewski, a 35-year-old former youth 
minister who happily admitted that "you'd 
have to be crazy” to want to be leader of the 
former communist party in Poland. Mr 
Kwasniewski, who also has close contacts 
with Solidarity intellectuals in Warsaw, 
oversaw the creation of a new party pro- 
gramme which lacks any reference to the in- 
ternational class struggle or the dictatorship 
of the proletariat. 

By blatantly manoeuvring the congress 
in order to keep their offices and cars, Mr 
Kwasniewski's ex-communists 
may have detracted from their 
stated goal: the creation of a 
party which could win votes in 
forthcoming local elections 
and future general elections. In 
any region the former commu- 
nist party's buildings tend to 
be the best, and they are rap- 
idly becoming protest sites. A 
battalion of lawyers is now 
working on the problem of 
who really owns these assets. 

Why doesn't the Solidar- 


ity-led government simply pass 


SW a law to nationalise all the for- 
id 


Union of Social Democrats. Crazy Kwasniewski 


mer communist party's assets? 
Because such a law would pre- 


sumably also have to take away the property 
of the Peasants’ party and the Democratic 
party, former communist puppets which are 
now the coalition partners on which Soli- 
darity relies for a majority in parliament. If 
Solidarity makes a fuss over party property, 
it risks a row that could break the delicate 
deal that has allowed it to rule Poland since 
August. Yet if populist cries for justice grow 
louder, a row may be unavoidable. 

Some Poles would welcome the excuse 
to end the current compromise. Poland, 
which was leading the way to democracy last 
summer, now risks becoming the only East 
European country without a democratically 
elected parliament. Only 3596 of the current 
parliament was freely elected, a proportion 
that gives undue influence to the ex-commu- 
nists (who retain control of the army and the 
police) and their ex-puppets. The next gen- 
eral election is due in 1993—if Poles car 
wait that long. 





Yugoslavia 


Ireland in the 
Balkans 


OLENCE has returned to Kosovo, Yu- 
goslavia's poorest province. Ethnic Al- 
banians, who make up 9096 of Kosovo's 
population, started demonstrating on Janu- 
ary 24th for an end to the state of emergency 
imposed a year ago, when the province was 
brought under direct Serb rule. By the end 
of the month at least 25 Albanians and one 
policeman had been killed. 
The reaction of Mr Slobodan Milosevic, 
Serbia's hardline president, was to dismiss 
the demonstrators as "terrorists" and send 
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ERE do you turn for insight into 
VV whaerdight happen next in Eastern 
Europe: to economists, politicians, ex- 
perts in communist affairs? If you are wise, 
you will look back, to history, before you 
look forward. 

Knowledge of the pre-communist past 
is increasingly useful because a surprising 
amount of pre-1945 political culture has 
survived the long vears of communism. 
The "new" parties springing up tend to 
have their roots in the pre-war period. 
Old nationalisms are reappearing beyond 
the mirage of comradely internationalism. 
And the ease with which the differ- 
ent countries adapt to pluralism 
may well be related to their experi- 
ence—or lack of it—with democ- 
racy before the imposition of one- 
party Leninism. 

Historical memories run deep in 
Eastern Europe. To Bulgarians or 
Serbs, the middle ages seem like 
yesterday; Hungarians are reliving 
the patriotism of 1848. But the 
most relevant—because most re- 
cent—pre-communist period is the 
one between the first and second 
world wars. Today's East European 
countries emerged as independent 
states after the collapse of the Aus- 
trian, German or Russian empires 
in 1918. 

Alas, that independence was marred 
by conflict, both among the countries and 
within them. Only Czechoslovakia can 
boast a solid democratic record between 
[918 and 1939. Its politics were domi- 
nated by the conservative Agrarian party 
and the left-of-centre National Socialists 
(no relation to Hitler’s creature of the 
same name). There was room even for the 
Communists, banned elsewhere in East- 
ern Europe, who sat as a legal party in the 
Prague parliament; hence perhaps the ex- 
emplary tolerance now being preached by 
President Vaclav Havel. 

Not everybody was happy, notably the 
3m Sudeten Germans handed over to 
Czechoslovakia after 1918 for strategic 
reasons. The Slovaks felt cheated of the 
autonomy promised them in 1918. But 








in the riot police. But the unrest merely 
spread. A general strike closed factories and 
the mines. Worried local Serbs have been to 
Belgrade to ask for arms. 

In 1981 the army was called in to put 
down riots in Kosovo, where Albanians 
were demanding a republic of their own 
within Yugoslavia. They were refused a re- 
public (the Serbs were too attached to 
Kosovo, an autonomous province of Serbia, 
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what destroyed Czechoslovakia’s democ- 
racy in 1939 was not its own stresses, but 
Hitler. It would take something equally 
nasty to destroy Czechoslovakia’s rena- 
scent and potentially robust democracy 
today. 

In Poland there was bitter rivalry be- 
tween Poles and other ethnic groups (Ger- 
mans, Ukrainians, Jews). But the division 
between the Poles themselves was even 
worse. On one side were those like Roman 
Dmowski, the leader of the National 
Democrats and a former deputy in the 
Duma in St Petersburg, who saw Ger- 





A sense of history in Budapes 


many as the main danger; on the other 
were the followers of Marshal Jozef Pilsud- 
ski, a former revolutionary Socialist asso- 
ciated with Germany and Austria in the 
1914-18 war, who regarded Russia as the 
main threat. 

The Poles were almost too democratic 
for their own good. Their system of pro- 
portional representation did not help sta- 
bility: in 1925 Poland had 92 registered 
parties, 25 of them with seats in the Sejm, 
the national parliament. A military coup 
by pro-Pilsudski forces in 1926 ushered in 
a period of authoritarian rule which lasted 
until Poland was attacked and dismem- 
bered by Nazi Germany and the Soviet 
Union in 1939. Poles today could argue 
over whether their main enemy (if indeed 
they have one) lies to the east or to the 








to let it go), but in practice Kosovo kept al- 
most as much autonomy as a fully-fledged re- 
public. It was Mr Milosevic's campaign to 
strip Kosovo of that autonomy and bring it 
back into Serbia that led first to strikes last 
year, then to a clampdown, and now to the 
worst unrest since 1981. 

Mr Milosevic blames the trouble on the 
western republics, Slovenia and Croatia, 
claiming that they are inciting the Albani- 


west, but their own fractionalism could | 
again turn out to be the biggest threat to | 
democracy. The communist party has al- 
ready split into pieces. How long before 
Solidarity does the same? 

Romania is sometimes said to have no 
experience of democracy. This is mislead- 
ing. True, its elite knew how to look after 
itself, through a powerful monarchy and 
the worst corruption in Eastern Europe. 
But the press was relatively free, and the 
influence of liberal ideas was strong in 
education and in cultural life. The Liberal 
and National Peasants’ parties did not 
have much power, but were influential 
enough even into the early 1940s (when 


Romania fell under German influence) to 
prevent the fascist Iron Guard from 


nians have toppled the dictatorship 
of one family, the emerging struggle 
is between those who want a return 
to the dictatorship of one class and 
those who favour full-blown 
democracy. 

Hungary resented the loss of 
67% of its pre-1918 territory and | 
5996 of its pre-1918 population to 
its neighbours. That bred nostalgia | 
for greater Hungary, which survives 
today. Parties existed, but parlia- 


miral Horthy. lts weakness was 
partly due to the divisions between | 
the two main forces of opposition | 
to Horthy's reactionary rule: the 
liberals (often Jewish, and often called 
"urbanists'") and the populists, who drew 
support from the countryside and part of 
the old gentry. The urbanist-populist di- -4 
vide has reappeared, as deep as ever, 
among the opponents of communism. 
Bulgaria's brief period of democracy 
under the charismatic peasant leader Al- 
exander Stambolisky ended with his mur- 
der and a coup in 1923. At that time it was 
one sort of nationalism—the desire to re- 


ment had no real clout under Ad- | 


conquer Macedonia—that was used to de- E 


stroy democracy. Now another sort—an- 
tipathy towards Bulgarian Turks—is 
being manipulated by people scared of de- 
mocracy's rebirth. 


History does not necessarily repeat it- È 


self. But it sometimes does a pretty good | 
job of imitation. 





ans so as to make it easier to break up Yugo- 


slavia. In fact it is Mr Milosevic's own tactics 
that have maddened the Albanians. A year 
ago he demanded and eventually won the 
powers (including the state of emergency) he 
claimed he needed to protect Kosovo's 
Serbs from alleged Albanian harassment. 
Special police detachments from Slovenia, 
Croatia and the other federal republics were 
assigned to the security forces in Kosovo 
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Violence spreads in Kosovo 


alongside those from Serbia. But Slovenia 
will not now be sending any more policemen 
to Kosovo to replace its men when they 
complete their tour of duty next week. Cro- 
atia is following suit. 

The Albanians have certainly drawn en- 
couragement from the democratic wave 
sweeping Eastern Europe. The so-called 
Democratic Alliance of Kosovo claims to 
have collected 150,000 signatures for a peti- 
tion demanding the restoration of human 





and political rights. It also calls for an end to 
trials like that against Mr Azem Vllasi, 
Kosovo's former party leader, and 13 other 
prominent Albanians accused of “counter- 
revolutionary activity". 

Is any compromise in sight? Albanian 
groups want to talk about democracy, but 
Serb demonstrators in Titograd and Bel- 
grade want the unrest squashed. This con- 
flict, like those in Northern Ireland or Azer- 
baijan, threatens to drag bloodily on. 





European Community 


Deepeners versus wideners 


FROM OUR BRUSSELS CORRESPONDENT 


Ore is about to be redesigned. Ger- 


man unification, democracy in Eastern 
Europe and the European Community’s sin- 
gle-market plans all make a redesign inev- 
itable. Countless discussions loom on the 
future shape of Europe. Among those al- 
ready planned for this year are: 

@ Talks due to start by early summer be- 
tween the European Community (Ec) and 
the six nations of the European Free Trade 
Association (EFTA), with the aim of creating 
a "European Economic Space". 

@ In the autumn a probable meeting in Paris 
of the 35-nation Conference on Security 
and Co-operation in Europe. On the agenda 
will be the future of the military alliances 
and President Mitterrand's vague idea of a 
European confederation. 

e In Rome in December a conference of EC 
governments to discuss new treaties for eco- 
nomic and monetary union (EMU)—and 
also, perhaps, constitutional reform. 

How should the European Community 
respond to the changes ahead, in particular 
to the prospect of a united Germany? There 
are two main schools of thought. One 
camp—the "deepeners" in Community 
short-hand—wants the present 12 EC coun- 
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tries to form a tighter union. The other 
camp—the "wideners"—thinks the Com- 
munity should open a membership drive in 
northern and Eastern Europe. 

Deepeners are strongest in France, Italy 
and at the European Commission. They do 
not see why upheaval in Eastern Europe 
should slow down Ec integration. They see 
the Europe of the 1990s as a set of concen- 
tric circles with the Ec at the centre, EFTA 
forming the next ring and the East Europe- 
ans as the outer circle. EFTA countries would 
get access to the single marker (though not 
decision-making powers), the easterners 
trade advantages and aid. Mr Jacques 
Delors, the commission's president and a 
leading deepener, would like the East Euro- 


peans to form their own organisation to ne- 
gotiate collectively with the Community— 
an idea apparently supported by Mr Vaclav 
Havel, the Czechoslovak president, who f 
vours some sort of link-up between Poland, 
Hungary and Czechoslovataa? , . j 

This tidy scheme seefhs to miss out Ger- 
many. Perhaps sensing the inevitable, Mr 
Delors now says East Germany could come 
in as a 13th member or, more likely, as part 
of a unified Germany. Deepeners stress that 
Germany is a special case, because the 
Treaty of Rome provides for East German 
membership. But Mr Delors’s special treat- 
ment for East Germany is also political: he 
wants support from West Germany on EMU. 

Europe-in-circles strikes those outside 
the core as stand-offish and clubby. The 
wideners find it unthinkable that rich West- 
ern Europe could for long turn its back on 
an ex-communist East. For the EC to offer 
simply aid, loans and association agreements 
will, on this view, do too little to succour c 
mocracy in Eastern Europe. Stifling 
doubts—were their economies ready? was 
12 too many?—the Community let in the 
ex-dictatorships of Greece (in 1981), Spain 
and Portugal (in 1986). A closed door to- 
wards Eastern Europe, the wideners argue, 
could encourage nationalism and intoler- 
ance there. 

It would be hard in practice, think the 
wideners, to isolate East Germany as a spe- 
cial case. If this Warsaw-pact member is eligi- 
ble, the argument against neutral countries 
such as Austria vanishes. Holland thinks 
that East Germany should not be allowed to 
queue-jump. Belgium, formerly a staunch 
opponent of Austrian membership, now 
supports it. Some smaller EC countries now 
favour a bigger club to dilute the relative 
strength of Germany. 

Most wideners accept (as deepeners 
fear) that the price of widening would be 
slower integration. It is hard to see a Co 
munity of 16 or 24 finding it easier than t 
present 1 2-member club to agree, say, to end 
frontier controls, create an economic and 
monetary union or form a common defence 
policy. However, widening and deepening 
are not always incompatible: the entry of 
Spain and Portugal did not stop the single- 
market project steaming ahead. Wideners 
accept that most of Eastern Europe will be 
too poor to join for some time. Some 
deepeners also recognise that the Commu- 
nity is unlikely to stick at 12 forever. 

If a bigger Community is inevitable, the 
deepeners hope to turn it to their advan- 
tage. A larger Community would seize up, 
they argue, without more majority-voting in 
the Council of Ministers and a stronger 
commission. So, although Mr Delors does 
not like the idea, he is preparing for a 
broader EC. He wants the coming inter-gov- 
ernmental conference to rewrite the Com- 
munity's constitution. 
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. 
uture-ple«s 
The ninth big inquest since 
1924 into a football disaster 
looked tougher than its for- 
bears: Lord Justice Taylor's re- 
port into the Hillsborough 
tragedy urged legal reforms to 
force clubs into treating spec- 
tators as customers, not pris- 
oners of war. The government 
backed his proposals, includ- 
ing a ban on open terraces— 
and no more talk of ID cards. 


Sir Geoffrey Howe, leader of 
the House of Commons, an- 
nounced that broadcasters are 
to be allowed more flexibility 
in televising Parliament: 
shots of MPs listening to them- 
selves being denounced will 
now be allowed. If there 
should ever happen to be a 
disruption, though, the cam- 
eras will still have to switch 


immediately to the Speaker. 


The government published its 
annual white paper on public 
spending: it is set to rise by 
896 in real terms over the next 
three years. The Treasury's 
plans assume, optimistically, 
that inflation will fall to 596 in 
1990-91, 312% in 1991-92 and 

. 396 in 1992-93. The white pa- 
per is the last of its kind: de- 
partmental annual reports will 
replace it next year. 





Source. Public Finance Foundation 
The white paper also con- 
firmed that public-sector pay 
rises peaked in the late 1980s 
at a higher level than private- 
sector pay rises, echoing ear- 
lier cyclical peaks seen in 1975 
and 1980. 


Changes needed 


Split the Forestry Commis- 
sion into a regulatory body 
and a separate state-forestry 
service, urged a report from 
the House of Commons agri- 
culture committee. It wants 
forestry grants to be used to 
encourage good management 
of existing woods and more 
planting of broadleaf trees: 
forestry, said the committee, 
could be the best use for sur- 
plus farm land. 


The Bar Council reported that 
many barristers’ chambers 
offering their pupils no salary 
have seen a decline in the 
quality of applicants. Barris- 
ters view the money offered by 
City solicitors “with disbelief 
and dismay”; but market 
forces will have to be let rip. 
The Council says up to 450 
pupils should get at least a ba- 
sic income—£6,000 a year. 


The agriculture ministry wants 
to turn the Milk Marketing 
Board into a voluntary co-op- 
erative. That would leave 
farmers free to sell their milk 
to whomever they pl 

The change will have to come 
with 1992, when Britain will 
have to allow in foreign milk. 
So the MMB is talking, secre- 
tively, in an operation code- 
named "Peter Rabbit”. 


THIS i$ GONG 
TO US 





A brace of Welsh 
weightlifters was disqualified 
from the Commonwealth 
games for taking drugs. The 
valleys rolled their eyes unto 
the hills, and the minister of 
sport, Colin Moynihan, flew 
to Auckland to press the case 
for random drugs testing. 


Taking stock 


The prime minister admitted 
that she had misled the House 
of Commons over allegations 
by Colin Wallace, a former 
army press officer, that MI5 
ran a dirty tricks campaign in 
Ulster. This revived specula- 
tion about other campaigns by 
MI5 against the Wilson gov- 
ernment. Mrs Thatcher said 
she was misinformed by the 
Ministry of Defence. 


There were casualties at St 
Thomas's Hospital when tem- 
peratures rose at a press con- 
ference for Dawn Griffiths 
and her baby daughter, re- 
united after the infant had 
been kidnapped for two 
weeks. The tabloids clam- 
oured for details, but Ms Grif- 
fiths had sold her story to one 
as an exclusive. For the rest, 
she stayed mum. 


The Meteorological Office 
congratulated itself for pre- 
dicting January 25th's severe 







storm across the south of Eng- 
land. Critics wondered why so - 
little had been said to warn of. 
the freak scale of the storm, — 

which killed 38 people. i 
Ordinary gales followed. 


The National Audit Office 
passed judgment on the gov- - 
ernment's inner-cities pro- — 
gramme (cost to the taxpayer 
this year: £3.5 billion). Some 
nice work, it said, but too 
many unco-ordinated strands 
and too little monitoring of 
cost-effectiveness. a 


An electrician whose shoddy — 
work killed a man was found 
guilty of manslaughter. SE 
Though he got onlya nine- 
month suspended sentence, 
the verdict has serious imp 
cations for ——— Bü 
whose negligence could en- 


danger life. 










































































































The government came out in 
favour of romance, witha — 
white paper suggesting ways 
that local authorities might — — 
make civil weddings more up 

lifting. 


The editor of the Sunday 
Times was awarded 
damages of just £1,000, and - 
Times Newspapers 60p, for an 
article by a former editor o 
the Sunday Telegraph. A we 
come break in the soaring 
trend of libel awards, but 
hardly a triumph for journali | 
tic standards. 


A woman track official at a 
greyhound stadium in Bristol _ 
was run down by the me- ad 
chanical hare as she attended | 

to its track. After this hare- 
racing experience, she was 
treated by a vet. 
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Portugal and the Challenge of 1992 


How prepared is Portugal for 1992? This in-depth special report was prepared specially for the Camões 
Center of Columbia University by Diana Smith, former Financial Times correspondent in Lisbon and long-time 
Portugal watcher. Portugal and the Challenge of 1992 constitutes the most comprehensive analysis available. 


Diana Smith places Portugal's prospects and problems in their European context. She examines specific 
problem areas, such as the public sector, national debt, bureaucracy, education, and labour relations, and also 
pinpoints growth areas and promising developments. 


Trenchant commentary on management, government leaders, and the performance of specific ministries is 
complemented with comprehensive statistics on foreign investment and privatisation prospects. Portugal and 
the Challenge of 1992 is essential reading for anyone with business interests in Portugal. 


"Diana Smith's candid style leaves nothing unbared. Portugal and the Challenge of 1992 offers keen insight 
into the recent past and an excellent foundation from which to project the political and industrial future of 


Portugal in the nineties. This document is ‘a must’ for anyone interested in the European Community." 
—Cynthia Muller 
J. P. Morgan 


"An excellent portrayal of Portugal's unique road to full European integration. Ms. Smith delivers a forceful 
prescription for Portugal's financial future, backed by a wealth of statistical detail and fascinating insights." 
—Barbara Cassidy 

Merrill Lynch 


"Diana Smith's Portugal and the Challenge of 1992 is essential reading for Portugal's leaders as well as for 
foreign observers. It is the best substantive, succinct monograph I have seen on Portugal's economy today." 
— Professor Douglas L. Wheeler 


Coordinator, International Conference Group on Portugal 


To obtain a copy of Portugal and the Challenge of 1992, send a cheque for $125.00, made out to “The 
Camões Center, Columbia University" to The Camões Center, Box 19, International Affairs Building, 
Columbia University, New York, New York 10027. 
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Best laid plans 
Asa spending, 1980-93 at 1990-91 prices [00.0] Total as % of Gor? 
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paper paper 
Planning total” Tinciudes debt interest and other adjustments not in “planning total" 


An untamed leviathan 


Thatcherism in the 1980s meant more public spending. Mrs Thatcher or 


her successors are 


N MARCH 1980 the recently-elected gov- 

ernment of Mrs Margaret Thatcher pre- 
sented its first detailed plans to jam the ever- 
clicking ratchet of ever-increasing public 
expenditure. Its aim was relatively modest— 
to reduce spending by about 3% in real 
terms over four years—but marked a clear 
change in direction from the outgoing La- 
bour government, which had been planning 

wal rises of around 2%. 

In practice, the first four years of the 
1980s saw not a fall but a rise in public 
spending—by just over 6% in real terms. 
Over the rest of the decade expenditure yo- 
yoed without showing any clear trend. But 
the government's plans for the first three 
years of the 1990s, published on January 
30th, confirm that the ratchet is still alive 
and clicking. Spending is expected to rise by 
8% by 1992-93. 

What has gone wrong? In terms of re- 
ducing the relative burden of public expen- 
diture on taxpayers, arguably nothing. By 
stemming the growth in its expenditure dur- 
ing the late 1980s, when the economy was 
growing quickly, the government cut spend- 
ing substantially as a proportion of GDP— 
from 46% to around 38%. 

That achievement was not unprece- 
dented: Labour cut the share from 48976 to 
4296 between 1975-76 and 1977-78, also 
from a level boosted by recession. But it was 





unlikely to reverse that trend in the present decade 


impressive in international terms: of the 
other six leading industrial economies, only 
Canada and West Germany have signifi- 
cantly reduced the public-spending share 
below its alltime peak, both by much less 
than Britain. Only two of the big seven, the 
Americans and the Japanese, now spend less 
of their income publicly than the British. In 
1980 the Canadians and Italians did too; in 
1970 so did the French and Germans. 

Nevertheless, the failure to stem the rise 
in the absolute volume of public expendi- 
ture is a bitter disappointment to the keen- 
est Thatcherites. If the ratchet has indeed 
been preserved, the happy combination in 
the late 1980s of falling tax rates and rising 
public-sector surpluses may prove an aberra- 
tion—destroyed in the 1990s by slower 
growth, the end of windfall revenues from 
privatisation and the growing burden of 
supporting the elderly. 

Why, then, did the Thatcherite mon- 
key-wrench not fix public spending as 
planned? Partly because reducing the size 
and scope of the state has not drastically cut 
its cost. There has been little change in the 
number of people employed directly by cen- 
tral and local government—about one-sixth 
of the workforce. Their pay grew by 17% in 
real terms during the 1980s, according to 
new estimates by the Public Finance Foun- 
dation. But private-sector pay grew faster— 
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by 2996. In the 1990s, when labour scarcit s 
will be strengthening their arm, pliblic-sec- 
tor workers will be pressing to catch up. 

The number of people working for 
nationalised industries halved between 19 80 
and 1987. The £3 billion being paid to them 
via subsidies in 1980 had by 1987 been cut 
to £300m; in 1988 state industries for the 
first time showed a surplus. But that surplus 
lasted only one year, and the remaining state 
firms are expected to run up annual deficits 
of £1.5 billion in 1991-93. 

Most trimming of public-spending pro 
grammes has been at the margin. Only hous- 
ing has been slashed, by 67% between 1979- 
80 and 1989-90. That saved £7 billion; 
about half as much was devoted to a 53% 
rise in spending on law and order. But the 
overwhelming influence on the public-ex 
penditure total comes from four big pro- 
grammes—social security, health, education 
and defence—which between them cos 
£123 billion, 70% of all spending. 


Social security . 

Welfare benefits are by far the biggest item. 
of government spending—costing over £50 
billion—and one of the hardest to control. 
In 1980 the new government thought it 
could cut their growth to below the inflatior 
rate within two years. In the event, over the 
government's first five years in office they 
grew 30% in real terms, fuelled by rising un- 
employment. After 1987 the total declined « 
slightly, as unemployment fell. But the one 
big reform of the 1980s, the 1986 Social Se- 
curity Act, did little to control the overall 
level. The social-security budget is still deter- 
mined largely by demographic and eco- 
nomic trends rather than go ent 
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Memory lane 
_ "THE Confederation of British Indus- 
: trys new quarterly survey of Brit- 
|| ain's manufacturers is the gloomiest for 
years. The cpi asked 1,277 companies 
| — for roughly half the coun- 
. try's manufacturing jobs and exports) 
_ whether they were more or less optimis- 
|| tic about the business outlook than four 
| months ago. Only 8% said they were 
. more cheerful; 37% said less. This nega- 
. tive balance of 2996 compares with one 
| of just 6% a year ago. It is the fastest de- 
cline in confidence since 1980. 
|. The Treasury can fairly argue that its 
| strategy for cutting inflation relies on re- 
~ ducing demand, and that this is bound to 
|| be painful. The survey shows that the 
| . medicine is working—and is, for the mo- 
. ment, sufficient. But a closer look at the 
. CBI's findings is hardly reassuring. 
Demand is falling, to be sure. A bal- 
of 16% of companies reported or- 
| ders below normal, and a balance of 5% 
. expects them to fall further. Big firms, 
those with more than 5,000 employees, 
seem to be suffering most. Falling de- 
mand is sure to lead to some mixture of 
- slower output growth and fewer jobs, on 
- the one hand, and a slower rate of infla- 
- tion, on the other. Mr Major fervently 
- hopes it will be more of the latter than 
| the former. The survey says otherwise. 
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ainly because of the phasing in of pensions 
ied to final earnings. If unemployment 
Starts to rise again, as forecast, so too will the 
cost of the dole. But one of the biggest rises 
vill result from government generosity: the 
social-security bill now in Parliament will 
greatly improve entitlements for sick and 
disabled people, who are expected to receive 
22.4 billion more in real terms by 1992.93. 
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Ministers have a ready answer to critics who 
say they neglect the national health service: 
eal spending on it rose bv more than 3096 
n the 1980s. Certainly the health needs of 
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A balance of 3796 of firms expects 
prices to rise over the next four months, 
compared with a balance of 1996 report- 
ing rises over the past four months. On 
the face of it, this suggests an accelera- 
tion of inflation. The Csi says this may 
reflect a blip of January price-list revi- 
sions. But companies are evidently deter- 
mined to pass on as much of the current 
rise in their costs as they can. 

A balance of 45% of the respondents, 
the highest for eight years, expects unit 
costs to rise over the next four months. If 
rising costs and prices meet falling de- 
mand, stagnant output and fewer jobs 
must be the result. A balance of just 1% 
of firms expects output to rise over the 
next four months (ie, the survey is saying 
that manufacturing growth has stopped); 
and a balance of 19% of firms expects 
employment to fall over the same period. 
In a word, stagflation. 

The only cheering part of the survey 
was the sharp rise in confidence about 
exports. Last October a balance of 2% of 

was "less optimistic" about the ex- 
port outlook; now a balance of 17% is 
"more optimistic". This sits plausibly 
alongside the news that the trade gap in 
December was smaller than expected, at 
£1.2 billion. But some of the rise in opti- 
mism may be a vote of "confidence" in 
Mr Major's willingness to let the pound 
slide against the D-mark. That too would 
augur ill for inflation. 


an aging population have risen too, as have 
the costs of modern medicine; there is no 
neutral way of measuring whether spending 
has kept pace. What can be measured is 
throughput: hospitals treated 2396 more in- 
patients and 1696 more out-patients in 1988 
than a decade before. 

A 9% real rise in health-spending pro- 
jected for the next three years will go dispro- 
portionately to family-practitioner services: 
demand for primary care is rising fastest, 
says the Department of Health. The Nus re- 
forms have no discernible effect on total 
spending in the present plans, beyond the 
£300m (1.596 of the health budget) allo- 


cated to their implementation. 


Education 


Demand for schooling dropped during the 
1980s with the declining number of chil- 
dren; the supply of schools and teachers 
dropped by less. Today the state supports 
one teacher for every 17 pupils, compared to 
one for every 19 in 1980. The training de- 
mands imposed by the national curriculum 
will make it difficult to go back to the higher 
ratio. So in the 1990s, when school-rolls will 
rise, expect more teachers and a bigger edu- 
cation bud 


How much bigger is hard to say: the gov- 
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ernment has drawn a veil across its plans for. 
this and other services run by local govern- 
ment. This year's public-spending paper no 
longer predicts total education spending 
more than a year ahead. What it does say is 
that the chunk controlled directly by the 
Department of Education, covering mainly 
polytechnics and universities, will grow t 
7.5% in real terms by 1992-93. Studer. 
numbers are forecast to rise 1096 by 1992, 
stabilise until 1995 and then grow again. 


Defence 


Mr Mikhail Gorbachev has made sure that 
there is at least one big item of British public 
expenditure for which demand could drop. 
But a peace dividend could be a long time 
coming. | 

The relatively modest rise and fall in de- 
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fence spending in the 1980s was not caused 
by any single factor—except perhaps the 
less red-blooded instincts of defence sec- 
retaries in the latter part of the decade. In 
the 1990s the modest rise will resume: the 
white paper points to a 3% real increase in 
the next three years. 

Britain’s replacement of its Polaris sub- 
marines with Trident is already causing a 
switch from conventional to nuclear forces; 
ministers are not inclined to jump too 
quickly on a bandwagon that might cut 
troops further. But by next summer the 
prime minister might be looking for a grand 
gesture which could be incorporated into 
the last pre-election spending round. Fewer 
guns, more butter might well fit the bill. 
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“Unlike me, my Rolex never needs a rest. 


Wherever his travels may take 
him, Placido Domingo takes a 
series of green bound books. Into 
these he writes his engagements 
three years ahead; such are the 
demands of the major Opera 
Houses of the world on the man 
acclaimed as possibly the greatest 
living tenor. 

Placido Domingo has commit- 
ted some eighty different operatic 
roles to memory. He believes this 
daunting repertoire is necessary to 
attract the widest possible audi- 
ence. For this is his ambition: to 
help more people, all over the 
world, enjoy and appreciate the 
music he loves. 

In recent years, Domingo has 


presented a live video perform- 
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ance of ‘La Boheme to an audi- 
ence outside Covent Garden. He 
provoked a rapturous ovation in 
China (until then, Chinese audi- 
ences seldom even applauded). 
And a legendary curtain call in 
Barcelona lasted one hour and 
fifty minutes. "It would have been 
easier, Placido has said, “to sing 
the opera all over again. 

Over and above this punish- 
ing schedule, Placido has sung 
many benefits, has been appointed 
President of the European Youth 
Opera, has appeared in films and 
videos, and has renewed his 
interest in conducting. 
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As a student at the Mexico 
City Conservatoire, this was his 
main study. Now Domingo can 
bring all the experience of his 
singing career to bear on his con- 
ducting. “The operatic conductor 
is like a Roman charioteer, he 
says. “He has a hundred horses 
on stage and a hundred horses in 
the pit. And he has to control 
them all.” 

To keep up with these ever- 
increasing demands on his time 
Placido Domingo, the Ambassador 
of ra, relies on his Rolex. "This 
watch is perfect for me, he says, 


"because, unlike me, it never needs 


a rest. You could say its 
one of my favourite 
instruments. 
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There’s Some thing about us 
we just cant hide . 


Why should we ? 
Sari fanfic Jakarta is a very friendly hotel . 
Who else would send someone Yo wait for 
you at the airport in a green jacket with 
a pink. heart ? 

Thats how heartwarming we can be. 
We fake care of you. Whether youve on 
business or holiday, youl! enjoy Cur Warm 
friendly Service, happy atmosphere, anol 

food thats too good ?o be frue. 

After all, ifs not easy fo hide a horel 

with heart. ls it? 





JALAN M.H. THAMRIN, P.O. BOX 3138, JAKARTA 10340, INDONESIA. 
TEL: (21) 323-707, TELEX: 44514 SARIPA IA, FAX: (21) 323-650 


For reservations: Sydney (02) 264-1122 Tokyo (03) 214-3001 Osaka (06) 227-1347 Hong Kong (5) 891-5720 Singapore (65) 339-4688 London 
(UK and Europe) (01) 491-3812 Vancouver (604) 662-3224 USA (Nation-wide) (800) 663-1515 Golden Tulip International UTELL International Horis Swissair 
Lufthansa Hotcl Reservation System 29 PAN PACIFIC HOTELS An Ocean of Hospitality 




















Independent television producers 


Thatcherites of the 






ith the 
can 
that their t will 


ALK into Soho’s Groucho club on 

any weekday evening and you will see 

a collection of ambitious young men and 
women earnestly discussing their 
“projects”, the appalling prices of designer 
clothes and second homes in Shropshire. It 
is a pound to a peanut that they will be mak- 
ing their money in the independent televi- 
sion business. Though they would drown in 
their Mexican lagers rather than admit it, 
they are Thatcher’s children through and 
through: beneficiaries of—and storm-troop- 
ers for—her relentless attacks on the BBC 

ind ITV networks. 

In the space of just ten years an infant 
£150m industry has taken root. Now it has 
to grow up. For all the prosperity of its 
young stars, it remains a cottage industry, 
producing a mere 2,500 hours-worth of tele- 
vision a year—or less than 10% of Britain's 
total television output. (In contrast nearly 
all the programmes shown on America’s 





day is coming. 


small screen 


in retreat and rrv companies panicking about whether they 
eir franchises, many independent television producers 
| . Eventually 


lieve 


three networks are made by big indepen- 
dent studios.) Channel 4, the only British 
station that acts as an American-style pub- 
lisher rather than a producer-broadcaster, 
accounts for 1,700 hours of the 2,500 total. 
Nearly all the programmes put out by 

the BBCI, BBC2 and ITV networks are Gf 
produced in-house. 


This is set to change, along with 
so much else in the broadcasting 
world. The omens are encourag- 

ing for the independents, less so 

for the BBC and ITV: Tk 

e The broadcasting bill now — d P, 
before Parliament will force 1 APA ! 
the BBC and ITV to seek 2596 s 

of their original programming 

from independent producers. This means 
that each will have to commission 1,200- 
1.500 hours a year. The bill also prepares the 
way for an auction of the Tv network's fran- 
chises in 1991. Despite various quality hur- 





Football's cash call 


I JUSTICE TAYLOR S report on 
the Hillsborough disaster, published 
on January 29th, gives the Football 
League's 92 clubs until 1999 to put seats 
in all their stadiums. That could cost 
£130m; most of the clubs are already on 
their uppers. How can they afford it? 
Not, as the prime minister suggested re- 
cently in the House of Commons, by cut- 
ting back on the £70m they spent last 
year buying players from each other. 
High transfer fees help keep some clubs 
in the black. 

Million-pound players are affordable 
only to a handful of top clubs, awash 
with the big television fees and buoyant 
gate revenues that their fame brings 
them. To remain top clubs, they buy the 
best players from lesser teams. That 
helps spread revenues in a business 
where few clubs make a profit before 
transfers. In effect, clubs that make a 
profit out of transfers act as a training 
ground for top players; transfer fees pay 
them for the service. 

Alas, this redistribution operates un- 
evenly. The Football League estimates 
that of the net £11m transferred from 
the first division to the other three, half 
went to the second. And a further £23m 
of the money spent by first-division clubs 
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remains in that division. So the biggest 
winners are clubs like Norwich City, 
which in 1987-88 turned a £253,000 
trading loss into a £167,000 profit after 
transfer income, and Southampton, 
which turned a £66,000 loss into a 
£390,000 profit. In a survey by 1cc Busi- 
ness Ratios, only five clubs in the bottom 
two divisions earned transfer income 
above £100,000 in 1987-88—and two of 
those still ended in the red. 

The future of the 48 clubs in the 
lower divisions looks grim. They make 
one-fifth as much as first-division clubs 
on match receipts, and one-twelfth as 
much from television. They spend barely 
one-quarter as much on their players’ sal- 
aries and most still make a loss. Unless 
new money for all-seater stadiums comes 
from some external source—such as the 
football pools—many teams will have to 
merge or fold. 

In some cases that may be no bad 
thing. But standing to watch a game 
among the 1,600 die-hards at Halifax 
Town each Saturday is a far chant from 
joining a heated FA cup semi-final crowd 
of 50,000. It seems a shame that Lord Jus- 
tice Taylor’s otherwise excellent report 
chose to treat both pastimes as equally 
dangerous. 
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dles, the leanest and meanest operations are 
likely to win. That should mean more pub- — 
lisher-broadcasters and fewer overhead- 
heavy producer-broadcasters. 
e On January 23rd British Satellite Broad- 
casting announced that it will begin trans- — 
mitting by the end of April. It will probably 
spend £50m a year on independent produc- 
tions. Sky Television, Mr Rupert Murdoch's. 
rival satellite station, will probably have to 
spend more on British programmes too. — 
e On January 26th the BBC announced cuts - 
to save £75m a year. More will have to 





































fol 
low as the BBC fills up its quota of indepeng, 
dent productions, which it already blames 
for 600 job losses over the past two years. 
An internal review of the first 200 hours of 
independent production bought by the cor - 
poration has challenged conventional 
broadcasting wisdom by saying that it would 
have been cheaper to produce the goods in- 
house. Now an accountancy firm, Ernst & 
Young, is doing a fuller study. Whatever it 
says, Mrs Thatcher wants the BBC to lose 
more weight. A 


One man and his video p 
So will Britain produce the type of vib rant 
independent television industry that Amer- 
ica has? Not in the short term. Most of the 
independents are too quaint and craftlike: - 
only 30 had a turnover of more than £Im 
last year. Of the 13 companies that received - 
£1m of business from Channel 4 in 1987, - 
only six were in a similar position two years” 
later. In 1989 the typical independent pro- 
duced just 3.4 hours of television for Chan- 
nel 4. The industry has grown because more ` 
one-man-and-a-video-camera outfits have ~ 
set themselves up. J— 
The economics of independent produc- — 
tion favours the minnow rather than the — 
57 ae 
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y to set up permanent production houses 
we a harder time. Their costs are much 
igher—perhaps £500,000 a year for an of- 
€ in Soho with permanent production 
aff. And, oddly, the broadcasters penalise 
e rather than reward it. (The indepen- 
ents claim that this is a deliberate policy. 
“hannel 4 typically pays out only a 10% 
roduction margin to a bigger company, 
sapped at £125,000—as opposed to 15% to 
he single entrepreneur—and expects the 
ompany to take more of the risk.) 

As a result, few independent companies 
ake even £100,000 a year. Such miserly 
‘ofits make it difficult to grow or to hire 
xod staff. While a talented small indepen- 
nt producer might be able to clear 
30,000 a year, salaries at the big indepen- 
nts are closer to £40,000. And the bigger 
lependents cannot offer any greater job 
curity because few of them have produc- 
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able but survivable returns: the big question 
is what happens after that.” 


One day, one day... 


In the longer term some form of more ro- 
bust independent industry will emerge. The 
chief reason is that the balance of power be- 
tween the broadcasters and the producers 
will change. At present the broadcasters can 
effectively control the nature of production 
because, like the American networks in 
their heyday, they are “the only game in 
town”. As Britain follows America towards 
a multichannel system, the power will lie 
with whoever owns the programme rights. 

Some of the bigger British independents 
are already beginning to ask for a bigger 
share of those rights from the broadcasters. 
One catalyst for change may be any ITV com- 
pany that loses its franchise in the auction 
and continues as a programme-producer. 
Just as an example, London Weekend Tele- 

vision would be foolish to surrender 
the rights to its hit game show “Blind 
Date”. 

The obvious way for the bigger 
independent producers to try to 
loosen the shackles of the BBC and 
ITV is to team up with a foreign televi- 
: sion distributor. Paramount re- 
j'y cently bought a 49% stake in 























on contracts that last longer than a year. 
is leaves them hanging on the goodwill of 
? four networks. 

In America, television is a normal enter- 
inment business, subject to the same rules 
films or records. The studios produce 
ough television shows to make sure that 
few hits pay for the zillions of duds. Both 
judged by the viewer's response: shows 
t flop on the commissioning network 
ke no money from the allimportant 
its to after-sales. In Britain the risks and 
'ewards are less, and the “market” is the 
nmissioning editor. 

n effect, the British independent pro- 
cers are woven into the Reithian broad- 
ting establishment—part of what one 
merican calls the “eat-your-vegetables” 
gade—where the broadcasters claim the 
ht to be able to give the public what they 
ink it should have. Making money on a 
ind scale (ie, enough to be able to build a 
| production house) is frowned upon. 
Indeed, one view of the future; a night- 
ire for the more aggressive independents, 
that no big British independent producer 
ill emerge. As one of the bigger indepen- 
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» the biggest British independent, 
j Zenith, the maker of "Inspector 
Morse" (the rest is owned by 
Carlton Communications). Para- 
mount's distribution arm, one of 
the most powerful in America, will 
"package" Zenith products with its 
own. In contrast, ITV and BBC sales- 
men are treated with scorn by many 
in New York and Hollywood. Only a hand- 
ful of British productions have ever been 
shown on the three main networks. 

Who then will be the British market 
leaders? Any one of the dozen or so biggest 
independents has a chance. The winners 
will need two talents: first, the ability to pro- 
duce a range of programmes efficiently (only 
a few have passed this stage); second, the 
ability to put together production packages 
that allow them to keep the rights (a deal, 
say, where the cost is covered by the BBC, 
TFl and NBC, and where the producer re- 
tains the rights to other markets). 

If America is anything to go by, the stars 
will rule. British stars and writers currently 
working for the BBC and iTv will discover 
that the way to make really big money is to 
have a stake in the productions that they 
make so popular. Already one independent, 
Alomo, has attracted two of Britain's best 
comedy writers, lan Le Frenais and Dick 
Clement. The day may not be far away when 
the credits end with "A Terry Wogan Pro- 

uction in association with xvz Indy Ltd for 
the BBC". 
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TV. 


Mc. people at some time or 
other have fantagised about 
making a television prog# : 
how does the economics work? Imag- 
ine that you are a competent 
teleperson with a lifelong interest in 
French food. You spend around 
£4,000 researching two one-hour 
long films on the great dishes of Bur- 
gundy. Eventually, Channel 4 awards 
you a six-month contract worth 
£150,000. Your life's dream is ful- 
filled but what about your wallet? 

The deal with Channel 4 involves 
a trade-off. You hand over all the 
rights to ownership of the final pro- 
gramme; in return, they allow you a 
handy "production margin” of 15% 
(or £22,500). You also receive a pro- 
ducer’s fee of £30,000. If the pro- 
gramme costs less than budget you 
reap some of the benefits. But you 

pay part of any overrun. 

Channel 4 might allow you £3,000 
in office expenses and £5,000 for of- 
fice rent. Your first task is to hire a 
researcher, who doubles as your per- 
sonal assistant. Shooting the film will 
take a month with a crew of five peo- 
ple: the cost per day is £1,000. The 
travel bill will be £4,500. You need a 
book-keeper to prepare the accounts, 
and a presenter, who will have to put 
in six weeks’ work. And then the 15 
hours of videotape you produce has 
to be cut down to two hours. 

For the sake of argument, imagine 
that your final costs match those in 
the table. You personally end up with 
around £50,000 for six months’ 
work. Easy money? Remember the 
umpteen projects that Channel 4 re- 
jected and the risks you ran of over- 
shooting on costs. Still, it may just be 
time to start talking to estate agents in 
Shropshire about that second home. 


Revenue—contract 
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| QHORTLY before Christmas, the elev- 
| Wrenth postwar Tory chancellor, Mr 
|| John Major, was told privately that cabi- 
. net colleagues had little idea where on the 
| Tory spectrum he really stood—genuine 
| Thatcherite radical or consensus-minded 
| liberal? Did he take umbrage? He did not. 
| He smiled and murmured: “Oh, good". 
| One hundred days or so into his chan- 
| . cellorship, Mr Major puzzles Tory opin- 
| 








































. jon as much as ever. Is he a brilliantly as- 

tute, classless, leader-in-waiting for the 
.. 1990s? Or is he merely a grey, able admin- 
. istrator, suited to soothing over-excited 
"markets but without the personality to 
| succeed Mrs Margaret Thatcher? Unlike 
|| his potential rivals, such as Mr Chris Pat- 
. ten or Mr Kenneth Clarke, he has care- 
.. fully avoided giving himself a hard-edged 
|. political profile. His is a mixture of views: 
| Thatcherite on economics, liberal on so- 
| cial issues. “Wherever the mainstream 
. happens to be, you'll find John swimming 
| alongin the middle," says one veteran MP. 
| This has led to some unfortunate mis- 
|| understandings. Right-wingers who be- 
|| lieved he had signed up as a Thatcherite 
| Praetorian guard have been angered by 
|| his recent comments on the desirability of 
. British membership of the European ex- 
change-rate mechanism, and his liberal 
J views on immigration. Eager not to of- 
| fend, he has offended some who find his 
|| inoffensiveness “slippery”. 

| In fact, with a sharp eye on the likely 
direction of the Tory mainstream in the 
1990s—Thatcherite on economics, liberal 
. on social issues—Mr Major is breast- 
_ stroking quietly in mid-current. 

. His main appeal to Conservatives is 
| never likely to be ideological. Rather, it 

rests on his formidable reputation for the 
. calm, efficient despatch of government 
_ business—as exemplified by his spell as 

chief secretary to the Treasury. 

. He has another asset. All those who 
work with him—civil servants, MPs and 
even journalists—agree that Mr Major is 
indeed a fully-paid-up member of the hu- 
man race: unfailingly courteous, sympa- 
thetic, trouble-taking. This does not make 
- him unique in politics; merely unusual. 

_ But it was his safe pair of hands, not 
. his smile, that won him his latest promo- 
. tion. In some ways, this was ironic: an 
. end-ofterm report from the feline world 
of the Foreign Office, where he spent 
three months before becoming chancel- 
lor, would not have been gushingly 
congratulatory. 
| . Ancien régime diplomats were pained 
| by Mr Major's shirt-sleeved informality 
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Beyond the budget box 


with overseas visitors. They resented his 
reorganisation of the FO, giving junior 
ministers more authority. There was mut- 
tered criticism of his (frankly acknowl 
edged) lack of understanding of foreign af- 
fairs. But the feelings were mutual. 
According to friends he was not over-im- 
pressed by the diplomats, either. 
Catapulted into his current job by the 
Lawson resignation last October, he was 





The trumpeted Mr Major 


quickly reminded by another set of man- 
darins that his earlier duties in the Trea- 
sury were no real preparation for the top 
job. He sweated blood over his first speech 
as chancellor, made in Northampton on 
October 27th. Treasury officials rewrote 
some key passages, while Mr Major in- 
sisted they had to appear in his own 
phrases—gruelling for all concerned. 

But Mr Major is no softy. He estab- 
lished his personal authority shortly after- 
wards, when the Treasury men informed 
him at a tense meeting that he would have 
to raise interest rates immediately to shore 
up the pound. The new chancellor, with 
Mrs Thatcher’s personal backing, refused. 
The Bank of England was told to let it be 
known that it was lending to the money 
markets at 15%. So far, by letting the 
pound slide against the D-mark but not 
the dollar, Mr Major’s gamble has paid 
off: there has been no sterling slump. In 
trade-weighted terms, the pound is now 
just 1.3% lower than it was on his first day 
as chancellor. 

Inside the Treasury, feelings about Mr 
Major are now warm. course, some 
bruisers miss their bouts of intellectual 
judo with Mr Lawson and are nostalgic for 
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the adrenalin-pumping xà of Treasury 


rebellion against Number Ten. But others 
feel appreciated and listened to By Mr Ma- 
jor in a way they never Wmegeabv th 
sharper, more arrogant "Black Niger” 

Some old Treasury hands have been 
alarmed by sterling's slide against the D- 
mark. The budget, they say, will reveal 
how far, if at all, Mr Major is prepared to 
act independently of the prime minister; a 
higher threshold for mortgage-interest tax 
relief to bail out agonised home-owners, 
as she would like, would set alarm-bells 
ringing. 

Outside the Treasury, the Tory 
backbenches are content with a chancel- 
lor who deliberately blurs too-exciting 
controversies over exchange-rate policy. 
“A faceless, grey technocrat—just what 
we need" and "he's done what's required 
but without the buccaneering and the ver- 
bal pyrotechnics" are typical comments 
from ungrateful Tory foot-soldiers, among 
whom Mr Lawson’s post-resignation 
reputation continues to slide. 


Safety first 
Mr John Biffen, the former leader of the 


Commons and now one of its shrewdest 
purveyors of home-spun truth, takes the 
Major-as-tortoise argument further. He 
says of the chancellor: "He is developing 
the qualities of Stanley Baldwin, which is 
precisely what the Tory party now needs.” 

The Baldwin parallel is an interesting 
one: that "safety first" prime minister of 
the interwar period also rose through the 
Treasury and was also brought into the 
cabinet as a low-profile, dependable do-er. 
He went on, however, to help smash the 
Lloyd George-led coalition, then to win 
the premiership ahead of the stunned 
Lord Curzon. 

Baldwin offered the Tories a period of 
unexciting, stolid leadership. After the ex- 
citements of the Thatcher era, some se- 
nior Tories believe the party, aided by 
Boundary-Commission changes in the 
mid-1990s, now has an opportunity to 
plan for at least another decade of power. 
They think the Conservatives have the 
dizzy prospect of turning themselves int 
a sort of one-party democracy, analogo: 
to the Swedish Social Democrats or t' 
Japanese Liberal Democrats. 

To establish this kind of political h 
mony, the argument runs, the | 
Thatcher Tories will need a Baldwine 
leader, ready to think far ahead anı 
side over a broad church party. Fa 
Perhaps. But ponder on this: Mr 
has himself been impressing on co' 
the need to start planning ahea 
for at least a decade more of Tor 
It all sounds most un-grey. 
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Peter Cohen, a brash 43-year- 
old who ran Shearson Leh- 
man Hutton, Wall Street's 
second-largest securities firm, 
was replaced by Howard Clark 
from American Express, its 
disillusioned parent. At the 
same time, Shearson dropped 
its public share offer; that still 
leaves Amex with 61% of the 
investment bank, 


Moody's, a big credit-rating 
agency, lowered its ratings on 
some of the $19.5 billion debt 
owed by RJR Nabisco, a food 
and tobacco group which in 
1989 went through a $25 bil- 
lion leveraged buy-out. Junk- 
bond dealers and arbitragers 
suffered as confidence in take- 
over shares vanished. To 

make matters worse, Sea Con- 
tainers, a big junk issuer, de- 
layed.its plans to buy two ship- 
ping companies. 


The Bush administration re- 
vealed, in a 1,500 page docu- 
ment, its pro to halve 
America's federal budget 
deficit of $124 billion by fiscal 
1991. No major new taxes are 
to be introduced, and a cam- 
paign has been launched to 
cut capital-gains tax. 


Abe Goldberg, a troubled 
Australian investor and tex- 
tiles magnate, saw two of his 
firms go into receivership. 


Walter Connolly resigned as 
chairman of Boston-based 
Bank of New England. The 
bank, which is suffering from 
bust property loans, sold its 
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credit-card business to 


Citicorp for $828m. 


Swedish bank employees 
downed rubber stamps in 
search of a pay rise. Italian 
television and print jour- 
nalists held a 24-hour strike 
in support of legislation to 
limit the concentration of me- 
dia ownership in Italy after 
Silvio Berlusconi took control 
of Mondadori, Italy's largest 
publishing group. And 60,000 
Malaysian plantation work- 
ers began an indefinite strike. 
They want more pay. 


The World Bank proposed to 
make its first loans to China 
since the Tiananmen Square 
massacre last June. 


Movers, shakers 


Blue Arrow is to shift its 
headquarters to America and 
rename itself Manpower, the 
company it took over in 1987. 
The born-again employment 
agency will start with a net 
yearly loss of over $1 billion, 
after big write-offs. 





CBS, now owned by Japan's 
Sony, took a 1596 stake, worth 
£350,000 ($590,000) in Re- 
naissance Films, a company 
founded with £20,000 by 
Kenneth Branagh, a British 
actor. So far the only film pro- 
duced by the company is an 
award-winning version of 


Henry V. 


Deutsche Bank, West Ger- 
many's biggest bank, plans to 
raise $1 billion through a 
rights issue, which would top 


‘BUSINESS THIS WEEK 


up its capital after the pur- 
chase of Morgan Grenfell, a 
British merchant bank. Deut- 
sche also has plans to expand 
in Eastern Europe. 


The Bank of England pub- 
lished its new "matrix", 
recommending that the aver- 
age level of provisions British 
banks should make for their 
third-world loan exposure 
should rise from 3596 to 5096. 
* are already higher than 
that. 





Headhunting is now a popu- 
lar method of recruitment in 
Europe. Last year Switzer- 
land’s Egon Zehnder topped 
the European league of search 
firms with revenues of $55m. 
However, according to a sur- 
vey by The Economist Publi- 
cations, companies still 

that headhunting fails more 
than 40% of the time. 


R&D 


A committee of America’s 
Food and Drug Administra- 
tion recommended that AZT, 
Wellcome’s anti-AIDS drug, 
should be made available to 
most sufferers of the disease. 


AT&T's Bell Laboratories an- 
nounced a breakthrough in 
the race to develop super-fast 
computers using lasers rather 
than electrical charges. 


Ups, downs 


The dollar jumped and Amer- 
ican treasury bonds made 
gains on a report that Mikhail 



















































Gorbachev might step down _ 
as leader of the Soviet Union's 
Communist party. Sanity was — 
restored when Mr Gorbachev | 
denied the report. A sign of | 
true change: the first time a 
Soviet leader has spoken to 
steady world financial 
markets? 


Canada’s Inco and Falcon- — 
bridge, two big nickel produc- 
ers, said they are to cut pro- — 
duction. Nickel prices have 
slumped by nearly 70% over — 
the past year. í 


Soviet farm output rose bya 
mere 296 to 475 billion rou- | 
bles ($800 billion) during | 
1989, despite incentives to pay — 
farmers in hard currency for — 

exportable surpluses. d 


Buyers, sellers 


A South Korean delegation | 
is to go to Americaona .— — 
$300m spending spree to buy - 
car and aircraft parts in an at- 
tempt to reduce the country’s 
$4.2 billion trade surplus with 
America. | 
Yet more good news forthe — f 
world's three biggest aero- 
space companies: Interna- 
pnta —— ordered 

illion-worth of passenger 
aircraft from Boeing, McDon- 
nell Douglas and Airbus 


Industrie. 


| 


Still ticking away, Swiss 
watchmakers in 1989 pro- 
duced half the world output, - 
worth $8.5 billion, of watches 
and their movements. Still 
sweet, Swiss chocolate mak- 
ers saw sales in 1989 increase — 
by 6% to $719m. 

























































uxo tuc: (SEMPER DEM UV CV Aqu gm gruss gittis 











e 











— — 
BET 












OE 


















Tem 


























































EAKED just before the opening of Amer- 
Ly ica's budget debate, a survey by the Na- 
tional Science Foundation splashed on to 
the country's front pages. It estimates that 
last year, for the first time in 14 years, corpo- 
e spending on research and development 
. dfallen in real terms. Like Chicken Little, 
lobbyists rushed on to television to 
announce the end of American 
competitiveness—a situation f T d 
that could be remedied only by | / 
more government support forbig \ q 
research projects. Unfortunately, 
this prescription flies in the 
face of the biggest changes 
that occurred in America’s 
R&D in the 1980s. More gov- 
etnment spending could 
well make things worse, not 
better. 
7 Declines in spending on R&D are - 
-rarely good news. But simply boosting 
spending is no panacea either. From 1980 to 
1985 American industry went on an R&D 
spree, with few big successes to show for it. 
Underlying the rise and fall of total spend- 
ing, however, is a trend for R&D to 
move out of the corporate ivory 


ch 










rising trend to emerge 
ecade. Small compa- 
d their share of 







According t the National Science 
Foundation, in-1980 companies 
with fewer than 500 employ- 


of the $31 billion (at current 
prices) which American 
companies spent on R&D— 
~. about the same share of R&D 
. spending as they held in 1960. By 
1987 (the latest year for which fig- 
-. utes are available), small companies' share 
~~ of America’s corporate spending on R&D 


had climbed to 12% of $65 billion. 
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American companies’ research and development spending is 
_ sagging. This has caused much alarm. It may actually be good news 
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ees accounted for about 6%. 


Better, small firms achieved this growth _ 


with their own money. Government subsi- 
dies for R&D spending at the biggest compa- 


nies (ie, those with more than 25,000 em- 


ployees) climbed faster than the companies’ 
own spending in the 1980s—until, in 1987, 
the taxpayer spent $3 at big-company labs 

for every $4 the companies spent them- 


“~~ selves. In contrast, the government's 


p oa share of small-company R&D: 
CN * LES, fell to less than $1 for each $5 


spent by the companies. 





4 / pany R&D challenges some of the 
^. basic assumptions underlying wor- 


Proponents of government-backed 
research consortia argue that today's - 
most useful research projects have be- 
come too big for any single firm to 
take on by itself. They point to the 
government-sponsored industry- 
wide R&D projects enthusiastically. 
embraced by Japan's electronics gi- 
ants, to show how combinations of big 
firms and government can bring big suc- ._- 
cess. But if economies of scale really do make 
bigger more beautiful in R&D, why do Amer- 
ica's corporate Lilliputians keep doing so 
much more of it? 

Part of the explanation is that American 
small companies can draw on basic research 
done at universities. Japan's universities do 
not pursue basic research; so big companies 


and government must often band together . 


to do it. America’s micro-innovators also 
seem to be better at bringing the fruits of the 
laboratory to market. Studies undertaken in 
the early 1980s by America's Small Business 
Administration found that small firms pro- 
duced more than twice as many innovations 
per employee as big ones. Computer soft- 
ware and biotechnology are dominated by 
innovative small firms. Even in electron- 
ics—the most embattled of America's high- 
tech industries—the death of the small firm 
seems much exaggerated. | 
Unlike their smaller compatriots—and 
their big Japanese rivals—America’s big 


firms have let some of their best innovations 
slip away between lab and market. À classic 


The growth of small-com-. 
ries about America’s competitiveness. igs 
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example is Xerox, vhich invented 


puter—only to fumble as 
cialised it. To avoid repeatin 
many big companies, i ing. 
reducing their reliance on big proje 
centralised labs. ELM 
At most big firms, research on 
products is being pushed out of cosy 
tories and into operating companies 
it can best benefit from feedback fror 
tomers and the shop floor. Xerox, fo 
also pushes non-core technologies q 
out of the laboratory and into sma 
nies. lt has recently helped to set uj 
taken minority stakes in, new compan 


gen 






Federal money 
to companies 






ploit many of the technologies which Xe- 
x itself cannot, or does not want to, bring 
kly to market. 
The danger of big firms’ new-found ap- 
te for commercialising R&D is that basic 
arch will be neglected. Indeed, big firms 
> reason to be sceptical of basic research. 
rd to make money from it. AT&T's 
on of the transistor mav have been 
an technological triumph, but it 
ot make a bundle of money for AT&T. 
has iBM's Nobel-prize-winning discov- 
of higher-temperature superconductors 
lised its competitive position. 
-The good news is that many. companies 
1 to be responding to this challenge by 
ng some basic research out of their own 
ibs and putting it where it will do most 
d—in the universities. IBM, for example, 
s joined with rival AT&T to support a 
ongterm research project into super- 
onductivity at the Massachusetts Institute 
f Technology. Overall, the share of wrt's 
esearch financed by industry has doubled 
he 1980s, from about 8% to over 15%. 
-better, say the university's adminis- 
$, companies have become more will- 
'£ to provide long-term commitments and 
support the free flow of ideas and people 
university to industry and back again. 
The less-good news, however, is that 
ernment support for basic research in 
ities has not everywhere kept pace 
industry's growing enthusiasm. 
h government spending on R&D grew 
rt of President Reagan's defence build- 
most of that money was tied up in spe- 
submarines, missiles, death-rays or 
- projects. In 1990 the defence-depart- 
budget accounted for two-thirds of 
ment spending on R&D; only 296 of 
as earmarked for basic research. 
ernment. support for commercial 
D consortia such as Sematech (for chips) 
‘shifts subsidies from submarines to 
ductors, with little benefit for basic 
h. More consortia would neither im- 
lucation. nor reduce the interest- 
osting federal budget deficit. Instead 





Japanese will cease to be big in 
the DRAM market. But for the 


been a fleeting episode in the 










































of encouraging the heartening trends in 
R&D, consortia refill the troughs of big-com- 
pany lobbyists. 

As Mr Robert Reich argues in the latest 
Harvard Business Review, consortia which 
discriminate against foreign-owned firms— 
which is exactly what most are designed to 
do—might not even provide Americans 
with better jobs. In many high-tech indus- 
tries, hé argues, it is foreign firms who are 
investing most in American production and 
research facilities, while American firms are 
moving abroad. Rather than trying to freeze 
out foreign companies, better to educate 
Americans to design better mousetraps, and 
then let the world. . . 


— 





| Memory chips 


One world 


PRE and love, wherever you are. Intel 
L has done it with NMB, and Siemens has 
done it with BM. Just as, a little while back, 
sGs-Thomson did it with Oki, Texas Instru- 
ments with Hitachi, and Motorola with 
Toshiba. Everywhere, big chipmakers have 
joined up with foreign rivals to design, make 
or sell the chips called dynamic random-ac- 
cess memories (DRAMs). 

American and European techno-nation- 
alists have long been obsessed 
with Japan's control over the 
supply of DRAMs, an essential 
component of most sophisti- 
cated electronic gadgets. But 
the growing list of interna- 
tional marriages makes fears of 
the extortionate Japanese seem 
increasingly out of date. 


Nobody thinks that the 


first time it looks as if Japan's 
domination of the market at 
the end of the 1980s may have 












why Japanese chipmaket 
eign partners rather than 
compatriots. . 

Regardless of popular wisdom, Japan 
companies are often far | 
about winning against their apa- 
nese competitors than in hammering feeble 
American rivals. Even in Japan upstarts are 
challenging the industry leaders. 

e most recent cross-border deal to be 
struck is between Intel of California and 
NMB, a subsidiary of Japan's largest maker of 
miniature ball bearings, Minebea. NMB is a 
newcomer to DRAM production and the 
company has had trouble marketing and 
distributing its high-quality chips. NMB 
needed a partner to reach its customers. 
Who better than Intel, America's largest in- 
dependent chipmaker? | | 

In exchange, Intel, which quit the DRAM 
market during the semiconductor recession. 
in 1985, has gained exclusive rights to s 
NMB's memory chips, cushioning the cor. 
pany and its American customers against 
shortages of DRAMs even if Japan’s biggest 
DRAM producers cut back output. | 

Challenges to the hegemony of Japan's 
biggest chipmakers are also coming from 
South Korean companies. Samsung, Lucky 
Goldstar and Hyundai have been piling on 
capacity. According to Dataquest, sales of 
Korean-made DRAMs grew by almost 80% 
between 1988 and 1989 while the market 
grew by 36%. Samsung’s DRAM sales almost 
quadrupled, to over $1 billion between 1987 
and 1989. 

All this extra DRAM capacity has pushed 
down the price of memory chips spectacu- 
larly (see chart). The biggest Japanese pro- 
ducers have two options: leave their new 
competitors behind by leaping ahead to the 
next generation of DRAMs or make more 
valuable chips such as microprocessors, 
whose price is less volatile. 

Neither strategy will be easy to pull o 
American companies have a strong edge in 
microprocessors (one reason why Toshiba 
was willing to swap its DRAM technology for 
access to some of Motorola's micro- 
processor knowhow). Leaping ahead to the 
next generation of DRAMs will be colossally 

expensive. Designing and man- 
ufacturing the new four-mega- 
bit DRAM will cost each com- 
pany some $2 billion. The cost 
for each succeeding generation 
could almost double, while the 
period between generations 
will shrink to three years. The 
current world market for all 
types of DRAMs is worth less 
than $10 billion in annual 
sales. Japanese companies are 
often willing to invest so 
heavily. because, as manufac- 
turers of electronics and com- 
-puter gear, they themselves are 





teaming up with 
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Sweet neutrality 


e 
taxe 


ments prefer to tinker 


THE bizarre essay that accompanied 
e Bush administration’s new budget, 
ipped between references to cookie 


^| monsters-and pleas for fiscal policy to be 


taken more seriously, America’s budget 


| director, Mr Richard Darman, bemoaned 
the long-term decline in America’s saving 







e. To reverse it, he wants to broaden 
merica's existing tax shelters. Mr Nigel 


— Lawson, Britain's recently departed chan- 





on goods and services, like a VAT or 
ca sales taxes. To most taxpayers, it 


| | me complicated rules to deal with the re- 


- to arrange with taxes based on per- 


||. taxes based on personal and corpo- 
|]. rate income—ie, with the taxes ev- 


I -erybody has. 


` cellor, was keen on saving, too; his succes- 


sor, Mr John Major, in keeping with the 
current mood of austerity, might adopt 
. the theme for his first budget. Tak- 
ing its turn after monetary policy 
and privatisation, saving looks due 
for a spell in the policy limelight. 
= The issue of saving and taxes. 
has exercised economists for years. 
They have come up with one main - 
conclusion. The ideal tax system 
would be even-handed in the way it 
treated different economic activi- 
ties—spending and saving, invest- 
ing in shares and investing in 
bonds, borrowing from banks and 
borrowing on the equity market, 
and so on. Any deviations from 
neutrality ought to be deliberate 
. rather than accidental. This is easy 


‘sonal expenditure and corporate 
cash-flow. It is hard to arrange with 


An expenditure tax is not a tax 


"would look like a conventional in- 
come tax. Everybody would com- 
_ plete an annual return showing (a) 
. total receipts (earnings from employment, 
gifts, dividends, proceeds from asset sales) 


and (b) saving (purchases of a broad class 


of registered: assets). The difference, ex- 
penditure, would then be taxed according 
to a progressive schedule of tax rates. 
Taxes based on expenditure and cash- 
flow have three big advantages: 
e Simplicity. Though it looks easy at first 
sight, "income" is a slippery concept. 
Consider capital gains. If these are in- 
come, they should be taxed as they accrue, 
year by year, at the standard rate of in- 
come tax. But taxes on unrealised gains 
are often impossible to collect. So most 
governments tax only the realised sort, us- 





— — — 














(fy this, some economists favour root-and-branch reform. 








ems of most industrial countries discriminate against saving. 
ov- 





sulting anomalies. This illustrates the fact 
that income is an accruals concept; if 
somebody’s tax affairs are at all compli- 
cated, the collectors need a lot of informa- 
tion to decide when the income arrived. 
The expenditure tax obliges the taxman 
to track only cash. 

e Inflation-proofing. Inflation plus an 
accruals approach to the tax base equals a 





nightmare of unintended distortions. Tax 
burdens can vary wildly according to the 
inflation rate. Attempts at indexing help 
(eg, Britain taxes only capital gains in ex- 
cess of inflation); but- proper indexing is 
extremely difficult. The expenditure ap- 
proach avoids the problem altogether. Its 
tax rates are unaffected by inflation. _ 

e Neutrality towards saving. Under an 
income tax, somebody who spends all his 
income as soon as he receives it is taxed, 
in effect, at a lower rate than somebody 
who saves for a year and then spends. The 
reason is that the saver has to pay tax not 
only on his earned income but also on the 
interest he receives, and this reduces his 
future purchasing power. In addition, the 


income-based ap 


such ways, income taxes tend to discot 


ing, whatever their merits.as they sti 
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approach often taxes p 
its twice, first as corporate income at 
then as personal income (ie, dividends 
Further anomalies creep in if interest pa 
ments are a tax-deductible expense. | 


age saving and encourage borrowing 
to discourage equity-finance whiie en 
aging debt-finance. Expenditure tax 
contrast, are neutral. ‘ 

If the expenditure/cash-flow app: 
is so sensible, why have governm 
failed to take it up? One answer is that 
rapid transition would be horribly mess 
A slower approach, however, is feasib 
Recent proposals aimed at promoting s: 


would fit into blueprints for a gra 
shift to expenditure taxes. — $ 
The Bush administratión is propo 
a family savings account (FSA)—a v 
on the old individual retirer 
count (IRA). Households wi 
incomes of less than $120,0 
year could put up to $5,000 i 
FSA, and pay no tax on the in 
provided the money stayed in t 
account for seven years. 

In Britain Professor. Me 
King of the London Schoo 
nomics is arguing for. 
tirement account (TRA), so 

like America’s IRAs. Peo 
put £2,500 a year into the 
(probably at a bank or building 
ciety), and then pay no tax on ity 
est or capital gain if they left. 
money there until they were 60 
4m signed up for the full cont 
tion, the first-year loss of ta 
nue might be £300m or so, t 
ing could rise by £10 billion 
King says the idea would appe 
"unsophisticated investor 
that there would be little swit: 
from other forms of saving. ` 

In practice, the effects o 
schemes are difficult to disent 
from other economic ` 
America had generous IRAS i 

between 1982 and 1986, though 
would hardly guess it from the cl 
sonal saving fell. Undaunted, man 
omists think it would have falle 
more if not for iRAs. Indeed, the B 
ministration uses this very c 
port its case. Look at Canada, 
country linked to America “geog 
cally, economically and culturally' 
ada taxes only real, not nominal. 
gains; since the early 1970s it has al 
much bigger tax deductions for reti 
ment savings than America's IRAs. Th 
sult? Canada's personal saving still fell 
everybody else's in the 1980s—but s 
the mid-1970s it has always beer 
above America’s. P 



























The Company in which you have 
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nvested is a world-wide trad 
‘hich also prodi 
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in such a way that today the Lonrho 
xroup comprises about a thousand 
ndividual companies in almost 100 


'Ountries. 


with the economic future of Europe 


that, because of Lonrho's past 
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Jodel of new extensio 
h the existing hotel. 













African Mining 


ching Cc 














wide trading house, 
duces and handles raw 


.. Lonrho has diversified over the past — 
- 28 years and invested shareholders’ funds 


he Group turnover was £5 billion in 
accounting year and profits are £273m.. 
t the close of the historic vear.of 1989, 


anging by the week, I am able to say 


concentration on large-scale European 
partnerships with German and French 
firms, your Board believes the Company is 
well prepared to expand into developing 
ireas of Eastern Europe. In future years 
the Company anticipates producing full 
accounts in English, German and French 
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of co-operation, particularly towards 
enterprises which have a long gestation 
before they bear fruit. Mining and 
Agriculture are long-term investments 
which need sustained goodwill from 


| Governments over many years if they are 


to succeed. Lonrho's proudest achievement 


| is that your Company is the largest food 
| producer in Africa. Our holdings in 


Africa and the United States exceed 1.6 
million acres. This includes extensive beef 


| cattle ranches carrying 120,000 head. 


Mineral production is spread across . 


gold, platinum, coal and copper. Gold and 


platinum group metal production almost 
reached a round figure of one million 
ounces in the financial year. An | 
improvement of over 30 per cent. looks 
achievable in this year, since the boost to 
Western Platinum's output by the addition 
of a productive neighbouring mine. The 


| enlarged company, with costs lowest in the 
| industry, will work a continuous reef 
outcrop 16 miles long, making it a 


significant mine which, during the 1990s, 
is expected to market a third of the world's 
platinum group metals. — MEE 
Gold production, which has steadily 
increased for some years, will separately 


i | reach a million ounces in the next two to 
i | three years. 


Trading in raw materials, barter deals, 


| | freighting and forwarding — all follow 


naturally from the productive activities of 


| the Company. Krupp Lonrho and Kühne 


& Nagel predominate in this sector and 
employ 12,000 people, mostlv in Europe. 


| In the current vear, Lonrho will revitalise 
and recapitalise the old French trading 
house of SCOA, in partnership with the 
| French Bank Paribas, to extend our 

| francophone trading. SCOA employs 
| 10,000 people with a turnover of 


£1.2 billion, 

Lonrho trades heavily in cars and trucks 
and we do some specialised manufacturing 
of truck and bus bodies. 

_ There are many engineering, processing 
and manufacturing companies in the 
Group which are covered in the Review of 
Operations. 

Trading led us naturally into the hotel 
business in a number of countries. In 
England, the profitable wholly owned 


| Metropole Group operates conference 


| tumultuous political change in Africa, our 
experience has oyerwhelmingly been one 
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hotels and is currently constructing the 
largest modern hotel in London, Eight of 
the finest resort hotels in the Americas are 
wholly owned by the Princess Group. 

A chain of resort and wildlife hotels is 
forming in Africa. | EUM 

Shareholders will find some impressis 
photographs of Lonrho’s many interests 
our Report and Accounts, due to be 
published in late February. No photograph 
can show you the sheer hard work and the 
enthusiasm of everyone in Lonrho, making 
progressive increases in the dividend 
possible, year after year. 

Last year shareholders were paid a net 
dividend of 11.1 pence per share. This year 
a net 16 pence will be paid, showing an 
increase of 41 per cent. and shareholders 
will receive a one for ten bonus issue. 





Pouring matte containing platinum — | 
Western Platinum. m 


The following text is taken from the Review of 
Operations for the vear ended 30 September 1989: 


MINING 


The Group's mining division has had a 
good year with production of precious metals 
increasing to 924 000 ounces. 

The platinum expansion programme is well 
under way with platinum group metal output 
increased by 26 per cent. to 346,000 ounces. 
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.. »eing proven continuously. Production for 
-990 is planned at 396,330 ounces and to 


conce 


D. doubled, it will take some years for this 
.. important gold mine to reach full production. 


«tarmer in the country. 





^ Extract sales from the Wattle Company in 
Zimbabwe have increased, but the coffee crop 
was disappointing in yield. Exports of timber 
constituted a major source of revenue for the 
Wattle Company. 

In Malawi tea production of 5 million 
kilogrammes was a record and prices were 
higher than last year. Coffee production was 
excellent although prices were depressed. 

In Zambia the Group bought Walkover 
Estates, a horticultural company which 
exports a substantial part of its produce. 


HOTELS 
The Lonrho Group has two wholly owned 
hotel companies. 

. Inthe United Kingdom the Metropole 
Hotels specialise in offering good modern 
conference facilities prominently located in 
Brighton, Birmingham, Blackpool and 
London. | o 

The large extension of the London 

Metropole is now half completed. When 









ned three 
efficient Western Platinum mine. 

At the new Eastern Platinum mine the shaft 
sinking programme is advanced and 
tion ef agoncentrating plant with an 
yilfion tonne per annum capacity is 

hpletion. — : 
productive platinum mine adjacent 
sting mine has been added since the 
{ which will substantially boost 
ion in the 1990s. | 
ough output from Erfdeel more than 











_ The Ashanti mine increased production by 
ll per cent. to 339,000 ounces at reduced cost. 
- Sufficient ore reserves have been proven to- 
start the mining of a series of open pits. These 
provide the means to excavate and treat large - 
accessible and relatively high grade ore by 
low cost methods and by utilising existing 
support services total costs should reduce to 
US$157 per ounce. Increased reserves are 








No 4 shaft complex — Erfdeel gold mine. 


increase annually to reach 600,000 ounces by 
1993. 

In Zimbabwe gold production increased to 
161,000 ounces. An intensive programme 
continues to ensure the replacement of ore 
reserves. 


noo 


AGRICULTURE 


The results of the Group's sugar estates have - 
benefited from the continued improvement in 
the world sugar price with record profits being 
achieved. Sugar is the largest single 
agricultural profit earner for our Company. 

In Mozambique we are one of the largest 
tomato growers in the southern hemisphere 
and the Lomaco Estates are now the major 
supplier of vegetables to the capital city. 
Citrus exports are substantial. The Group 
both grows and handles bulk sales of cotton 
and again prices have strengthened. | 

The Group has acquired Farmers Choice, 
which is the largest supplier of pork products 

Kenya. Lonrho is now the largest pig — 


Turnover 
Profit before tax 











shareholders 


ES Earnings per share 


Cash balances 









organic te hich is now on sale in the 
Kingdom and the United States. 













| conference roo 


Profit attributable to 


Dividends per share 


Turnover includes the Group's share of turnover of associates amounting to £1,499m (1988 — £! ! n 
Earnings and dividends per share for 1988 have been adjusted for the capitalisation issue in 19: 
The eighty-first Annual General Meeting of Lonrho Plc will be held at the Great 

Grosvenor House, Park Lane, London, Wl .on Thursday, 29 March, 1990at lS a 


finished, the 










| conference hotels. Land 


has been acquired for further 
over 1,000 rooms. um 
A major new conference room in 
Birmingham was completed in Novemt 
1989 making the hotel unique in the Un 
Kingdom with three large conference 
A 125 bedroom extension will be comple 
1990 reinforcing the hotel's position. 
| largest conference hotel complex in the 
United Kingdom. - — 
| Inthe United Kingdom the Metropole 
Group achieved record profits. — 
^ The Princess Group of hotels is in pr 


| resorts in the Americas and includes - 
| outstanding properties. — 

Mexican and Bermudian hotels we 
affected by poor airline services 
year, which was not a boom year for to 
| travel in any event. We are actively seeki 
| improve air transport. e 

























































































































* E | — — 
juring the year the Group acquired 
the Norfolk Hotel in Kenya, which with the 
nowned Mount Kenya Safari Club makes 
the Company the leading hotel group in 
Kenya. At the Mount Kenya Safari Cluba — — 
major development has been completed. In. 
the Masai Mara game reserve the Group has | 
built a new luxury tented camp, the Mara 
Safari Club. - | | 
. The Merville Beach in Mauritius 
had another very successful year and our two - 
imbian hotels had good occupancy. 


MOTOR DISTRIBUT 
Lonrho is the largest motor distribu 
the United Kingdom and in Africa. 
-The combination of a buoyant market with 
_an outstanding range of cars, vans and trucks 
has enabled V-A-G (United Kingdom) to 
break all previous sales records. — 
Sales of MAN trucks have been - | 
nstrained by production capacity, but an 
Increase in supplies enabling demand to be 
met for these award winning trucks is now 
arranged. 
The Dutton-Forshaw Motor Group has 
luced its dependence upon volume cars 
and established a specialist car division. © 

Ithough vehicle sales increased, low _ 
margins eroded profitability. —— .— | 
Jack Barclay had its most profitable year 
er. 
..Dutton-Forshaw Machinery took over 
AM Agricultural Machinery in the 
iblic of Ireland during the year and 
the biggest independent agricultural 
quipment distributor in the United 

om. 

ynrho’s motor businesses in Kenya 
inue to lead with sales spread between 
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Barclay, 
3 b : 


‘or — London. 





Rolls-Royce and Bentley 


ae tnra i 
po 


| the main franchises of Toyota, Mitsubishi 
. Fuso, Massey Ferguson and Fiat. 


| introduced a reconditioning programme for 


© Mercedes-Benz trucks continue to sell 
| extremely well in central Africa and 
 improvin 


Evening Times, made encouraging progress 


"equipment. ~ 


| and postage stamps. The company has been a 
major supplier of stamps to the British Post 


! bank notes have since been produced. 








and gas interests of the Group 
through Hondo are not yet of a significant 
size in terms of your Company's profits. 
Hondo Oil & Gas has had a good, year, 
although working under poo market 
conditions. * 

The drilling programme has shown a 
success rate of 75 per cent. of the 47 wells 
drilled by Hondo. 

Hondo Oil & Gas have announced the 
closure of the old Newhall Refinery with the 
completion of its new refining facilities at the 
Fletcher plant, which is believed to be one of 
the finest and most efficient light oil 
refineries on the Pacific coast. It has the 
capability to produce over 80 per cent. of 
light transportation fuels such as gasoline, jet 
fuel and diesel from a wide range of both low 
and high sulphur crude oils. 


|The oil 
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Drilling rig — Hondo Oil & Gas, Wyoming. 
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g foreign exchange availability can 
only increase turnover. | 


Scottish and Universal Newspapers, which 
publishes one daily and 24 weekly titles, also 
had a good year and won their share of 
journalistic tributes. 

George Outram & Co, publishers of 


the very profitable Glasgow Herald and 









ENGINEERING 


The Firsteel Group enjoyed another good 
year. 

The steel division processed over 200,000 
tonnes of steel and is a leader in the steel 
strip market. The re-rolling companies 
operated at full capacity. Coated Strip 
continued product development whilst 
Kitson, a stockholding company, produced a 
record trading performance. 

Sheer Pride's new factory in South Wales 
includes the most modern paint plant in 
Europe enhancing the company's reputation 
for making high quality systems furniture and 
office equipment. 

Charles Roberts have developed Lowmax, 
a new generation of large petroleum tankers 

which are the safest and most stable on the 
road. a 







with 





new colour presses and inserting —— 





The Observer, in a competitive 
environment, has retained its position within 
the quality Sunday market. 


ilding — London. 











The Observer's new bu 
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The new 'Lowmax' tanker designed and - 
manufactured by Charles 
Wakefield. 





Roberts Engineering —. 





Harrison & Sons continued to provide 
customers in over 120 countries with their 
high security printing requirements such as 
passports, bearer securities, driving licences 






Office for 108 years. Major expansion has 
taken place with the introduction of the most 
advanced currency printing facility in the 
world. The production of the Kenyan 20 
shilling note marked the plant's 
commissioning and hundreds of millions of 























“The re-equipment programme at the John 
Barnes industrial textiles division continued 
and will allow the company to compete 
effectively within Europe during the 1990s. 
B Besco Baron's expansion into sales of 
garden cushions was well timed with strong 
demand throughout the spring and summer 
months. 
|| David Whiteheads in Zimbabwe achieved . 
|| 33 per cent. growth in sales. National 
| Blankets recorded a further increase in 
production to 3.2 million blankets. 
In Malawi David Whiteheads have 
benefited from a strong local demand with 
the factory working at full capacity. 


INTERNATIONAL 
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Heat exchanger tube end welding — Buckley & 
Taylor, Oldham. 
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Ne èll Dunford exploited the upsurge in AC ) ATEDAI 
the capital goods market and produced its TRADE AND GENERAL 


Krupp Lonrho, the jointly owned international 
trading company with a fleet of 4 million tonnes 
of shipping has made a full vear's contribution 
to Group profits. The steel export division met 


best result for many years. 

John Holt Agricultural Engineers in 
Nigeria, which manufactures ox-drawn 
ridgers and ploughs, has developed a range of 


threshing machines which are proving very high demand in Europe, the Far East and the 
pular | | Comecon countries earlier in the year and the 





plant contracting business won contracts in Saudi 
Arabia, China and the USSR. The railway 
equipment business prospered, with contracts 
being obtained in several European countries, 
including Albania. 


. In Zimbabwe W Dahmer produced a 
record number of buses and trucks this year. 


TEXTILES 
C Jt has been a difficult year for Lonrho 

* Textiles. Consumer demand started to falter 
just after Christmas, and has remained | 
severely depressed as interest rates have 
risen. 

In the manufacturing division, the first 
phase of new equipment incorporating the 
latest technology. was commissioned giving 
improved quality and efficiency. 

Lonrho Textiles now has over 300 retail 
outlets throughout the United Kingdom. 


| 
| 
| 
i 
Lonrho Pacific is now established in the 
| 
| 
| 
| 
| 
| 
| 
| 
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‘Neckar Ore’ -— Krupp Lonrho. 
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New open-end spinning plant — Lonrho Textiles. 
Cramlington. | 


| Far East. It has acquired a development 
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Baumann, Hinde & Co, the Group's cotton 
trader, turned in good profits helped by 
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The PIH Group remains the largest 
distributor of kitchens and bathrooms in the 
United Kingdom, supplying over 2.5 million 
pieces in the year. — 

The property investments held by London 
| City & Westcliff have performed well with 
good rent reviews. 


— 
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| substantial movements in world cotton prices. 





Lebe —— — — reni niet Me rg rr d — — — NSCS . 


| 
| 
| 


EC2V 6BL. 


. The Lon 
cent. interest | 
international buil 















company, together with a 
development site in. Frankfurt. 


50 per 
















FREIGHT 


Kühne & Nagel's overall result 
The United States, Canada and the | 
performed particularly well. The | 
performance of the Unimar Group's 
agency business was also maintainer 

Acquisitions of domestic forwarding 
transport companies were made in Ital} 
Spain and the United Kingdom to ex a 
local distribution networks. Negotiatio 
advanced in respect of acquisitio 
and the Benelux countries, which wil 
provide Kühne & Nagel with a tightl 
distribution network in Europe 

The Domestic Airfreight Service in th 
United States was extended to 20 major. 
cities. | e 

The programme of creating container - 
freight stations in the Far East included tt 
inauguration of an operation in Korea anc 
building of facilities at Bangkok, to 
complement the existing freight stat 
Singapore. 
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Refurbished locamotive destined for Turkey — 
Krupp Lonrho. E — 


The text is taken from the Chief Execut. 
Statement and Review of Operations — 
contained in*the Report and Accounts 

year ended 30 September, 1989 whi 
be published in late February. Capie 
available from the Secretary, Lonrho 
Cheapside House, 138 Cheapside, . 
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sk by finding partners. 





exas Instruments to design the next gen- 
ration but one, the 16-megabit DRAM. Even 
he world’s largest chipmaker, BM, an- 
ounced at the end of January that it would 
ollaborate with Siemens on the generation. 
fter that, a 64-megabit DRAM which should 


:ese partnerships could become permanent 
emory-chip double-acts. |. 

. Ironically, one recent all-American 
llaboration to make memory chips failed 
ven before it got off the ground. The raison 
etre of Us-Memories, a consortium. of 
merican chipmakers and computer mak- 
$, was to bash the Japanese. lt was 
ppered by America's own computer com- 
ies. Why, they wondered, were they in- 
ting scarce capital in making such a plen- 
y supplied commodity? | | 
Aemory chips are consumed all over 
e world. There is little reason for them not 
designed, made and marketed by com- 
ies all over the world too. For example, 
Intel's new partner, bought the designs 
ts first memory chip from Inmos. NMB is 
apanese. Intel is American. And Inmos? 
This obscure little company was born and 


bred in Britain. 
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(c PARIS 


TY HE older sister, Ms Francoise 
< A Gallimard, has had enough. Fed up 
with two warring brothers, she wants a 
buyer for her 12.5% share in Gallimard, 
France's biggest independent publisher 
and one of the most famous literary 
iouses in the world. She would prefer to 
sell to one of her two brothers, Antoine or 
christian. But neither brother can afford 
buy her stake without outside help. 
: a barons would be delighted to lend a 








he family quarrel would surely have 
uck Gaston Gallimard, the founder of 
he 79-year-old company who died in 


















iarket, even the 
Japanese need to reduce - 


That is why Hitachi joined up with 


ome into production around 1995, Both. 


If sent to him in outline, the story of 


PARIS. - 





L'RANCE'S state-owned companies are 
A ina fix. Having drawn up ambitious ex- 
pansion plans in preparation for the cre- 
ation of a single European market after 
1992, they are having trouble raising 
enough money to realise their ambitions. 
The cause of their predicament: President 
Francois Mitterrand's 1988 election pledge 
to halt the privatisation binge of the right- 
wing government of the then prime minis- 
ter, Mr Jacques Chirac, while at the same 
time restraining fellow socialists keen to 
nationalise anything that moved. Although 
a convenient political compromise, the pol- 
icy of no more privatisations and no more 
nationalisations, or “ni-ni” (neither-nor) as 
the French have dubbed it, is looking in- 
creasingly shaky. 

Witness the recent FFr6 billion ($1 bil- 
lion) acquisition of the airline UTA by state- 
owned Air France, its much bigger rival. 
Nationalisation by other means mutter 
some critics, pointing out that the govern- 
ment refused several times to grant UTA 
profitable new routes that would have al- 
lowed it to compete with Air France. On the 


Claude passed over Christian, his eldest 
son and Gaston’s favourite grandson, to 
hand over direction of the firm to his 
younger son Antoine. Claude also sold 
shares to Antoine on terms the other chil- 





dren found too generous. Relations be- 
tween Antoine and the slighted Christian 


are frosty. E 
Brother Antoine now has 33.5% of 
Gallimard’s capital. He can count also, he 


says, on 15% held by a family friend and 


~ board member, as well as on 2-396 held by 
. other relatives. Another sister, Isabelle, 
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ere has been still more chan J— 
other side of the ni-ni equation. Take, for 
-example, the purchase in November 1988 of 
“American Can, a packagihg firm, by 
France's Pechiney, a state Dwned glumiſium 
company. To help finance* the deal, 
Pechiney floated 25% of a specially created 
subsidiary, Pechiney International, which 
contained the cream of its foreign opera- 
tions. This semi-privatisation in April 1989 
helped the company raise a badly needed 
FFr5.3 billion, yet did not contravene the 
president's edict—not quite. 

Other state-owned firms such as Rhóne- 
Poulenc and Thomson have been testing the 
limits of ni-ni by dreaming up financial 
wheezes that allow them to raise capital by 
issuing what looks like a share, performs like 
a share, but isn’t one. This quasi-equity 
ranges from certificats d investissement, or 
shares without voting rights, to stock-bord 
hybrids which have juicy tax breaks to : 
tract foreign investors. 

So keen has Rhóne-Poulenc become on 
this financial alchemy that it alone has 
raised more that FFr7 billion over the past 
three years using quasi-equity. However, 
even that is not enough to enable it to swal- 
low Rorer, an American pharmaceutical 
firm which it announced plans to acquire in 
mid-January. So instead of paying the full 
$3.3 billion at which Rorer is valued, 
Rhóne-Poulenc is following Pechiney’s ex- 
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and his rival Christian, who runs a Swiss 
company,  Edito-Service, each have 
12.596. If his brother and sisters teamed 
up against him, Antoine could face a stiff 
fight. 

Gallimard published Proust, after first 
turning him down. Though Proust is now 
out of copyright, the works of Sartre, Ca- 
mus and nearly 13,000 other titles make a 


Retreat P n ———— — — 


coveted backlist. Gallimard puts out some 


700 new titles a year. Its children’s divi- | 
sion and “pocketbooks” are strong. - | 

The Gallimard children disagree about | 
how much all this is worth. A British mer- | 
chant bank, Henry Ansbacher, acting for | 
Francoise, has valued Gallimard at 
FFr1.82 billion ($315m), roughly twice an- 
nual revenues. Antoine is said to have set | 
a much lower figure. ! | 

Gallimard would be a toothsome prize. 


for the mastodons of French publishing, 


Hachette or Presses de la Cité. Mr Rupert 


: - Murdoch and Mr Robert Maxwell are also 


mentioned as possible predators. But 
would the French government let 
Gallimard go to a foreigner? If the eco- 
nomic liberals at the finance ministry get 


their way the answer is probably ves. Presi- 
. dent Francois Mitterrand, a literary man, 


though himself not published by 
Gallimard, might think otherwise. 
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FOR MODEST STAKES 
inthe Nordwestdeutsche Klassenlotter 


















! sy Way to Win 
Fortune... 


in the amous lottery operated by the Fed- 

eral States of Northwest Germany, whichis 
officially controlled — all draws are open to 
the publi ic! 


The procedure! : 
The entire lottery, extending over a Six- 
month — is divided into 6 classes. 
Each single class consists of 4 draws ex- 
sept the 6th class, which | has 6 draws — all in 
3L 26 draws. The amount of money given 
away and the number of prizes increase 
from class to class, 


The amount given away! 

-The 84th Nordwestdeutsche Klasseniot- 

terie with its grand new prize offer gives 
away a total of 273,718,400 DM in prize 
money. This offer includes the following 
guaranteed jackpots: one of 1 million DM 
in each of the first 22 draws, followed by 2 
draws with a 2 million DM prize each, one 
draw with a 3 million DM prize and finally 
one with a 4 million DM prize. There are 
also another 320,333 worthwhile prizes 
ranging up to 500,000 DM. 


The odds of winning! 
Of the 800,000 ticket numbers, 320,359 
will win money i.e. over 40%. This means 
one out of every 25 numbers will be a 
winner. You can increase your winning 
chances by playing more than one number. 
If you play six different numbers (Super- 
Six), your winning chances go up to 95%. 


" Anyone can participate! 

The. Nordwestdeutsche Klassenlotterie is 
open to. anyone and can be played world- 
wide. Even if you change your address, you 
can continue. to. play. Wherever there is a 
postal service you can play this — 


It is easy to enter! . 

Simply Fax to West Germany 52214214 or 

send the completed Ticket Order Coupon 
inserting your credit card num 

nature. Otherwise send the. Tic 

Coupon together with your payment 4.8. 

international bank draft (made out in Ger- 





man Marks payable through a German. 


bank), personal cheque or bank money 
order in either Dollars or Sterling at current 

exchange rates. You will then be sent addi- 

tional information and lottery tickets. 


Only: if 8 | — and pay 







T ' modest ticket prices have 
for years > = and oy the 


and sig-. 
ket Order 


1x4 Million DM = = 3 UUS 
1x3 Million DM = p 3,0 

2 x 2 Million DM = ,000 
22 X 1 Million DM = 2s 





' 280,000 DM : 


| 4 x 70,000 DM = 
6x 500,000 DM = 3,000,000 DM | 4 * - | 
24 x 250,000 DM = 6,000,000 DM 56 x 50,000 DM = = 2, F DM 
185 x 100,000 DM = 18,500,000 DM | 2 x 40,000 Di, © E 
10x 80,000DM=  800,000DM | 22 x 30, 000 D 00 M 
> 100,000 DM 156 x 25,000 DM = 1,400,000 DM: 


.28x 75,000 DM = 
319,940 of 2 


320, ,359 PRIZES AT A TOTAL A 


0,000 DM and below = 205,096 l 
MOUNT OF 273,718; 400 DM 





be certain that we are looking after your. 
interests. All prizes are paid in full and 7 
from German taxes. Your prize money will. 
be paid in any currency and to any addres 
or person of your choice. Everythi ng is : 
strictly confidential. | 


official price, as shown on the tickets, iS 
charged by us - your State Accredited Lot- 
tery Agents, 


Winners are advised at once! 

We check all ticket numbers for winners 
and tell you immediately — and only you — 
that you have won. Of course, your share of 
the winnings depends on the size of the 
tickets you buy. Only full tickets receive 
10096 of the money won. You will also get a 
list of the winning numbers after the first 
draw of each class, so that you can check to 


Werner Wessel 
|. (Agency since 1893) 
State Accredited Lottery Agent 
FAX: West Germany 52214214 3 
KreishausstraBe 6a, P.O.Box 3033 "ry 
D-4900 HERFORD, WEST GERMANY 


Complete, enclose your cheque and mail to: Mr. W. Wessel, Postfach 3033, D-4900 Herford i: 


TICKET ORDER COUPON (West Germany) 


Please send me the following NORDWESTDEUTSCHE KLASSENLOTTERIE tickets by return post: 8 


.. Full Tickets at DM 720 each (approx. US$ 388 or £stg 244) = DM- Less 5 
e: Half Tickets at OM. 360 each (approx. US$ 194 orfstg 122) = DM vo. een 
— Quarter Tickets at DM 180 each (approx. US$ 9 or fsig 61) - DM 
"S .. SUPER SIX (9 Tickets) : DM — (approx. E 582 or fstq. 366) = DM 

ur 1 rox. 1 ' 
mailing charges elc. Overseas DM i pasa US E P x res "E — 
Amount of enclosed cheque in DM or equivalent in US$ or Esig = = DM .. 


i 

| These OM prices COVER THE WHOLE SERIES of 6 months. Equivalents shownin USSand sig are only approxi 

| based on exchange rates as of 14. 11. 1989. Payment by DM bank draft drawn on a German bank is s recommend 

| usually free of charge. If you pay by bank transfer, personal cheque, credit card or in foreign currencies, you m 
charges. You can only be credited with the DM equivalent received. Ad cheques should be made payable to Mr. W.We 

| il notinciuded. payments should be received heret betore 30. 3. 1990. Should you order later, enclose your draft with order. 

| 

i 








Mail tickets to: Mr. [7 Mrs. C] Miss 17] Messrs. C Answer in German [C] in English] 


Ree EA ee aaa TEPER EE TAHT TEM PREHEAT TERT ET ESE RETR ARH TEAM RERET ES OR EEP EER TT IEA ELST EVE OT «acd teas "RgaXeean"seveus asi AA 
" Sanda ved ac eevee a Ree MATER ANT AALAGuAYSAEBACIATE RR PAEOEREERTETETETANERANSCETÀ 


BERET ALTA LANNE RYDE PX 


3 4 EO EET A A eles LesetasogesésetN ESTEE EADS OME EEE SEES GARE ENE ER EEE UE ESSE 


Charge a 
the required Cle 
amount to my 








Card Holder: . j EVE EE 
VALID ONLY WHERE LEGAL 


; ener store MM. Nomao 00. 
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Mitterrand plots industrial strategy 
ample by creating a 68%-owned subsidiary 
which will merge most of its drug business 
with Rorer's. This will then be floated on 
the New York Stock Exchange and the pro- 
ceeds should cover about half the cost of the 
acquisition. 

If France’s nationalised companies have 
become so adept at getting around ni-ni, 
why is anyone grousing about it? There are 
several reasons. First, these firms can issue 
no more than 25% of their capital as quasi- 
equity. That means that France's two big, 
and capital-hungry, state-owned banks— 
Crédit Lyonnais and Banque Nationale de 
Paris—are already near the limit, as is 
Rhóne-Poulenc. Moreover, the government 
forbids state-owned companies from selling 
without permission subsidiaries with a turn- 
over of FFr500m and more than 1,000 staff. 
So raising funds for a major acquisition will 
become steadily more difficult. 

State-owned companies will not be get- 


- ting much help from the government either. 


The European Commission has already 


— tapped the French government over the 


knuckles for writing off FFr12 billion of Re- 
nault's debts. More such hidden subsidies 
may become impossible if the commission 
gets its way. In any case, the government is 
inclined to be stingy. In the horse-trading 
leading up to the 1990 budget Mr Roger 
Fauroux, the industrv minister, asked for 
FFr14 billion in government money for the 
state sector. He got a mere FFr4 billion. 
The dilemma faced by state industries 
recently prompted Mr Michel Charzat, a se- 
nior figure in the Socialist party and boss of 
the bipartisan agency that looks after public- 
sector companies, to call for a relaxation of 
nini. Both Mr Fauroux and Mr Michel 
Rocard, the prime minister, hope for the 
same thing. Even Mr Jacques Delors, the 


72 


president of the European Commission— 
and a possible candidate for the French 
presidency—has joined the debate, arguing 
that “it is a matter of economic survival” for 
state-owned companies to be able to issue 
shares. However, Mr Pierre Bérégovoy, 
France's finance minister, has hinted that 
ni-ni will probably remain in place until af- 
ter the 1993 legislative elections. By then, 
the worst damage will have been done. 





The battle for Mondadori 


Enough already 


ROME 


OUND one in the bitter battle for con- 

trol of Mondadori, an Italian publish- 
ing group, goes to Mr Silvio Berlusconi, bet- 
ter known as a television tycoon. On 
January 25th a new board of directors ap- 
pointed Mr Berlusconi chairman of Italy’s 
biggest publishing group. Mr Berlusconi 
and his allies in the Mondadori family now 
hold 13 out of 15 board seats, with only two 
going to representatives of Mr Carlo De 
Benedetti, Mr Berlusconi's rival. 

Mr De Benedetti is fighting back. But le- 
gal challenges mounted by his cir industrial 
holding company to Mr Berlusconi's swift 
conquest will take weeks or even months to 
work their way through the courts. Mean- 
while Mr Berlusconi faces more formidable 
foes: journalists and politicians alarmed by 
his ever-tightening grip on Italy’s media. 

On January 29th Italy's radio, television 
and print journalists staged a national strike 
to demand early parliamentary approval of 
antitrust regulations designed to limit the 
concentration of ownership in the media. 
The strikers had only one owner in mind: 
Mr Berlusconi. No wonder. With effective 
control over Mondadori, Mr Berlusconi 
now heads an Italian multi-media empire 
which towers over competitors. Adding a 
small but influential Milan daily, Il 
Giornale, to Mondadori’s newspaper titles, 
which include La Repubblica, one of Italy’s 
two best-selling dailies, Mr Berlusconi’s 
Fininvest group now controls 16.4% of Ital- 
ian dailies. And by adding the best-selling 
television magazine TV Sorrisi e Canzoni to 
Mondadori's vast stable, Fininvest will 
boast 33% of Italy's magazine sales. One of 
the most obvious attractions to Mr 
Berlusconi, however, is a possible merger be- 
tween his already dominant advertising 
company, Publitalia, and Mondadori's own 
advertising interests. That would put 
Fininvest in control of just under 4096 of Ita- 
ly's total advertising market. Too much? 

The strike was prompted by Mondadori 
journalists who are afraid Mr Berlusconi is 
about to exact revenge. Mondadori's 
L Espresso and Panorama magazines have 
long been among Mr Berlusconi's fiercest 





critics. Like Mr Eugenio Scalfari, founder 
and previously co-owner of La Repubblica, 
they object to Mr Berlusconi's effective mo- 
nopoly of private television, his habit of un- 


à TP .€ 
dercutting television advertising rates, tae 


A ^ a : 
strangle local publications and his tasje for 
using his media interests to promote his po- 
litical friends. 

Mr Berlusconi has some important allies 
in the governing Christian Democratic and 
Socialist parties, but other members of Mr 
Giulio Andreotti’s coalition government 
are openly unhappy abour the television 
magnate's new conquests—a fact which ar- 
gues in favour of a negotiated settlement in 
the battle for Mondadori. The compromise 
currently being hatched by Mr Enrico 
Cuccia, the octogenarian honorary chair- 
man of an influential state-owned bank, 
Mediobanca, would enable Mr De 
Benedetti's CIR company to regain control 
over at least part of Mondadori's publishir - 
business. A slimmed-down Mondado 
should have less to fear from antitrust pro- 
posals currently pending before parliament. 
Will Mr Berlusconi take the prudent course? 
A lot depends on his political friends. 





McDonald’s in Moscow 


Slow food 


MOSCOW 


HE opening of the first McDonald’s res- 

taurant in Moscow on January 31st is 
being hailed as a glittering model for east- 
west joint ventures. It isn't. True, the sym- 
bolism is irresistible: the epitome of capital- 
ist consumerism come to the citadel of world 
communism. But the extraordinary lengths 
to which McDonald's has had to go to open 
its Moscow outlet bodes ill for other compa- 
nies hoping to reach the Soviet Union 


E 
Fries that came in from the cold 
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We have people who check 
„the people who check the people 
‘who check your aircraft. 


ANN Í RICKS MN 


You might well call it exces- 
sive German thoroughness 
that we don't let our techni- 
cians work unsupervised on 
an aircraft until they have 
completed four years' basic 
training and have at least 
eight years' practical expe- 
rience. It goes without 
saying, however, that their 
work is still inspected by an 
even more experienced 


O 





technician who, in turn, is 
checked by a highly qualified 
engineer. And, after all that, 
there is the independent 
inspector from the technical- 
control department who 
reports directly to the Board 
of Management. 

We call this Lufthansa's con- 
tribution to inflight relaxation 
- it’s something we simply 
owe you and ourselves. 


Lufthansa 


THE ECONOMI 


A new international work of refer 


It’s a changing world. 
Yesterday’s information becomes 
misinformation. | 

People in business, govern- 
ment, journalism, education and 
the professions - in fact anyone 
who has to understand the shape 
of the world today - need a daily 
source of reference. 

The Economist Atlas com- 
bines the attributes of a top-class 
atlas with a uniquely accessible 
and highly visual economic and 
political world analysis. 

Magnificently bound in red 
or blue leather, The Economist 
Atlas matches the style and feel of 
The Economist Desk Diary: high 
quality matt surfaced paper and 
gold edged pages. Names or 
initials can be goldblocked on 
the cover. 





World Maps 

70 pages of the highest qual- 
ity political and physical maps cov- 
ering every country in the world. 





ANYTHING ELSE 
IS SIMPLY HISTORY. 


World Comparisons 

37 pages of full colour the- 
matic maps, integrated with 
specially commissioned graphics, 
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ence for the 1990s: 


ATLAS 


providing at-a-glance comparisons 
between the countries ofthe world 
on subjects ranging from defence 
spending and foreign debt to life 
expectancy and environmental 
pollution. 

World Encyclopedia 

The largest section, consist- 
ing of over 200 regional and 
country profiles. These combine 
lively four-colour graphics with 
succinct and authoritative text to 
provide a comprehensive overview 
of “the state of the nations of the 
world”. 

There is an extensive index 
and glossary and more than 1000 
original four-colour graphics. 

To order your Economist 
Atlas, simply fill in the coupon 
now and send it with your 
payment to the address given. 


The Economist Diary Department, The Diary Company, 4th Floor, 69 Wyndham Street, Central, Hong Kong. 





Local editions available from Class Editori (Italian), 





HK$585/US$75. 
All prices include Airmail postage. 
Goldblocking-initials HK$46/US$5.90 


NAME 


ADDRESS 


POSTCODE 
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= 





I enclose my cheque for HK$/US$ _—_— 
made payable to The Economist Diary Depart- 
ment. (International money orders are 
accepted. ) 

Please charge my American Express/Access/ 
Mastercard /Visa account number at the 
price quoted. 


LETT LTT TETIT 


EXPIRY DATE 

SIGNATURE 

I don't want to receive promotional literature [] 
from other companies. 


Please return this order form with your pay- 
ment to: The Economist Department, 
The Diary Company, 4th Floor, 69 Wyndham 
Strect, Central, Hong Kong. 
Registered. office: 25 St. James's Street, 
London SW1A 1HG. 
Registered in England No. 1775671. 





283m frustrated consumers. 

Although the food and drink served by 
the Moscow restaurant are indistinguish- 
able from that served in McDonald's restau- 

ts from Péoria to Tokyo, the company 
has had to alter fadically the way it does 
business in order to achieve this feat. Rather 
than buying from local suppliers, as it does 
everywhere else, it has been forced to inte- 
grate vertically through the local food indus- 
try on a heroic scale, importing potato seeds 
and bull semen and indirectly managing 
dairy farms, cattle ranches and vegetable 
plots. It has also had to construct the 
world's largest food-processing plant, the 
size of five soccer pitches, at a cost of $40m. 
The restaurant itself cost a mere $4.5m. 

The elaborate preparations at McDon- 
ald's have grim implications for other joint 
ventures in the Soviet Union. If the only 
way to sell burgers and fries, which contain 
anly a few ingredients, is to become a fully- 

iged food-processing company, imagine 
the problems of producing a car or operat- 
ing a retail chain, which require hundreds of 
suppliers. 

Worse, it has taken McDonald's 14 
years of relentless effort to open its first res- 
taurant. In 1976 the company began talks 


South Korean cars 


Dented dragon 


SEOUL 


ARELY two years ago South Korea ap- 
peared set to catch Japan as a big ex- 
porter of small, cheap cars into western mar- 
kets. Indeed, South Korea raced into the car 
business in the 1980s faster than Japan had 
done in the early 1960s. Last year the South 
Koreans produced just over 1.1m vehicles— 
' vost as many as Britain. But South Ko- 
's car export "miracle" may already be 
over. In the all-important American market, 
sales of South Korean cars have stalled 
badly. Even tougher times are ahead. 
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Easier to sell in Seoul 
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aimed at opening a restaurant at the 1980 
Olympic Games in Moscow. That prospect 
died when western countries boycotted the 
games after the Soviet Union’s invasion of 
Afghanistan. McDonald’s hopes only man- 
aged to survive by a fluke: the Moscow Mc- 
Donald’s is being operated not by the Amer- 
ican parent firm but by its Canadian 
subsidiary. When the deal died in 1980, the 
Soviet ambassador in Canada was Mr Al- 
exander Yakovlev, a would-be reformer 
whom Leonid Brezhnev had dispatched into 
diplomatic exile. Mr Yakovlev told Mr 
George Cohon, the head of the Canadian 
operation: "Don't lose heart. At the mo- 
ment this is ideologically impossible. One 
day you will be able to do it.” Today Mr 
Yakovlev, a sidekick of Mr Mikhail Gorba- 
chev, is one of the most influential figures in 
the Soviet Union. 

Restarted in earnest after Russia's first 
joint-venture law in 1987, negotiations for 
this one $50m deal has taken about half Mr 
Cohon's time for the past two years, a huge 
commitment for a man running a $1 billion- 
a-year business. If Soviet leaders think that 
other chief executives can spend this 
amount of time on a single deal, they will be 
sorely disappointed. 


Hyundai faces big problems. lts first ex- 
port model, the Pony, was a huge hit in Can- 
ada. With sales of 79,000 in 1985, the South 
Korean company overtook Japanese firms to 
become Canada's biggest car importer. That 
encouraged Hyundai to enter the American 
market in 1986 with another small car, the 
Excel. Within months the inexpensive, fuel- 
efficient subcompact was setting American 
sales records: in 1987, its first full year on 
the American market, Excel sales totalled 
263,310 cars. 

Yet when a confident 
Hyundai launched its slightly 
more expensive Sonata car in 
America early in 1989, sales be- 
gan to stagnate. Last year 
Hyundai sold only 183,261 
cars in America, 30% less than 
in 1988. In Canada, where 
Hyundai sales last year were 
only a third of their 1985 level, 
the South Korean company 
has just opened a new $325m 
plant with the capacity to pro- 
duce 100,000 cars by 1992. 

Hyundai plans to use some 
of its Canadian production to 
build cars for America's Chrys- 
ler. South Korea’s three big- 
gest carmakers are all partly 


BUSINESS 
owned by other carmakers. Japan's 
Mitsubishi Motors (in which Chrysler has a 
12% stake) owns about 15% of Hyundai. 
General Motors owns 50% of Daewoo Mo- 
tor, and Ford 10% of Kia. Daewoo and Kia 
sell their small cars in America under GM 
and Ford badges. 

South Korea no longer has an advan- 
tage as a low-cost manufacturer, because its 
wages have risen and its currency has 
soared. Labour disputes and strikes have 
caused quality problems. Without cheaper 
labour, South Korean carmakers do not 
have much to offer. Their technology 
comes, often second-hand, from foreign 
partners, which puts them permanently 


hind richer competitors. Mitsubishi sup- 


plies Hyundai with many components, in- 
cluding engines. Daewoo's LeMans is based 
on a design from GM's West German subsid- 
iary, Opel. Meanwhile, America is learn- 
ing—especially in Japanese-owned fac- 
tories—to build cars more efficiently. 
Optimistically, South Korea’s carmak- 
ers still see room for growth in America and 
other export markets. Yet in Britain, 
Hyundai’s biggest market in Western Eu- 
rope, sales fell by almost a quarter to 8,600 
last year. Russian-built Lada cars outsell 
Hyundais by more than three to one in Brit- 
ain. Eastern Europe could quickly become 
the low-cost manufacturing base for small 
cars in Europe. Fiat, which set up Russia’s 
Lada plant in the early 1970s, has launched 
a joint venture to produce small cars at a 
new $1.4 billion plant near Moscow. Volks- 
wagen plans to invest an initial DM5 billion 
($2.9 billion) in helping East Germany mod- 
ernise its car industry. Exports of small, 
cheap cars from East European countries 
desperate to earn foreign exchange could 
kill South Korea’s hopes of building a 


world-class car industry. 





Mack Trucks and Renault 


Millstone 


ALLENTOWN, PENNSYLVANIA 


Ht has joined that select band of 
foreign companies that have made not 
one but two big bloopers investing in the 
United States. The French motor manufac- 
turer's first big mistake was taking control of 
American Motors, the now defunct minnow 


that tried for 33 years to compete with De- 


troit's Big Three. Its second big mistake was 
buying a controlling interest in 
Trucks, which in January had to re-open ne- 
gotiations with the union organisers it previ- 
ously tried to run away from. 

Renault entered its American ventures 
with gusto. A joint statement in 1979 an- 
nouncing the company's partnership agree- 
ment with American Motors spoke glow- 
ingly of "an exciting opportunity for our 
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.. growth success worldwide." The two 
. companies were to sell each other's cars and 
. to co-operate on car design, engineering, 
.. manufacturing and marketing. 
It did not work out that way. Instead Re- 
.. mault found itself throwing good money af- 
ter bad as it propped up its increasingly fee- 
ble American partner. American Motors's 
share of the domestic car market fell to 0.3% 
. andin 1987 Renault sold its 46% interest in 
the company to Chrysler, where it became 
the new Jeep-Eagle division. 
| Mack Trucks has not fared much better 
. and remains a headache for the French mo- 
tor company. The minority stake that Re- 
nault acquired in 1979 has grown to 4596 as 
the French company has been forced to in- 
ject fresh capital. Even during America's 
economic boom in the 1980s, Mack Trucks 
. only once managed to make a decent post- 
tax annual profit: $75m in 1984. In the nine 
months to last September it lost $105.9m, 
and is expected to report a loss for the full 
year of $120m. On January 29th Renault of- 
_ ficials in Paris said that Mack Trucks would 
complete negotiations on a short-term 
É E package with French bankers by mid- 


= For years Mack Trucks has blamed high 





WASHINGTON, DC 


o. querida Justice Department is 
cock-a-hoop. It had long suspected 
that Japanese construction firms rou- 
tinely conspired to rig bids. The hard 
part was proving it. Mr Stuart Gerson’s 
civil division of the Justice Department 





| has succeeded. 

In a landmark case which Mr Gerson 
hopes will “act as a prophylactic” on bid- 
riggers everywhere, the Justice Depart- 
ment has got 100 Japanese builders im- 
plicitly to admit their guilt. They include 
some of the biggest: Kajima, Shimizu, 
and Taisei. The 100 have agreed to pay 
|| $33m to settle charges of bid-rigging on 
| 250 contracts for an American naval 
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Pennsylvania, for a large part of its prob- 
lems. In the mid-1980s it told the United 
Autoworkers Union (UAW) that it would 
have to move some manufacturing opera- 
tions elsewhere unless the union agreed to a 
long list of concessions, including wage cuts. 

Threatened with the loss of their jobs, 
many of Mack's employees were willing to 
work for less. The national union was not so 
accommodating. It feared other truck mak- 
ers would then demand the same conces- 
sions. But the company was not bluffing. In 
1987 it cut 1,800 jobs in Allentown and 
opened a new assembly plant in Winnsboro, 
South Carolina, a state with right-to-work 
laws that has the lowest level of union mem- 
bership in the United States. 

Right-to-work, right-to-scab, say the 
unions. Yet, to general astonishment, the 
UAW narrowly won a ballot last April giving 
it the right to represent workers at the 
Winnsboro plant. When this blow was fol- 
lowed by a summer of costly teething trou- 
bles with new products, Renault's patience 
snapped. 

In September Mr Ralph Reins, Mack 
Trucks's president since June, replaced Mr 
John Curcio as chief executive. According 


base at Yokosuka. The department is 
continuing to pursue 40 other accused 
companies which have not settled. 

This particular bidding cartel was, say 
the American navy's detectives, formed 
on March 27 1984 and called seiyukai 
("friends of the stars"), a reference to the 
American flag. It was dissolved on Octo- 
ber 8 1987, when the conspirators be- 
came aware that they were under investi- 
gation. 

Japan's Fair Trade Commission, the 
agency charged with enforcing Japan's 
antitrust laws, expressed shock when it 
heard about the contractors’ misdeeds. It 
investigated the charges and found that 
140 companies had indeed colluded to 
rig bids. But the commission fined only 
the 69 companies whose rigged bids had 
won contracts and even these fines came 
to a derisory 1.596 of the value of the 
contracts awarded to each company, for 
a total fine of just $2.2m. 

The Justice Department was furious. 
On its reckoning the rigged bids had in- 
flated construction costs by at least 25%. 
The department retained a Japanese firm 
of lawyers and told the bid-riggers it was 
considering bringing its first-ever suit in 
the Japanese courts. The department had 
to make only one concession in getting 
100 of the firms to settle. The builders 
insisted that they be allowed to decide 
among themselves how much each con- 
tributed to the collective fine of $33m— 
the world's first-ever rigged fine. 










Big Mack, bigger losses 


to motor-industry analysts in nearby Phila- 
delphia, Renault then dropped heavy hints 
that it was giving Mack Trucks until mid- 
1990 to produce better results—or else. 

Industry insiders say Renault wants to 
sell the company to concentrate on Europe. 
The hard part will be finding a buyer. Swe- 
den's Volvo and West Germany's Daimler- 
Benz both have a strong presence in the 
American market and are seen as possible 
purchasers—but probably not just yet. 

The notoriously cyclical truck market 
has entered a downturn in America. Any 
buyer for Mack would want to wait until the 
market looks healthier. A purchase also 
does not look likely until Mack has im- 
proved its labour relations. The company 
says it has no idea whether the negotiations 
it opened with the UAW on January 17th on 
terms and conditions for its — — 
workers will take weeks or months to co 
plete. Frustrated managers have publicly ac- 
cused UAW officials of displaying “a total dis- 
regard for Mack employees, their families 
and the communities of which they are a 
part." Mack executives are now sounding 
more diplomatic, but it may be a while be- 
fore tempers cool. 





America’s steel industry 


Fool’s paradise 


PITTSBURGH 


—T 1980s were a horrible time for the 
American steel industry. The big inte- 
grated producers were buffeted in quick suc- 
cession by three blows: a slump in demand; 
the growth of cheap mini-mills that use elec- 
tric furnaces to make finished steel out of 
scrap; and a strong dollar that dampened ex- 
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ports and encouraged imports. Resulting 
cuts took 40m tons (one third of the total) 
out of production capacity and led to a 60% 
chop in the workforce. Industry-wide losses 
,Ppeaked at ove? $4 billion in 1986. 

The survivors^look trimmer and grim- 
mer. Two, LTV and Wheeling-Pittsburgh, 
are nursing themselves out of Chapter 11 
bankruptcy, trying to shed some health and 
pension bills on the way. National Steel has 
formed a 50-50 partnership with a Japanese 
steel company, NKK. Weirton Steel, a tin- 
plate maker, has turned into America's big- 
gest employee stock-ownership plan. Bethle- 
hem and Inland have been restructured. 
And the biggest of all, us Steel, has changed 
its name to USX and diversified into oil and 
gas production. Steel now contributes only a 
third of USx’s revenue. There are rumours 
that, to please the predatory Mr Carl Icahn 
who owns 1396 of Usx, the company may get 
ant of steel altogether. 

Even so steel executives such as Mr Tom 
uraham, president of USx’s steel division, 
are quietly confident about the 1990s. Prof- 
its are back. The dollar is at a more "'realis- 
tic" level. Employment is steadier—some 
mills are hiring workers for the first time in a 
decade. To celebrate their good fortune, 
most companies are giving back to their 
workforce the 20-3096 wage concessions 
they squeezed from it in the early 1980s. 
They may regret this, because the good for- 
tune looks unlikely to last. 

For one thing, the outlook for demand 
is murky. One forecaster, Mr Chris 
Plummer of the WEFA consulting group, 
reckons domestic steel demand will fall by 
5% in 1990, which will probably trim indus- 
try-wide profits to $1 billion. With the cur- 
rent weakness in the American car industry, 
the high level of demand in 1988 may not be 
reached again until 1992. Further ahead, 
steel will continue to suffer from the steady 

' ft of modern economies towards lighter 
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products. The steel industry's share of 
America's GNP is now half what it was in 
1950. 

Then there is competition from im- 
ports. Steel has hidden behind forms of pro- 
tection for 12 of the past 20 years. When de- 
mand collapsed in the early 1980s, pressure 
for tougher protection was rewarded with a 
"voluntary restraint arrangement" (VRA) 
that sought to limit import penetration to 
around 2096 of the market. Last December's 
extension of the VRA leaves room for that 
figure to climb to 2496. And the Bush ad- 
ministration insists that it will scrap the VRA 
after March 1992 even if it does not get 
worldwide agreement to phase out steel sub- 
sidies. Steel protectionists could still fight 
"unfair" imports with countervailing-duty 
litigation, but cases are always hard (and ex- 
pensive) to prove. So imports from low-cost 
countries will continue to grow. 

The cost advantage of foreign steel pro- 
ducers could also grow because of looser 
environmental rules abroad. The American 
stee| industry is troubled by Congress's 
planned clean-air bill. It had accepted the 
Bush administration's plan to cut the dis- 
charge of toxic fumes by 9796, even —— 
the annual cost could have been up to $5 
billion. But the current Senate proposal 
wants to eliminate toxic discharges alto- 
gether, which the industry claims would 
mean shutting down more mills. 

But the biggest reason for worry about 
the steel industry's future is the same as it 
has always been: bad management. The in- 
dustry's record of awful labour relations, 
low productivity growth, over-generous 
wage settlements paid for by price increases 
and slow adoption of new technology speaks 
for itself. Analysts reckon that excess Amer- 
ican capacity is still as much as 20m tons. 
And returning the wage concessions of the 
1980s will add 20-3096 to labour costs 
which, if health benefits are included, are al- 








ready 68% above the American manufactur- — 
ing average—a bigger gap than in the 1970s. — 
The producers that will weather the 
1990s best fall into three groups: z 
e Those with a particular speciality, such as - 
Allegheny-Ludlum, the biggest stainless- 
steel producer. Mr Dick Simmons, the com- 
pany's president, points out that the car in- 
dustry is switching increasingly to stainless 
steel. And labour comprises only 10% of © 
Allegheny's total costs, compared with 30% 
for traditional carbon-steel producers, mak- - 
ing the company less vulnerable to imports. 
or low-wage domestic competition. 
e Mini-mills. The market leader, Nucor, has - 
opened a mini-mill at Crawfordsville, Indi- 
ana, which is the first to make sheet steel. As 
technology improves and mini-mills move 
into higher-quality production, they will 
boost their 30% share of the market even : 
further. Though scrap prices are rising, - 
mini-mills also benefit from low wage costs. 
since they are mostly non-union. 4 
e Those with a strong foreign partnership. 
Every big American steel company except - 
Bethlehem now has some sort of arrange- - 
ment with a Japanese producer. In some 
cases, this has brought in both low-cost capi- 
tal and new technology. Mr Graham of USX- 
is sceptical of the benefit of low-cost capital: 
it might simply pay for poor investments 
But he concedes that the Japanese can help | 
with technology; for instance, the use of - 
higher-quality cold-rolled rather than hot- 
rolled steel in cars. 
Those not in one of these three groups — 
may find themselves messily fighting their 
unions. Or they will turn yet again to Wash- — 
ington, to pressure Mr Bush to extend the - 
VRA one more time. If America’s steel indus- _ 
try is to have any chance of being competi- - 
tive in the next century, Mr Bush will have 
to resist such pleas, even though 1992 isan 
election year. y 
ee pm mimi S 
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^ cimitar’s New Guaranteed I 
- Currency Fund. — 





Introducing a risk-free currencies 
investment. 


(No wonder it’s on limited offer). 





The beauty of the new Scimitar Guaranteed @ World-class management of international 
Currency Fund is that it offers really excellent currencies by a company which has excelled in 
prospects for making money from investing in this field. 
currencies, without risking any of your hard- @ Minimum investment US$10,000. Money 
earned capital. invested in advance of the closing date will earn 


Whilst you are guaranteed the return of at 
least 100% of your investment back at the end of a 
seven year term, you also have the potential to 
make very attractive capital gains through our 
sophisticated use of the international currency 
markets, which would include using currency 
forward positions and currency options. 


interest. 


@ Maturity in 1997, but freedom to redeem 
your shares after the fund has been trading for 
6 months. 





Scimitar has selected Gaiacorp, which has — RA oth, a — 
an outstanding record, to manage the currency : 
portfolio. The prospectus, available on request, advantage of the opportunity, be sure 
explains it clearly. But very briefly, here are the that you read the paragraph below. 
highlights. 
@ A guarantee by Standard Chartered Bank, of 
at least your full investment back at the end of How to invest 
the term. If you are intrigued by what you have read and 


@ Theopportunityforsubstantialcapitalgain would like more information and a prospectus, 
and no capital loss. Based on the 34 yearsending ^ simply fill in the coupon. Alternatively, call in at 








31/12/89, the Fund would have achieved an your local Standard Chartered branch. They will 
average net return of 27.6% per annum. be glad to help you. 
Á To: David Mello, Scimitar Fund Management (Bermuda) Ltd., Corporate Trust Dept., ; | 
| PO Box HM 1020, Hamilton HMDX, Bermuda. Telephone: (809) 295 2302 Fax (809) 295 6180. z | 
or to Jill Teager, Scimitar Asset Management Ltd, 22 Billiter Street, London EC3A 2BE. Z 
— | Telephone: (01) 7022778. Fax: (01) 702 2737. J 
^ | Please send me a prospectus and application form for Scimitar's New | 
“4 Guaranteed Currency Fund. S C | M | T A R 
J | Name (BLOCK CAPITALS) H AS "p H E E DG E | 
, | Address Scimitar Fund Management | 
(Bermuda) Ltd. part of 
| Country Telephone No. Standard ft Chartered | 
re ene CON wed 2 ee NN 
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Junk's house of cards 


NEW YORK 


N THE nineteenth century America's 

bankers called it credit revulsion; in 1990 
it is a tamer-sounding junk-bond collapse. 
Whatever the label, investors are fast be- 
coming much warier about extending credit 
to dubious lenders in risky—or plain rot- 
ten—markets. For now, the nervousness is 

tred on America’s $200 billion junk- 
__ad market. Dimmer prospects for junk- 
bond financings have quickly cast gloom on 
the stockmarket. Wall Street arbitragers are 
being mauled, as investors pile out of 
favourite takeover targets, such as United 
Airlines (UAL). The shares in that company 
(the collapse of whose refinancing was said 
to have sparked last October’s mini-crash) 
slid by 12% on January 30th alone. 

Dramatic evidence of the shot nerves of 
the junk-bond market arrived on January 
26th. Moody’s, one of America’s two main 
credit-rating agencies, downgraded $19.5 
billion-eworth of debt belonging to RJR 
Nabisco. RJR became a private company 
early last year in a $25 billion leveraged buy- 
out, the largest American takeover ever. 
Moody’s downgrade, which was not fol- 
lowed by Standard & Poor’s (the other big 
agency) scuppered an RJR plan to issue 
$1.25 billion in investment-grade (ie, better- 
than-junk) notes. The proceeds from these 

es were to have gone towards retir- 
ing some of the company's $6 billion- 
odd of bank debt. Moody's painted 
a dismal picture of the tobacco in- 
dustry and RJR's place in it. 

Although RJR Nabisco is sup- 
posed to be the bluest of chips and its 
junk paper the most liquid of issues, 
Moody's announcement ca two ^4 
days of panic selling. Some RJR issues 
plunged by as much as 20 points. — * 
The simplest issue, the 13.5% : Pe 
bond due for redemption in 3 
2001, was trading above par gi © 
(face value) only two weeks ep 
ago. On January 29th it was x 
the best of a bad bunch, p^ 
since they actually pay inter- 


wallowing below 89 cents on 
est in cash. This is a rare feat for RJR bonds. 






the dollar. These bonds are 


Look at the $11 billion of RJR paper 
which will not pay interest in cash until, at 
the earliest, 1994. Nearly 4096 of these issues 
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were sold to Japanese investors by Drexel 
Burnham Lambert and Merrill Lynch, the 
two underwriters to the giant deal. These is- 
sues comprise various sorts of pay-in-kind 
and zero-coupon paper, the most junior 
(and hence the riskiest) sorts of junk. To get 
rid of this stuff in early 1989, Drexel 
Burnham also paid American junk-bond 
mutual funds millions of dollars in fees in 
return for the funds buying the securities. 
The fund managers appear not to have 
asked themselves why they were being paid 
fees to buy something. America's largest 
mutual-fund group, Boston's Fidelity Invest- 
ments, was reportedly one of the biggest sell- 
ers of RJR paper on January 30th. 

hat scares investors most is the un- 
known liability posed by the pay-in-kind 
bonds. Rather than pay interest in cash, 
these issues instead hand out more bonds. 
Such pay-in-kind bonds now seem to be the 
Achilles heel of the RR deal. The RJR bonds 
account for roughly a third of the total zero- 

coupon and pay-in-kind junk outstanding. 
The worry over these bonds is that the 
amount of nominal interest that they "pay" 
is a moving target. The lower the bonds fall 
in price, the higher the inter- 
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est-rate coupon (paid in new bonds) has to 
become in order to get the bonds to trade at 
par—which they must do according to the | 
terms of the issue. There is thus a . 
ger of a vicious circle, which could suck up. 
RJR’s or any other issuer's remaining equity. 
Take, as an example, njn's $5.8 billion — 
of pay-in-kind bonds due in 2001. RJR must 
fix the interest rate (still to be paid in kind) © 
on these bonds before April 1991. They too — 
are supposed to be issued at par. If, say, the 
pay-in-kind paper were reset at its January - 
30th price of $63, the nominal interest rate 
on these bonds would be at least 25%. That 
would mean that nearly $1.5 billion-worth | 
of bonds (one-quarter of $5.8 billion) 
would, scarily, have to be issued annually 
just in order to pay the interest on this issue. 
At the current price of its debt, RIR could 
not pull off such a reset. The junk market 
would balk, because the rate needed to meet - 
the terms of the reset would itself swamp the 
credit. 
Last December it was the inability to 
manage such a reset—and Fidelity's subse- · 
quent refusal to accept a bond exchange on — 
its holdings—which helped to push Jim | 
Walter (a homebuilder), and —— f 
its holding company, into bankruptcy. That 
was the first such indignity suffered by - 
Kohlberg Kravis Roberts (KKR), the lever- - 
aged buy-out giant which did the Jim Wa * 
buy-out, and went on to do the RJR deal too. 
Resets also raise the potential threat of - 
legal problems for investment banks. Take 
Western Union, a telegraph company and 
another Drexel client, whose cash-paying | 
bonds in December were reset by Paine | 
Webber at a yield of 19.2596, with a value of 
$100. The bonds then never traded higher | 
than about $97; they had plunged to | 
$37 by January 30th. That means 
2! Paine Webber faces the risk of law- 
- suits from outraged bond holders, 
who believed that the bonds - 
should be worth par for sligh 





more than one month. C | 






that the market for junk has so far 
(Q4 not been exposed to its greatest - 
. potential danger—mass redemptions 
from the public mutual funds 
, which own about one-third of all 
outstanding junk bonds. These - 
funds already face a devilishly - 
tricky task trying to value their 
junk holdings in a market with — 
wide bid-to-offer spreads and — 


investors now redeem their holdings, 
there is no natural buyer to take their — 
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place. Savings and loan associations, which 
have sucked up so much garbage sold by 
Wall Street in recent years, have been or- 
dered to sell all their junk holdings by 1994. 
Meanwhile, insurance companies and pen- 
sion funds are increasingly wary of junk—as 
are the Japanese, the newest class of investor 
E already among some of the most badly 
it. 


Japan's junkies 
In addition to their embarrassment about 
losing money on RJR and other “quality” 
junk, Japanese investors—life assurers, 
banks and leasing companies—have also re- 
cently had a painful lesson on the doubtful 
quality of American banks’ credit ratings. 
The Japanese took up around a quarter of a 
$200m Bank of New England bond issue 
that Morgan Stanley sold last September. In 
December Bank of New England stunned fi- 
nancial markets by admitting to its vast ex- 
posure to dud property loans. This has now 
led to a real liquidity scare. 

By January 30th these same bonds were 
bid at $15 and offered at $25, a gaping deal- 
ing spread. At a $20 median price, this issue 











p” 






Va 
me 





s 


-— Y 
, 
PES 





— 
ATZ 


A — va 


currently yields a handsome, if wildly risky, 
52%. Morgan Stanley has enjoyed great suc- 
cess in recent years placing lots of junk 
bonds in Tokyo to refinance leveraged deals 
in which Morgan Stanley itself had invested 
money. The Bank of New England issue is 
therefore highly awkward, for it undermines 
what until now has been a most profitable 
business. 


Salomon Brothers is another Wall 


Street investment bank that has peddled ju- 
nior bank debt to the Japanese. In early 
1988 Salomon sold to a syndicate of 14 Japa- 


nese leasing companies a SLIOm subordi-,. 


nated loan raised by prc«New Zealand, a re- 
cently privatised merchant bank.* Two 
months earlier Salomon had announced its 
intention to buy a 20% stake in DFC, a trans- 
action it completed in late 1988. 

Sadly for Salomon’s investment and for 
its good name with the Japanese, DFC went 
gloriously bust in October 1989 after its 
80% owner, the New Zealand government- 
owned National Provident Fund, refused to 
putin any new capital. DFC had been an ag- 
gressive issuer of paper in international capi- 
tal markets, selling $600m of Eurobonds 
and $270m of commercial paper. 

DFC's problem was that in 1987 it lost its 
government guarantee and became a pri- 
vate-sector bank. That is a development that 
might in the future sink—on a much big; 
scale—many well-known American nan 
adept at exploiting their federal guarantees 
in the international capital markets. Who 
knows? Bond investors could have a lot 
more worrying to do. 





American Express and its broker, Shearson Lehman 


Not doing nicely 


NEW YORK 


HE sacking on January 30th of Mr Peter 
Cohen, the chairman of Shearson Leh- 


.. man Hutton, was the logical end to a messy 


| 
J 


story. America’s second-largest securities 
firm has suffered a string of financial disas- 
ters in the past two years. These culminated 
this week in its failure to sell an offering of 


= mew Shearson shares. The much-needed 
. money will now be raised through a $250m 
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rights offer, underwritten by American Ex- 
press, which owns 6196 of Shearson. 
Mr Cohen, a man short on urbanity, re- 


— cently committed the cardinal sin for the 


4 


sol Robinson... 
80 


head of any large organisation: he lost his 
cool in public. Mr Cohen was undoubtedly 
under pressure. Shearson's share price had 
fallen by 3096 since the announcement in 
December of the now-aborted equity offer- 
ing. When news of Mr Cohen's departure 
hit the markets on January 31st, Shearson's 
share price rallied. That day, it was one of 
New York's strongest performers. 

Mr Cohen's exit puts the heat on Mr 
James Robinson, Amex's chairman. Mr 
Robinson, someone who seems cool under 
pressure, has moved to take greater charge 
at Shearson. He has appointed as its interim 
chief executive Mr Howard Clark, Amex's 
treasurer and the son of a former Amex 
chairman of whom Mr Robinson was him- 
self the protégé. Mr Clark, like Mr Robin- 
son, is straight from the buttoned-down, all 
American corporate culture of Amex. That 
is an atmosphere far removed from the 
hard-sell hustle of Shearson—even though 
the two firms occupy the same building. 

Mr Robinson will need to get a grip on 
Shearson rapidly since, for the past two 
years, he has largely ignored the firm's grow- 
ing problems. During that period he spent a 
lot of time promoting grand policy initia- 
tives on such issues as third-world debt and 
the American-Canadian trade pact. To his 
growing band of critics, Mr Robinson often 
appears more like an unofficial American 
treasury secretary than an executive answer- 


able to his shareholders. 

Ultimately, the buck for Shearson's 
woes stops at Mr Robinson. He sanctioned 
Mr Cohen's disastrous $1 billion pürchase 
of a wounded brokerage, E.F. Hutton, at the 
end of 1987. That deal wiped out most of 
Shearson's net worth. And Mr Robinson 
played a big role in Shearson's disastrous at- 
tempt to lead a management buy-out of RJR 
Nabisco, a food-to-tobacco giant. Mr Robin- 
son is a friend of Mr Ross Johnson, the for- 
mer RJR chairman who received a $56m 
golden handshake when he left the firm. Mr 
Johnson is also a director of Amex. 

When Shearson ultimately lost the RR 
deal to Kohlberg Kravis Roberts (KKR) in : 
biggest-ever ($25 billion) buy-out, KKR Coi- 
pounded the sin by promptly hiring Amex’s 
highly regarded president, Mr Louis 
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` West Germany's stockmarkets are booming. Sháre prices have risen by 


20% since the 


rlin Wall was breached in 


ovember, and last year the 


country’s eight stockmarkets traded more shares than Lond 


HEY have never had the financial 
markets their economy seems to de- 
Germans 
scorned the derivative markets in futures 
and options which have delighted and en- 
livened Paris and London. The clannish- 
ness of German companies (cross 
shareholdings probably mop up 35-40% 
of all companies’ shares) and the power of 
the banks (which own another 10% of 
Deutschland AG) meant that there was lit- 
tle incentive for West German companies 
to worry about the price of their shares. 

West German institutional investors, 
such as pension funds and insurance com- 
panies, own only 5% of the shares quoted 
on the stockmarket. Their counterparts in 
America and Britain own 60-70% 
of their domestic markets. 

This, plus the inertness of the 
crossshareholders and — banks, 
leaves foreigners as the most active 
investors in West Germany. At the 
beginning of the 1980s they held 
around 40% of shares quoted on 
German stockmarkets. Salomon 
Brothers, an American investment 
bank, now reckons that foreigners 
own close to half of all quoted West 
German shares. It is impossible to 
be exact because so many German 
shares are bearer securities (where 
ownership of the paper proves title) 
rather t registered shares, 
which are the rule in America and 
Britain. Foreigners have built up 
their stakes by buying in the mar- 
- ket, and by taking up the rights is- 
sues that West German investors invari- 
ably spurn. 

The growing importance of foreigners 
might eventually change the way the West 
German stockmarket works. Unlike in 
America and Britain—and now France 
and Belgium—companies in West Ger- 
many are virtually immune to hostile (ie, 
opposed by the management) takeover. 
This leads the stockmarket to undervalue 
West German companies. Com 
with British and American companies, 
where jazzy accounting hypes up profits, 
German companies go to the opposite ex- 
treme. They routinely make excessive pro- 
visions and charge them off as normal ex- 
penses. Moreover, all investments are 
valued at cost, rather than market, price. 

Since such values cannot (yet) be un- 
locked, West German share prices are 
| comparatively cheap. The average quoted 
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MARKET FOCUS 


company is valued at around 4.8 times its 
cash flow. British and American compa- 
nies are valued at around seven times an- 
nual cash flow. Bankers keen on leveraged 
buy-outs say that any company valued un- 
der 7.5 times could become a takeover tar- 


get. 

There are already signs that German 
companies are bracing themselves against 
takeovers. Dresdner Bank, Germany’s 
second biggest bank, wrote anti-takeover 
measures into its articles of association 


last year. These limited the rights of share- 





holders who were not approved of by the 
board to vote their shares. This measure 
was ruled illegal by the state court in 
Frankfurt at the end of January. 

West German companies are also be- 
coming more aggressive: Veba, an acquisi- 
tive conglomerate, is still (apparently) in- 
terested in increasing its stake in 
Feldmühle Nobel, mainly a paper com- 
pany. Last year Veba was allowed to buy a 
40% stake in Feldmühle that had been se- 
cretly built up by two Flick brothers, 
grandsons of Feldmühle’s founder. 

Although the prospect of takeovers 
and higher share prices comforts inves- 
tors, there are also more immediate rea- 
sons for investing in West Germany. In re- 
cent years West Germany has settled for 
low inflation at the cost of (comparatively) 
slow economic growth. This, too, might 
be changing. 
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This year West y's economy is 
forecast to grow by over 3% compared — 
with an average from 1979-88 of around © 


296. Of the other big five western econo- | 


mies, only Japan's will grow faster. The in- 
flux of labour from East Germany should 
keep wage costs down and help to keep 
annual inflation under 396. 

A faster-growing economy should help 
German profits. UBS Phillips & Drew, a 
firm of stockbrokers, estimates that if in- 
vestors expect returns equal to the growth 
rate plus the dividend yield, a 196 rise in 
West Germany's rate should bring | 
dividend yields down by 1%. Since divi- — 


dend yields are currently 2-396 this implies || | 


that West German share prices could rise 
by 50-100%. [D 
Accounting changes should also trans- 
form German profits. The 1990 imple- | 
mentation of the European Commission's 
seventh directive on accounting, which . 
requires companies to consolidate their || 
foreign subsidiaries, will produce a profits — 
windfall for investors. For example, 


Hoesch, a steelmaker, should re- | | 


port profits that are 5096 higher. 
Further off, rules might be modi- | 
fied that limit the amount of profits | 
that can go to dividends. | 
The strength of West German 
companies’ balance sheets means 
that companies might be tempted 
to increase their dividends. Phillips | 
& Drew calculates that the 50 larg- 
est non-financial companies in Ger- 
many receive interest income | 
is equivalent to 6% of their pre-tax | 
profits. American, British and Japa- 
nese companies all pay out a much 
larger slice of pre-tax profits in in- | 
terest: 30%, 1296 and 2796 respec- |. 
tively. Such a formidable cash 
can afford higher dividends. a 
Only the link between the yield 
available on government 1 
and the earnings yield available on equi- — 
ties is pointing to a lower stockmarket, as 


the chart shows. Traditionally, many in- | 


vestors track the relationship between — 


yields on government bonds and earnings || 
yields from equities (which is calculated as 


the reciprocal of the price-earnings ratio). - 
West German bonds yield 7.596 and equi- 
ties around a comparatively low 696. The 
link between the two looks stretched by | 
historical standards. | 

Do not expect a stockmarket crash yet. — 
Firstly, West German bonds are oversold: 





few other countries’ bonds offer such at- | 


tractive real yields. German government 


bonds have real yields close to 4.5%. Sec- 


ondly, the relationship between the two is 


not as stretched as the average for the 
world as a whole and for Japan in particu- 
lar. Japanese bonds yield almost three 
times as much as Japan’s equities earn. 


81 









flow j 







f 
* 











% 


‘| 


= 


LU 
IJ 
+ 


. FINANCE 
-. Gerstner, as the new RJR chairman and chief 
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executive. Mr Gerstner was Mr Cohen's 
harshest critic within Amex. Mr Robinson, 
like Mr Cohen, has also been embarrassed 
by a best-selling book on the RJR fiasco. It 


Claims that his wife, Linda, a public-relations 


executive who was representing Mr John- 


. son, also negotiated behind Shearson's back 
-= with M 


r Henry Kravis. 

Amex's highly polished image—its pub- 
lic-relations department wields unusual 
power within the firm—has also been tar- 


. nished by scandal. Mr Sandy Lewis, an in- 
. vestment banker, was recently prosecuted 
. for manipulating the share price of Fire- 


man's Fund, then an Amex subsidiary. Mr 
Lewis, a close friend of Mr Robinson, had 


- earlier set up a risk-arbitrage business (ie, 


betting on takeovers) with the help of a 


- $10m investment by Amex. Then, last July, 


Amex had to pay $8m to charities chosen by 
Mr Edmond Safra, a Swiss-based Lebanese 
financier. Amex admitted responsibility for 
what it called a “shameful” and “baseless” 
campaign attempting to link Mr Safra's pri- 
vate banks to laundered drug money. 
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Amex's head of PR resigned. 

The disarray at Shearson has taken a 
toll on Amex's own share price. Investors 
seem to have concluded that Amex's at- 
tempt to diversify out of its money-minting 
charge-card business—still the world's fin- 
est—and build a wider supermarket has 
proved a failure. Its share price on January 
30th was $29, against a 1989 high of $39. 

Meanwhile the old guard from Lehman 
Brothers, a venerable firm bought by 
Shearson in 1984, may be returning to run 
Shearson, now woefully thin in senior man- 
agement. Mr Warren Hellman, a former 
president of Lehman, will become 
Shearson’s non-executive chairman. 

Mr Hellman runs a San Francisco-based 
investment-banking boutique. He was one 
of the first to jump aboard the buyout band- 
wagon. He may well ask another Lehman 
veteran, Mr Peter Solomon, to return to 
Shearson. Mr Solomon was Shearson’s 
head of merchant banking before he re- 
signed after Mr Cohen cut him out of the 
RJR deal—before taking personal charge 
himself. The rest, as they say, is history. 





Reviving the Euro-commercial paper market 


ANKS in London have never made 


money out of Euro-commercial paper 
(EcP). Toughing it out in the ECP market, 


. now worth some $70 billion, has always 
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been a matter of pride among banks. Now 
dealers are at last tiring of their charitable 


. role. The solution they are turning to, 
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. often issue it at less than LIBOR (the 
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money). The banks which are dealers 
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. mum commissions. It is supported by 
— some of its competitors, such as S.G. 


minimum commissions, is another 


are fading. 

ECP is short-term paper with a maturity, 
on average, of 30-60 days. Blue-chip compa- 
nies like this kind of paper because they can 


mark rate at which banks offer 


on an ECP programme bid for paper 
only when an issuer wants to raise 
money. No underwriting risk is in- 
volved for which the banks can 
charge a fee. In the past banks have 
persevered with such an unprofitable 
activity in the hope of bagging more 
profitable business from corporate 
‘treasurers. 

Now the top dealer, America’s 
Citicorp, is pushing for agreed mini- 


Warburg and Barclays de Zoete 
Wedd, two British houses. The deal- 
ers claim that they are not in the busi- 
ness of cartel building. But what else 


can their behaviour be called? =. 
Other sectors of the Euromarkets A whole new ball-game 
82 


. Did anyone say cartel? 


have already taken this route. For instance, 
the medium-term note market works well 
with fixed commissions. By the end of last 
year the market had doubled in size to about 
$10 billion. The Eurobond market partially 
embraced fixed commissions, in the form of 
fixed price re-offerings, for the first time last 
autumn. So far more than $11 billion of 
such deals have been done. The underwrit- 
ers on these deals shared out over $40m; 
that is nearly three times the $14m they 
would have made if they had stuck to the old 
competitive bidding system. 
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A similar jump in revenues would suit 
ECP dealers. The top houses estimate that 
the average spread they earn on trades, at 
two basis points (hundredths of 1%), pulls 
in annual revenues of just $2jn per firm. Thé 
overheads of a commercial-paper team are 
more than $2.5m a year. Thus banks can 
make a profit only by taking positions or by 
using their dealers to sell other, more profit- 
able products (like medium-term notes). 
Most of the leading EC» dealers in the mar- 
ket now favour commissions of between 
three and five basis points. Taking four as 
an average, this would double the dealers’ 
basic revenues from ECP. 

The biggest houses say they need to do 
something if the ECP market is to survive. 
The market has lost credibility since Bank- 
ers Trust announced in July 1989 that it was 
following Salomon Brothers out of the busi- 
ness. Then in December 1989 the fifth-big- 
gest dealer, Merrill Lynch, said it was qu’ 
ting. This is disheartening for issuers w 
want a liquid market in their paper. 

As damaging were the first defaults in 
the ECP market last year—by Integrated Re- 
sources, Lomas Financial, prc New Zealand, 
all financial companies, and Wang Labora- 
tories. Last month a study of the American 
and ECP markets by Moody's Investor Ser- 
vices, a New York rating agency, said that 
these defaults highlight the extra risks of the 
ECP market over its American counterpart. 

In the safer American commercial paper 
market, worth over $500 billion, roughly 
9596 of the programmes have credit ratings. 
When an issuer's rating is downgraded, the 
market for a company's paper quickly van- 
ishes. There is what Moody's calls an orderly 
exit from the market before problems occur. 

By contrast, only about 40% of EC? is- 
sues have ratings. That is partly because the 
Euromarkets are less regulated, and partly 
because, in the ECP's early days, the main 
dealers were bank investors with their « 
credit-analysis departments; they told e 
other that this made independent rat- 
ings unnecessary. 

e case of DFC New Zealand 
points out the dangers. After having 
its CP rating in America downgraded 
by Moody's last year, the DFC bank 
simply switched to the ECP market. 
Partly because of these defaults and 
investors' wariness of unrated paper, 
only about 170 new programmes were 
issued in 1989. There had been 
around 220 in each of the two previ- 
ous years. 

The push for fixed commissions 
and more ratings may help solve some 
of the ECP market's problems, just as 
fixed price re-offerings are coming to 
the aid of the Eurobond market. But 
it is sad to watch former buccaneering 
Euromarketeers sailing to the safer 
havens of regulated markets. 
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A pilgrim’s tale 


URMGIL in Eastern Europe is throw- 

ing up some spectacular stories of 
junips from outcast to political leadership. 
Here is one for financiers and economists 
to marvel at. 

About 18 months ago Mr John Gould, 
dean of Chicago University’s business 
school, received a letter, completely out of 
the blue, from a Czech economist. The 
writer was being allowed out 
of Czechoslovakia for the 
first time in 20 years and 
asked if he could do a spell as 
a visiting fellow, or whatever, 
in Chicago. As was then 
common practice, his family 
was to be held hostage in 
Prague while he was away. 

As far as he knew, he 


, wrote, he was one of Czecho- 








Debt guidelines for British banks 
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slovakia's only devotees of 
the ultra-free-market Chi- 
cago school of economics, 
having read piles of books by 
folk such as Mr Milton 
Friedman, which had not 
been banned in his country. 
Presumably they were con- 
sidered to be fairy tales, and hence not 
subversive enough to bother 
about. Whatever the reason, 
he thought it fitting that his 
first overseas trip for two de- 
cades should be a pilgrimage 
to his academic Mecca, the 
Windy City. 

Intrigued, Chicago Uni- 
versity accepted him. When 
the mystery man arrived it 
turned out that he had been 





At the Bank's bidding? 


ANUARY 29th saw the publication of 

the Bank of England's new so-called “ma- 

trix", which gives Britain's banks guide- 
lines on the level of provisions they should 
make against their £16 billion ($27 billion ) 
of third-world loans. This was a chance for 
the Old Lady to show herself at what used to 
be her best: as the respected maternal regu- 
lator giving caring but stern advice to her 
wards. Sadly, the new framework shows she 
is no longer stern enough. 

The matrix weighs a number of factors, 
such as interest arrears and rescheduling 
aereements, which might affect a foreign 

intry's present (or future) ability to repay 
its debts to British banks. The theory is that 
British banks see how their borrowers score, 
and then adjust their provisions according 
to the table in the matrix. Unfortunately, 
the Inland Revenue uses the matrix to help 
calculate the tax relief it is willing to grant 
the banks on their provisions. 

In 1988, the year the matrix was first 
used, the Bank of England suggested that 
banks should provision for about 3096 of 
their third-world loans. All had already fol- 
lowed the provisioning lead of America's 
Citicorp, so the matrix was not much help. 

The new matrix, published on January 
30th after many months of drift and delib- 
eration, suggests a prudent level of provi- 
sions of around 50%. This is too kindly. It 
brings the Bank's views belatedly into line 
with only the three most weakly provisioned 
of the top-flight banks. Among these three, 
Barclays Bank (which has $3.3 billion of 
long and medium term third-world debt) 
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and Standard Chartered (with $2.8 billion) 
announced six months ago that they were 
increasing their provisions to around 50% 
of their developing-country loans. Midland 
(with $5.5 billion of credits) reckons its pro- 
visions level is 58%. 

Lloyds Bank and National Westminster 
Bank leave the matrix far behind. In No- 
vember last year Lloyds announced it was in- 
creasing its provisions to cover 72% of its 
overall exposure, and 85% of the bank’s $6 
billion of medium and long-term third- 
world credits. NatWest, with some $4 billion 
out, has provisioned against 65% of its port- 
folio. Such macho-provisioning delighted 
the stockmarket. 

The messages to the rest of the world are 
that the Bank of England’s policy seems to 
be led by the banks that it supervises; that 
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daunted by Mr Friedman's move to 
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an economic adviser to Ab | 
exander Dubcek in 1968, || 
when the Czech communist | 
chiefs "Prague spring" re- 
forms drew in Russia's tanks. 
That was why the economist | - 
had been banned for so long, - 
confined to the m 
depths of an economic fore- 
casting unit, in a ministry's 
basement. The visitor stayed 
in Chicago for a couple of months, un- 


California. 

After his return nothing was heard for 
months. Then a change-of-job letter ar- 
rived. The economist's name is Mr Vaclav 
Klaus, and he is now finance minister of 
Czechoslovakia. True to his studies, he 
has recently proposed that Eastern Eu- 
rope's Council of Mutual Economic As- 
sistance—better known as Comecon— 


should be scrapped. 


the Bank is paying more attention to the im- _ 
age of British banking rather than its sound- 
ness; that the Bank is trying to keep its - 
charges moving at the pace of the slowest. 
Banks such as Standard Chartered and Mid- — 
land may be too poor to bolster their provi- — 
sions. Barclays, Britain's biggest bank, cer- _ 
tainly can provide against all its third-world 
debt. But now that the Bank has pitched its — 
guidelines at the level of the weakest banks, 
it is giving them a wrong defence against. 
awkward questions about their somewhat 
flimsy bad-loan provisions. | 
Midland has good reason to thank the 
Bank. If it had to bolster its provisions to the - 
level of Lloyds, its hand would be weakened. 
in negotiations with the Hongkong & 
Shanghai Bank over a probable merger. 
When Hongkong & Shanghai bought a 
14.9% stake in Midland in 1987, it paid net | 
asset value. Midland's interim figures last 
year showed a net asset value per share of 
£3.39, calculated on the basis of total net as- 
set value of £2.6 billion. If Midland raised its 
provisions to 85%, the net asset. 
value per share would be trimmed- 
(pro forma) by a third, to £2.20. 
What are the tax implications of 
the new matrix? By how much will 
other taxpayers be required to 
subsidise the bad decisions of some 
past bank managers? Nobody is yet 
quite sure. The Inland Revenue ar d 
the banks are still bickering about. 
the tax relief allowed by last year's. 
matrix. This new matrix was sup- 
posed to have been published after the. 
Inland Revenue had given its approval, but 
the tax inspectors balked at the last minute. 
Theoretically, however, if the Inland - 
Revenue follows the matrix and allows the 
banks tax relief on the increase in provisions 
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. from 3096 to 50%, there will be a sh 

for the treasury: about £1 billion. This gap 
.. may have to be filled by ordinary taxpayers 
. less rich and less foolish than the weakest 
banks. Theory may not translate into prac- 
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. Goldloans 


. Wagging the dog 


| Bee price of gold was $413 per ounce at 
January 31st’s London fixing, up from 
$360 as recently as last September. Can it go 
_ bubbling on past $420—at which point, his- 
= torically, it has sometimes stuck because 
_ some western central banks then start to sell 
. some of their unnecessarily large gold 
reserves? 
... The gold-bugs have ascribed recent buy- 
. ing to such contradictory emotions as the 
- ricketiness of capitalism (witness worries 
. about the Bank of New England and other 
American banks) and the triumph of cap- 
| italism (upheavals in Eastern Europe). Both 
- factors are supposed to have prompted 
panic buying and thus rises in price, and 
- those rising prices in turn suck in more spec- 
ors. 
Beside these explanations, there may or 
. may not this time be a more solid bull point: 
. namely, the undoubted coming failure of 
Some of yesterday's excessive surge of gold 
. loans. A conservative estimate from RTZ, a 
.. mining company, talks of $5 billion of gold 
.. loans between 1987 and 1989. 
E Most of these were taken out by small 
. mining companies in North America and 
. Australia. Their peculiarity was that the 
. companies borrowed gold (not money) from 
_ the commercial banks; and that the com- 
_ mercial banks had in turn usually borrowed 
- the gold from central banks. Western cen- 
tral banks hold around 35,000 tonnes of 
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tice. At the frantic rate most of Britain’s 
banks are reducing their third-world expo- 
sure, the matrix could become a historical 


curiosity before present squabbles over tax 
relief are sorted out. 





gold (worth $470 billion). As bullion pays 
no interest—unlike currencies—this gold 
sits idly around the banks' vaults. Offers of 
annual interest rates of 1-296 delighted the 
central banks. They gladly lent some of their 
gold to commercial banks, who then lent it 
to developing gold mines as a supposedly 
cheap source of financing. 

When commercial banks decide they 
have a cheap way of financing a splurge as 
daft as a gold rush, they always make some 
loans too optimistically. This time their op- 
timism was about geology. They assumed 
that the mines which took out the gold 
loans would later dig out the gold to repay 
the loans. So did the borrowing mines. In 
1987-89 these mines sold the gold they had 
borrowed from commercial banks, and 
spent the money on developing their mines. 

In 1987 the Bank of Nova Scotia, an ex- 
perienced gold lender and trader, used pro- 
duction estimates for North American gold 
mines to try to forecast the demand for gold 
loans up to 1990. It assumed that mines 
would be willing to dedicate around 1596 of 
their new annual production to service 
debts taken out for developing that produc- 
tion; and concluded that gold-loan demand 
would be around 3m ounces (or 93 tonnes) 
from 1988-90. The actual loans so far must 
have been over three times that. 

According to RTZ around 315 tonnes of 
gold was loaned net of repayments between 
1981 and 1989. That is more than 
one-fifth of one year's normal newly 
mined production (about 1,538 tons 
in 1988). Some analysts think that 
the extra supply from gold loans (and 
the forward sales predicated on the 
mines' future production) may have 
depressed the gold price by as much 
as $70 an ounce in 1988-89. 

At least some of that predicated 
future production is not going to ap- 
pear. Already some small gold loans 
have run into trouble, despite gold's 
rising price. The Canadian gold-min- 
ing rush was prompted by the intro- 
duction of some foolish individual 
tax-breaks. This naturally sparked the 
development of dottily speculative 
gold mines. At least three respectable 
Canadian gold-borrowers look in 
trouble: Ketza River in the Yukon has 
been followed by Urg and Augmitto. 


Australia could provide some 
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nastier shocks. Some mines there have 
rushed into alleged production to beat 
new tax on gold mines’ profits, which is t.. 
to come into force next year (previously they 
were exempt). Smaller gold mines have al- 
ready pledged over 90% of what they hope 
will be their future production. Local co- 
medians say that the definition of a metal 
mine in parts of Australia is a hole in the 
ground owned by a liar. 

The gold bugs say it will be hard to fill 
such “unexpected” gaps in production. Pa- 
pua New Guinea, which was supposed to be 
producing 100 tonnes of gold by 1992, will 
produce next to nothing if the anarchy that 
closed Bougainville continues; remember 
that in 1987 Bougainville was the world’s 
I3th-biggest gold mine. Russia, which pro- 
duces around 300 tonnes a year, may not be 
able to produce more. South African mines 
are deep and take time to develop, so they 
cannot meet a sudden shortage either. The 
best bet for a new supplier might be the MF, 
which says it is contemplating selling 3m ~f 
its 103m ounces to clear developing co 
tries debts to it. 

The final twist to the gold optimists’ ar- 
gument is that once gold loans start to go 
bad, banks will stop making any more, thus 
cramping the development of new mines. 
Actually, the outflow of gold loans is already 
well past its peak. In 1988, according to RTZ, 
there were net new gold loans of 152 tonnes; 
that fell in 1989 to 49 tonnes as repayments 
began to overtake new loans; this year mines 
have to repay around 61 tonnes of gold, and 
so far few gold loans have been taken out. 

Verdict for the gold optimists? Well, as 
always in gold, remember on what their ar- 
gument is based. During the last gold boom 
people bought so many gold shares that 
banks started to lend extra cheaply to some 
developing gold mines that should never 
have existed. This is taken to mean that, in 
the current gold boom, the gold price 
should go on up and up and... 
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to eat? 


PONGY-brained, mad and dead within 

months. More than 9,500 British cows 
have fallen prey to such a fate. An unknown 
number will join them, cut down by a dis- 

> called bovine spongiform encephalopa- 

(BsE). For most British people, mad cows 
are yet another plague from the food indus- 
try. Salmonella, listeria and botulism—all 
food bugs that make people ill—have re- 
cently made news. Quite reasonably, beef- 
eaters are wondering if mad-cow disease can 
be passed on to them. 

Britain's £200m-a-year ($330m) exports 
of beef within the EC are threatened. British 
beef has been officially banned by West Ger- 
many; live animals cannot be exported; car- 
casses of animals dead from BsE are burnt. 
Little wonder that farmers are desperate to 
show that the disease will not pass to man. 
Britain's Ministry of Agriculture says the 
chances of that are extremely remote. But 
the ministry knows it cannot be sure: over 
£12m has been put aside to find out more 
about the disease. Since the ministry is 
widely regarded as the farmers’ mouthpiece, 
few have been soothed by its words. 

BSE is almost certainly a close relative of 
scrapie, a disease that kills sheep. For beef- 
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eaters that is both good and bad news. Good 
because scrapie has been around for 250 
years without any sign that it has passed to 
people—even though carcasses of scrapied 
sheep have been eaten, and still are. There is 
no reason to think that BSE should behave 
any differently. But it is also bad news be- 
cause if BSE is like scrapie, it could be a par- 
ticularly nasty type—and more widespread 
than most people imagine. To understand 
why this might be, leave Britain and cross 
the water to BSE-free America. 

In 1947 a mink farmer in Wisconsin 
found that his animals were going mad and 
dying. Scrapie experts discovered that the 
animals had been fed sheep and concluded 
that the disease could pass to mink. There 
have since been 23 outbreaks; in each case 
sheep were the suspected source. But in 
1985 Dr Richard Marsh, of the University 
of Wisconsin in Madison, discovered that 
one farm of mad mink had eaten nothing 
but cattle. He concluded that some Ameri- 
can cattle have cow-scrapie. His view is con- 
firmed by unpublished experiments by Dr 
Wilbur Clarke from Mission in Texas, who 
thought that he had managed to infect cows 
with sheep scrapie in the late 1970s. 


According to Dr Marsh, scrapie can be 
passed from sheep to other species, such as 
mice and mink. It can also infect primates. 
Fortunately, it is—at first—quite hard for it 
to do so. Typically, brains from a diseased 
sheep must be injected directly into the 
brain of the new species. As the procedure is 
repeated, however, the infectious agent 
“adapts” to its new host, and infection be- 
comes easier. 

This is in line with research by Dr Alan 
Dickinson of the Institute for Animal 
Health in Edinburgh. He found that strains 
of sheep scrapie differ in their preference for 
various breeds of sheep and in their incuba- 


' tion period (the time between infection and 


the appearance of symptoms). He also found 
that a strain can change its properties when 
taken from sheep and injected into mice. 

The symptoms Dr Clarke saw in his 
scrapied cows were almost certainly not as 
severe as those seen in Britain. Since BSE is 
so prevalent in Britain, and so severe when 
it does strike, Dr Marsh thinks it might be a 
different strain from the cow scrapie he saw. 
Perhaps, he suggests, sheep scrapie got into 
British cattle unnoticed and adapted to its 
new host before the epidemic struck. If so, 
how did it get into cows, and how was it 
passed from cow to cow once it was there? 

Dr John Wilesmith of the Central Vet- 
erinary Laboratory in Surrey believes that 
the disease spread as if something like BSE 
has been lurking in cattle for a long time. 
Cases of BSE are spread too evenly for the 
infection to have come from a single farm. 
Also Dr Wilesmith says that the disease does 
not seem to affect one breed of cow rather 
than another—which suggests that it is not 
genetic. Instead, he believes that the epi- 
demic of mad cows is an example of an old 
adage: "You are what you eat.” 

Cattle, particularly dairy cattle, are fed 
with what are euphemistically called animal 
products, because this increases yields of 
milk and meat. Mashed-up bits of sheep, 
chicken, pig and other cows left over from 
the abattoir find their way into beef. One 
possibility—it is not the only explanation 
—is that scrapie from sheep found its way 
into animal feed. Once there it was recycled 
through cattle again and again, adapting to 
cows as it did so. It is possible that recent 
changes in the way that animal feed is pro- 
duced in Britain triggered the epidemic. 

Only Britain has both a large sheep 
population infected with scrapie and lots of 
intensively farmed cattle. America has rela- 
tively few sheep, and until a few years ago its 
cows were not fed animal products. Austra- 
lia and New Zealand do not have scrapie in 
their flocks. That could explain why BSE has 
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SCIENCE AND TECHNOLOGY 
. My, how you'ves 
NE problem with evolution is catch- 
ing it in the act. Natural selection is 
. normally too slow for biologists to study 
directly, but rather speedy compared to 
the vast stretches of time studied by geolo- 
ists. Anyone looking for evolution in the 
imn diia is * put to catch e * 
ge that is taking p t is 
like being a relative on rare visits, looking 
at a species that has been transformed in 
tiny steps over thousands upon thousands 
of generations and saying in surprise: 
My how you've grown." 
days the relatives drop by more 
. often. Advances in geological techniques 
mean that some relatively frequent recent 
[| events—like sea-level be 
dated with accuracies hitherto undreamed 
|| of. Dr Adrian Lister of Cambridge Uni- 
versity has used these events to measure 
exactly how fast natural selection hap- 
pened in one case. 
| . Hestarted with two sets of bones from 
|| Jersey, a British island 30 kilometres from 
|| the French coast. A site on one side of the 
island contains the bones of large red 
deer; on the other side there are the bones 
of pygmy red deer, their apparent 
dants. The pygmy bones appear to have 
come from animals that weighed 30-40kg. 
The average weight of mainland deer and 
the original Jersey stock was about 200kg. 
The large deer lived during an ice age, 
when low sea-levels meant that herds 
could wander from France to Jersey and 
| When the ice melted, the sea-level 
|| rose and Jersey was cut off; later the seas 
d fell back again. During the isolation, the 


struck with force only in Britain (though if 
Dr Marsh is right about some cows in Amer- 
_ ica having a mild type of BSE, it should watch 
out: the mild type could adapt if cow re- 
. mains are fed to cows). 
e e worry for British farmers is that 
now the disease has taken root it will be 
passed from one cow to another, or from 
cow to calf, in which case it will be impossi- 
ble to eradicate. Fortunately, scrapie intro- 
_ duced into a species does not usually infect 
other animals of the species in that way. 
. With Bst it is too early to say. The British 
. government banned the feeding of animal 
'roducts to ruminants in 1988. Given that 
the disease takes at least four years to incu- 
- bate in cows, the epidemic would not be ex- 
pected to diminish until 1992 ar the earliest 
eve if there was no infection from one cow 


: er. 
| Sufferers of the human equivalent of 
 scrapie, called Creutzfeldt-Jakob disease, are 
4 extremely rare: about one in a million. In 
. just under one-sixth of cases it seems to be 
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sediments in which the pygmy bones were 
found were laid down as a beach. Until 
recently, nobody knew for how long the 
sea stayed high; it could have been any- 
thing up to 75,000 years. 

New dating techniques show that this 
period of insularity, during which the 
large deer evolved into small deer, was a 
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mere 9,000 years. In a paper published in 
Nature, Dr Lister argues that the remains 
of the pygmy deer date from the time of 
the highest sea level, about 6,000 years af- 
ter isolation. Shrinking to a sixth of their 
former weight in six millennia—a geologi- 
cal blink of the eye—makes the deer 
sound like evolutionary sprinters. Yet in 
human terms their progress is stately. For 
deer 6,000 years is 1,000 generations; each 
generation needed to be just 0.296 lighter 


inherited. The rest are a mystery—just as 
nobody knows what causes scrapie or BSE. 
After years of looking, nobody has found a 
virus responsible for any of these ailments, 
or proved how scrapie gets from one sheep 
to another. BSE is frightening because it is 
unknown, And the little that can be said 
about its effect and its origin in cattle makes 
it seem more ghoulish than ever. 





The problems of fire 


Ironed out 


TORONTO 


T HAS been quite a while since man dis- 

covered fire. But it is only recently that 
he has learnt enough chemistry to think of 
improving it. Take fossil fuels, such as coal 
and oil. They give off plenty of heat when 
they burn; unfortunately they give off plenty 
of other things as well, including the parti- 
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than its predecessor. 

Why did they shrink at all? Pygmy her- 
bivores are common on isolated islands. 
There are fossil remains of pygmy deer , 
and elephants on many Méditerranean 
and Japanese islands. Crete boasts the're- 
mains of a supremely unlikely one-metre- 
high mountain-dwelling hippo. Such 
shrinkage is probably driven by two fac- 
tors. One is lack of predators. Size is an 
advantage when you need to run away 
from—or, on occasion, stick the hoof 
into—wolves and other predators. If you 
find yourself on a wolfless island, there is 
no longer any need to be large. (The argu- 
ment runs in reverse for small animals on 
islands, which, relieved of the need to bur- 
row and hide from predators, tend to get 
larger.) What safety permits, lack of re- 
sources encourages. Without predators, 
the population will grow until food is in 
short supply. Small animals need less 
food, so they tend to be more successful 
when food is scarce. 

The most intriguing question about 
the Jersey pygmy is whether it was a sepa- 
tate species, or just a distinctive sub-spe- 
cies of red deer. The speed with which 
new species are formed is a vexed ques- | 
tion. If these were merely small red deer, 
then a few generations of interbreeding 
with mainland kin would quickly have in- 
creased the average size. If it was a new 
species, it would have lived alongside the 
larger deer, incapable of interbreeding. 
There are no fossils of pygmies after Jersey 

e a peninsula again. That might 
suggest interbreeding; but a pygmy species 
would be expected to die out, once the is- 
land conditions to which it had adapted 
no longer held sway. 

































cles that make up smog and soot, the carl^- 
dioxide responsible for the greenhouse 
fect and the oxides of nitrogen and sulphur 
that help to make acid rain. A new fuel addi- 
tive called Carbonex seems drastically to re- 
duce emissions of particles and of nitrogen 
oxides. It may thus help to solve half the 
problems. 

To understand the solution, take a 
closer look at the problem. Fossil fuels are 
mostly made of carbon, which reacts with 
oxygen to produce carbon dioxide (in the 
case of coal) or carbon dioxide and water (in 
the case of petrol, diesel fuel and other re- 
fined oils). The combustion of fossil fuels is 
never quite complete. Small, unburnt parti- 
cles of fuel always escape, often as black 
smoke.These particles contain cancer-caus- 
ing chemicals and are ever more unpopular. 

There is a standard fix for this. To re- 
duce the problem of incomplete burning, 
combustion chambers are routinely flooded 
with about 2596 more air than they need to 
burn their fuel. The idea is to give the flame 
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Video Science Course for Children 


Winner of the Association for the Advancement of Science Award 


^". +. “Only 8 Years Old...And He's 
Teaching Me About Science!” 


First Time 
in the U.S. on 
Home Video. 

Not Sold 

in Stores! , 
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"Look, Dad. Static electricity can actually bend water!" 


Acclaimed Video Science Course for Children 
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Gives Your Child a Critical Early Advantage 


A Head Start in Science for 
Children Ages 7-12. 


it's no secret: American schools are failing 

ce. The National Science Founda- 
th and the U.S. Dept. cf Education have 
reported this time and again. The average 
European or Japanese student gets 
3 times more science instruction than the 
best U.S. science student! 





‘Source — National Science Foundation 
(Parformance in physical sciences, 4tn-12th grades. | 


In tomorrow's super-tech world, science 
will be essential for success. U.S. kids are 
already being left behind. But now there's 
something you can do about it. 


Turn Your TV into a Teacher. 


For the first time ever, your child can start 
learning science from the same learn-at- 
home video program proven in Europe. 
Adventures Into Science is entertaining 
and effective. Winner of the prestigious 
Advancement of Science Award! 
Kids learn about the fantastic powers of 


light, gravity, magnetism, inertia, electric- 
ity — and much more. The London Times 
calls it "the most imaginative educational 
video program yet!" 

Dozens of dazzling experiments and 
demonstrations excite kids' curiosity, and 
teach basic scientific principles. 


Give Your Child What 
the Schools Aren't Providing. 


Adventures Into Science includes every- 
thing to master basic scientific principles. 
Twelve colorful video lessons on six 50- 
minute videos that kids will watch over 
and over. Emphasizes the "hands-on" 
learning too absent in U.S. schools. A 
special Parent's Guide includes safe ex- 
periments for you and your children to 
do at home. You'll be thrilled when your 
child starts explaining science to you! Be 
delighted with his excited progress. 


Satisfaction Guaranteed. 


Adventures Into Science is affordably 
priced at just $161.707 payable in six con- 
venient monthly credit card installments 
of only $26.95* each. There's no risk: 
return within 15 days for a full refund. 
Order today! Give your child a critical 
early advantage in a competitive world. 


"Plus one-time $4.75 shipping/handling charge per set 


Learn about the powers 
of magnetism. 
© 1989 MB! 
p--------------2-------- 
Early Advantage Satisfaction 


47 Richards Avenue 
Norwalk, Conn. 06857 


Call Toll-Free: 1-800-367-4534 


Yes! Please send me the Adventures Into 
Science Home Video Course for Children. 
| understand only VHS format is available. 


guaranteed 


Name 


PLEASE PRINT CLEARLY 


Address 





City/State/Zip 





Signature 


(Ail orders subject to acceptance ) 


Charge each of six monthly installments of 
$27.74* to my credit card: 


1 VISA O MasterCard CJ Diners Club O American Express 


Credit Card No. Exp. Date 
(3 I prefer not to use my credit card and will 
pay by check. Enclosed is my deposit of $55.48" 
for each set. | will pay the balance as billed in 
four monthly installments of $27.74* each 


"includes one-time $4.75 shipping/handlng charge 


Applicable state sales tax, if any, will be billed with shipment. 


Allow 2 to 4 weeks for shipment 


490-4902 
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more oxygen and hence increase the effi- 
ciency of burning. But there is a snag. Dry 
air is 2196 oxygen and 78% nitrogen. Nitro- 
gen, like carbon, reacts with oxygen at high 
temperatures—in this case producing the 
nitrogen oxides (Nox) that help cause acid 
rain. When extra air is added to a combus- 
tion chamber, emissions of soot and smog 
go down but NOx emissions go up. 
Carbonex, invented by an academic 


chemist, Dr David Farrar, at the University 


of Toronto, and developed by Velino Ven- ` 


tures of Toronto, tries to alleviate this. The 
active ingredient is a hydrocarbon molecule 
to which an iron atom is bound. The mole- 
cule acts as a carrier for the iron, letting it 
dissolve in organic liquids like oil and pet- 
rol. When sprayed into a flame at the same 
time as a carbon-based fuel, Carbonex 
makes it burn more efficiently. The result is 
fewer particles and less need for extra air. 

It seems to work at two points during 
burning. If Carbonex is sprayed into a 
stream of fuel entering a flame in a combus- 
tion chamber, it coats the fuel and deposits 
iron atoms on the surface of the fuel parti- 
cles. As the particles enter the outer part of 
the flame, which is cooler than the core, the 
more volatile components in the fuel 
vaporise. The faster these vapours leave the 
fuel, the sooner oxygen can get to the sur- 
face of the fuel particle and react with the 
carbon. Carbonex appears to speed up the 
exodus. 

Fuel particles that survive the hot core 
of the flame contain several large and un- 
healthy molecules that do not burn well 
without a fuel additive. Carbonex also 
seems to lower the temperature at which 
these compounds burn, allowing them to 
disintegrate even while the fuel particle is 
cooling. 

Iron is not the only substance that can 
manage this trick; any metal should do. Bar- 
ium, magnesium, manganese, cobalt, nickel 
and lead have all been tried as fuel additives, 
but all are toxic and so in disfavour. Iron 
was picked for Carbonex because it is non- 
toxic and very effective even in small doses. 


Over the past two years Carbonex has 


We invite applications for the 1990 Richard Case- 
ment internship. lt is for a young (under 24) 
would-be journalist to spend three months in the 
summer on the newspaper, writing about science 
and technology. Our aim is more to discover writ- 
ing talent in a science student than scientific apti- 
tude in a budding journalist. Applicants should 
write a letter introducing themselves (and indicat- 
ing how they can be reached by post and by tele- 
phone), along with an article of about 600 words 
which they think could appear in the Science and 
Technology section. They should be prepared, if re- 
quested, to come for an interview in London or 
New York in late March. Applications must reach 
us by March 10th and should be addressed to: The 
business affairs editor (re Casement internship), 
The Economist, 25 St James's Street, London 
SWIA IHG. 





been tested by an independent research 
group at the Battelle Memorial Institute in 
Columbus, Ohio. The researchers found 
that it reduced emissions of particles from 
diesel engines by 4396 and increased the 
yield of energy from combustion by 1.5-3%. 
When tested in a light-fuel-oil industrial 
burner in Geneva, it cut emissions of parti- 
cles by 67%; added to a coarsely ground bi- 
tuminous coal it reduced NOx emissions by 
25%. In addition to reducing NOx and virtu- 
ally eliminating black smoke, Carbonex cut 
the amount of soot left behind in combus- 
tion chambers, and so made maintenance 
cheaper. The fuel additive paid for itself in 
increased energy efficiency. 

Although Carbonex could be used in 
petrol for cars, Dr Farrar thinks petrol is al- 
ready refined enough to make it unnec- 
essary. The real need for his invention, he 
thinks, is in plants that burn coal and less 
refined oils such as furnace and bunker oil. 
Farewell to those dark satanic mills. 





Fluoride 


The plot thickens 


WASHINGTON, DC 


O SOME it is the valiant defender of 

teeth everywhere. To others it is a com- 
munist plot against the precious bodily flu- 
ids of a nation. Fluoride in public water sup- 
plies has always been controversial and is 
about to become more so. 

A new study of fluoride’s effects has 
been carried out on 520 mice and 520 rats 
by a laboratory under contract to the Amer- 
ican government's National Toxicology Pro- 
gramme. None of the mice—which had ei- 
ther no fluoride in their drinking water or 
varying doses of it over a period of two 
years—got any sort of cancer. But of the 260 
male rats and an equal number of females on 
the same regimen, some did not fare so well. 

Out of 130 males who received 45 parts 
per million or 79 parts per million of flu- 
oride in water (defined as moderate and 
high doses), five developed osteosarcoma, a 
cancer of the bone. Another five rats on the 
same  doses—two males and three 
females—developed a different kind of can- 
cer in their mouths. Although one female 
who served as a control, and so got no flu- 
oride, did too, this may or may not be sig- 
nificant. An occasional rat develops cancer 
for no apparent reason. 

The question is whether fluoride causes 
cancer in people—and if so how often. De- 
ciding that tricky question will be left to a 
non-governmental panel of experts that will 
meet in April, under the auspices of the Na- 
tional Institute of Environmental Health 
Sciences. The first thing the panel will want 
to consider is doses: the rats got far higher 
doses than people do. One part per million 
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Which one has the fluoride on? j 





of fluoride in water is enough to fortify te 
against decay. The highest level permitted 
by the Environmental Protection Agency is 
four parts per million. 

On the other hand, there are good rea- 
sons why such high doses are used in tests. 
Mice and rats have far shorter lifespans than 
people, so larger doses are needed to mimic 
a human lifetime of exposure. Also, since 
such tests are expensive, relatively few ani- 
mals must serve as proxies for hundreds of 
millions of people. If only small doses of a 
chemical were given to animals, any ability 
to cause cancer in the most sensitive would 
probably be missed. 

In the past, some large-dose animal tests 
have proved to be accurate guides. Vinyl 
chloride gas, used in making plastics, and 
diethylstilboestrol (pEs)—which was given 
to millions of pregnant women to prevent 
miscarriage—are two of several examples. 
With both substances, prolonged exposure 
to low doses has been linked to unusual « 
cers in people. 

The benefits of fluoride are also likely to 
come under scrutiny in April. In the past 20 
years rates of tooth decay in American chil- 
dren and teenagers have fallen by half. The 
public-health establishment credits the ad- 
ditive (which has been used since 1945) with 
the change. But the gap between cavity rates 
in water districts that use fluoride and those 
that do not has been shrinking. 

Advocates of fluoride argue that the ex- 
planation ‘lies in the widespread use of flu- 
oride toothpastes and mouthwashes, and 
the consumption of foods and drinks that 
are grown or processed in places where flu- 
oride is added to the water and sold where it 
is not. But alternative explanations—such 
as a better diet—are not wholly implausible. 
One minor snag of living in a health-con- 
scious age is that it is hard to say which of 
many nostrums for healthy living deserve 
the credit for success. 
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BOOKS AND ARTS 


No sniggering nOW 


Tue House or Nomura. By Al Alletzhauser. Bloomsbury; 343 pages; £16.99. 


Arcade/Little, Brown; $22.95 


F PILES of money and stacks of business 
contacts are what make corporate power, 
then Nomura Securities, Japan's and the 
world’s biggest investment bank, is the most 
erful of all. Even a decade ago few peo- 

on Wall Street or in the City of London 
had heard of it, and those who_had snig- 
gered. Now, when America wants to finance 
its budget deficit, its single most useful ally is 
Nomura Securities. When a company wants 


to borrow from the world’s richest pool of 


investors, Nomura is bound to be involved. 
When stockmarkets are crashing, all eyes 
turn to Nomura to pull off a rescue act. And 
when anyone wants to become prime minis- 
ter of Japan, one of his first stops is Nomura. 

To arrogant western eyes Nomura is still 
an upstart, the firm that has just toppled 
Merrill Lynch: from its perch as the world’s 
biggest broker. In fact Tokushichi Nomura, 
the illegitimate son of a samurai, opened his 
money-changing business in Osaka in 1872. 
Japan was then moving rapidly from a feudal 
society to a modern industrial and military 
one, and many of the great business 
names—Mitsui, Mitsubishi, Sumitomo— 
were being founded by samurai-turned-en- 

rreneurs. It is from this period, when in- 
__ trial relationships were es- 
tablished, when capitalism was 
imported in crates and when 
modern, universal education 
was created, that Japan’s rise 
should be dated, not from the 
rubble of 1945. 

The founder of Nomura 
made his fortune trading bul- 
lion; it was his son, Tokushichi 
Nomura Il, who first moved 
into stocks and bonds, against 
his father’s advice. The youn- 
ger Nomura proved to be one 
of the most successful specula- 
tors ever. He hired a journalist 
to be Japan's first research ana- 
lyst, and used him to profit 
mightily from a soaring stock- 
market in 1906. He then bet all 
his money on a market slump, 
almost going bust. But when in 
January 1907 the market did 
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crash, the 28-year-old Nomura made ¥3m, 
equivalent to $60m in today’s money. That 
was the year in which a semi-pro baseball 
player called Charles Merrill met a soda- 
fountain salesman called Edmund Lynch. 
Their firm was set up in 1915. What an 
upstart. 

Astonishing fortunes were won and lost 
in early twentieth-century Japan. When the 
country and its stockmarket boomed in 
1915 on the back of wartime supplies to the 
allies, Hachiroemon Mitsui (of the epony- 
mous firm) made around $900m in today’s 
terms on stock investments; Yataro lwasaki, 
founder of Mitsubishi, made more than $1 
billion. Tokushichi Nomura made far less 
than that in the 1915 rally, but he fared well 
throughout the war by getting daily tele- 
graph reports on the fighting in Europe 
from his brother, Motogoro, who was study- 
ing at Birmingham University. Shades of the 
Rothschilds, who are reputed to have made 
their fortune by getting early news from the 
Battle of Waterloo. 

Al Alletzhauser is a former stockbroker, 
and his book has an inside feel for the finan- 
cial markets. Its strength, however, is as a 
history of Nomura’s early days. Mr 





Who’s the biggest of them all? 


Alletzhauser had access to the Nomura fam- 
ily papers, and from these he traces how No- 
mura tried in the 1920s and 1930s to set up a 
banking and industrial zaibatsu along the 


lines of Mitsui or Mitsubishi; how the group — | 


was hurt by the second world war; and how 
it was dismantled by the American occupi- 


ers after 1945. 


He also paints a convincing picture of s 


how Nomura works, one that will surprise 


many who see it as a horde of obedient and 
poorly paid blue suits. For a new recruit, 
joining Nomura is like joining an army, with 
lots of financial square-bashing, ritual hu- 


miliation, barrack conditions and the teach- 


ing of ruthlessness in the search for broker- 
age commissions. But the rewards can be as 
good as at a western financial firm: Daiwa 
Securities, Nomura’s closest rival, boasts it 
has more than 500 staff owning Daiwa stock 
worth more than $1m. At Nomura, there 
are probably more than 1,000 such million- 
aires. 

The narrative becomes thinner, how- 
ever, the closer it gets to the 1980s. Dead 
men, it seems, tell more tales than live ones, 
particularly in the murky world of Japanese 
finance, with its links to politics, bureau- 
cratic intrigue, influence-peddling and even 
organised crime. Hampered by tight lips and 
by the need to maintain his access to No- 
mura, Mr Alletzhauser alludes to this world 
in a series of sketches rather than the more- 


or-less continuous historical narrative used — 


for the prewar period. In this way he covers 
the largest single example of gr i 

where an investor strong-arms a firm into 
buying back his shares at a big profit—ever 
seen either in America or in Japan, where 
such things are not sup 
to happen; the 
groups, known as sokatya, that 
run protection rackets at com- 


and accusations of politi 
bribery, such as one in 1986 in- 
volving cheap bonds from 
Mitsubishi Heavy Industries. 

The Japanese press, relyi 
on advertising from financia 
firms and their clients, is too 
meek to chase many such sto- 
ries. The Recruit share 


and businessmen (though se- 
curities companies were left 
untouched), was an exception, 
The full story of postwar No- 
mura, warts and all, remains to 


be told. 


—————— i i—"nas—— 
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The environment 


- Mankind alone 


- THE END oF Nature. By Bill McKibben. Vi- 
| king; 212 pages; £12.99. Random House; 
o 1 .95 


ATURE”, to Bill McKibben, does 
E not mean simply birds and bees. It is 
.. the wild world that existed before mankind, 
. eternal and separate. His book is a lament 
for the loss of it. Nature tamed, to Mr 
McKibben, is nature irredeemably spoiled. 
"We lived in a world we found made for us,” 
he mourns; “but now we make that world. ” 
' In particular, mankind has transformed 
. the climate. The rain is acid, the ozone layer 
is vanishing, the globe is warming. That is 
the ultimate intrusion: "by changing the 
weather, we make every spot on earth man- 
. made and artificial. We have deprived na- 
ture of its independence, and that is fatal to 
. its meaning. Nature's independence is its 
meaning; without it there is nothing but 
.. us." Indeed that mystical sense of separate- 
ness, the sacred quality of nature, is the clos- 
est most people come to an inkling of the 
e: destroy it, and man is indeed alone. 

Mr McKibben feels that people have 

. mot yet understood the profundity of the 
—. change that has occurred. They continue to 
_ believe in nature's essential strength, imag- 
ining that the damage they perceive is local, 
. not global, and misunderstanding the speed 
= with which mankind is altering the world. 
A ic engineering is the latest triumph of 
—. humanity over raw creation. “What will it 
. mean to come across a rabbit in the woods 
25] genetically engineered ‘rabbits’ are 
— widespread?" he asks. "Why would we have 
. any more reverence, or even affection, for 
= such — than we would for a Coke 


= This book, however, is not an eco-dirge 
.. of the familiar sort; it is stylish and numer- 
ate, its pessimism carefully buttressed by the 
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conclusions of the glummer Ameri- 
can scientists. Those who share that 
pessimism are unlikely to be swayed 
by the argument that mankind’s con- 
trol over nature has sustained more 
human life than would have seemed 
possible a century ago. Given the po- 
litical will, and the right economic in- 
centives, much environmental dam- 
age could be stopped. Technological 
change, so often harmful in the past, 
would become more benign. But po- 
litical will is the key. 

Since Thoreau’s day, people have 
divided into those who think nature 
is a raw material waiting to be devel- 
oped, and those who yearn to leave it 
untouched. Pragmatic conservation- 
ists increasingly try to bridge the gap 
by arguing that nature is.a resource, 
to be managed profitably or at least valued 
economically, That may be a useful line to 
put to cynical governments or sceptical com- 
panies. But Mr McKibben’s plea to love na- 
ture for its own wild sake may be a wiser way 
to appeal to the ordinary voter. If voters can- 
not be made to care, governments cannot be 
expected to act. 





Show business 


Warthog beatified 


P.T. BARNUM: THE LEGEND AND THE MAN. 
By A.H. Saxon. Columbia University Press; 
437 pages; $32.95 and £21.95 


—T— PRESENT Ernest Hemingway as an 
aesthete would be as hard a task. A.H. 
Saxon, an historian of the theatre, circus 
and popular entertainment, seeks to show 
that P.T. Barnum was a sensitive man who 
for most of his life was profoundly influ- 
enced by his religious convictions. He does 
not succeed; but it is a novel approach, and 
he provides a lot of fun trying. 

It is easy to see why this opposite of a 
hatchet job is so appealing. There was no 
point in Mr Saxon concentrating on the 
warts: Barnum had as many as the ugliest old 
warthog in his menagerie. The notorious 
"Prince of Humbugs" could be made hu- 
man only by showing that he also had his 
virtues. Unfortunately for his biographer, 
however, these pale beside his vices. 

Barnum practised muscular religiosity as 
a holier-than-thou member of the Universal- 
ist church. “I have been indebted to Chris- 
tianity for the most serene happiness of my 
life, and 1 would not part with its con- 
solations for all things else in the world”, 
said he. After taking the Pledge, he became a 
proselytising teetotaller. “Pure water is the 
natural drink for man and beast. My lions, 
tigers and even the great Jumbo himself 
drink nothing stronger than water.” 









Yet Major J.B. Pond, a close acquaint- 
ance of Barnum, described him as the most 
heartless man he had ever known. He and 
the showman had gone to the circus one af 
ternoon and seen a female performer ruh . 
over and killed by a chariot. “That isdread- 
ful, isn't it?" said the major to Barnum. 
"Oh," replied Barnum, "there is another 
— for a place. It is rather a benefit than 
a loss. 

Barnum was jailed for libel after describ- 
ing a prominent citizen of Bethel, Connecti- 
cut, as a canting hypocrite. One wonders 
how he had the nerve. The showman who is 
supposed to have coined the phrase "there's 
a sucker born every minute” was a profes- 
sional liar. Among the attractions he pre- 
sented for public viewing for a fee was a 
woman whom he claimed was 161 years old 
and the former nurse of George Washing- 
ton. His cure for baldness, “‘bear’s grease", 
was made from sheep tallow. 

After he founded the first public aq 
ium in the United States, he successtully 
passed himself off as a great zoologist. Many 
people sent him specimens to identify, and 
he engaged in extensive correspondence 
with the leading scientists, naturalists and 
museum curators of the day. Only to close 
friends did Barnum confide that he did not 
know a clam from a codfish. 

In this wonderfully entertaining apolo- 
gia, Mr Saxon refuses to be po-faced. Like 
Barnum’s contemporaries, he is more 
amused than shocked by the great show- 
man’s excesses. When adjustment is made 
for the increase in America’s population, it 
is clear that Barnum’s American Museum 
was even more popular with the public than 
today’s Disneyland. The circus Barnum 
helped found late in his life was even more 
famous. The scoundrel, for once, was not 
exaggerating when he called it “The Great- 
est Show on Earth". 





Literary lives 


Eyeless in 
Tinseltown 


HuxiEv iN HoLLywoop. By David King 
Dunaway. Bloomsbury; 458 pages; £18.95. 
Harper & Row; $24.95 


WIEN Aldous Huxley set sail for 
America in 1937, his best work— 
“Antic Hay”, “Brave New World”’, “Eyeless 
in Gaza” —was behind him. For the last 26 
years of his life he dissipated his talent on 
unworthy and sometimes foolish work in 
Hollywood, while channelling his remaining 
energies into the pursuit of eccentric philos- 
ophies and drug-induced visions. 

Huxley’s contribution to Hollywood 
was disappointingly sparse. He was co-cred- 
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ited with adaptations of “Pride and Preju- 
dice" and “Jane Eyre"; he turned his own 
story "The Gioconda Smile" into a screen- 
play directed by Zoltán Korda under the ti- 

„tle “A Woman's Vengeance"; he worked 
' uncredited or& “Madame Curie" and Walt 
Disnéy's "Alice in Wonderland" (not sur- 
prisingly, since he had wanted to focus on 
Lewis Carroll's fixation with little girls); he 
toyed with a cartoon version of "Don Qui- 
xote” to be played by the short-sighted Mr 
Magoo. All told, it was not much to show 
for 13 years. 

He continued to write books—travel- 
ogues, biography, essays, occasionally even a 
novel—but these appeared, increasingly, as 
the work of an intellectual dilettante. A fol- 

lower of every fashion, he dabbled in 
Entelechy therapy, Vedantism, even 


Captain Beefheart meets the president 


tock around the Revolution 


O` JANUARY 21st Czechoslovakia's 
new president, Vaclav Havel, enter- 
tained a guest at Hradcany Castle. His visi- 
tor, complete with pony tail and straggly 
goatee beard, was the uncompromising 
American rock star Frank Zappa. Why? Per- 
haps the president likes Frank Zappa's mu- 
sic and wanted to tell him so. But there 
could be, and in fact there is, a good deal 
more to it than that. 

The new Czechoslovak administration 
is awash with rock musicians, DJs, rock writ- 
ers and journalists. Jarda Koran, who is to 
take up the post of lord mayor of Prague in a 
few days' time, was only a few months ago 
working secretly for the banned Jazz Sec- 
tion; Pavel Kantor, a rock singer in the au- 
tumn, is now the new head of protocol; a 
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Scientology; one drug, Mescaline, he de- 
scribed as "the most extraordinary and sig- 
nificant experience available to human be- 
ings this side of the Beatific Vision.” 

Every Tuesday, friends gathered at his 
house to test the claims of the latest guru. As 
Sybille Bedford, a house-guest, put it: “They 
would flash bright lights, make magnetic 
passes, turn on records of strange sounds, 
put the visiting medium or hypnotist 
through his paces." Angus Wilson, more 
harshly, called these sessions "the adoles- 
cent dream that gradually turned into a yogi 
trance”. 

Why did he do it—the sparkling satirist 
who was the talk of every cocktail party in 
the 1920s? Perhaps because his grasp of the 
real world was never secure. Huxley lost his 
eyesight at Eton at the age of 16 and never 





little while ago, just before the revolution of 
1989, Michal Kocab was a heart-throb, do- 
ing nicely out of his records. Now he is an 
MP; and when Milos Jakes's government 
threw in the towel on November 24th, the 
man who brought the good news to Mr Ha- 
vel and his friends at Civic Forum was Jirka 
Cerny, the Czech equivalent of John Peel. 
In Czechoslovakia's peculiar circum- 
stances, this is.not as ridiculous as it seems. 
Rock first began to gather power in the mid- 
1970s, when Czechoslovak society had set- 
tled into the apathy from which no one, 
least of all the people themselves, ever 
thought it would emerge. A new crop of re- 
bellious young, wanting to annoy their el- 
ders, found rock music the ideal means. It 
was not part of the official culture; it was not 
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Mr Dunaway evokes what this must have 
meant to him: “Only one quarter of one eye 
linked Huxley to print, helped him visualise 


the sounds words make on a page." He 


turned to drugs because he was denied many — 


of the experiences the world takes for 
granted. 

He went to the United States because, 
at the time, the American mood of isolation- 
ism and non-intervention mirrored his own 
pacifism. In that belief—his substitute for a 


| BOOKS AND ARTS. 
again saw as others do. In a striking passage, - 


faith to which he could not subscribe—he — 


was unquestionably sincere; yet his pacifism 


was never put to the test. He might have - 


written more profoundly about it had he 
stayed in Britain during the war and thought. 
through at first hand the practical conse- 
quences of appeasement. 


aired on radio or television; and according 
to the principle that "what is not compul- 
sory is forbidden”, or, in this case, “if we 


p 


don't sing it, nobody does", the groups who — 


played in basements, garages and semi-clan- 
destine clubs put themselves beyond the 
pale simply by doing it. The works that most 
inspired them, unsurprisingly, were the 
loudest, most raucous examples of protest 
from the West: punk, new wave, heavy 
metal—and Frank Zappa. 

All sorts of people who might, in other 


circumstances, have devoted their creative - 


energies to other things gave themselves to 
rock as an island of independent expression. 
Even the musically disinterested were drawn 
to these secret gigs for the same reasons the 
government so disapproved of them—be- 
cause they were there. Among those people 
was a playwright who is now a president. 


One of these underground groups called | 


itself The Plastic People of the Universe. In. 
1976 its members were imprisoned for being 
noisy, surreal and getting on the nerves of 
the authorities. The jailing of the Plastic 


ES. N People did no damage to rock (their songs | 
! were a little unmelodious), but it made ene- 
Havel owes Zappa a debt mies of what had been a relatively apolitical 


generation, and it enraged Mr 


Havel. He 


and three-fellow writers petitioned for the — 
Plastic People’s release, and it was that single — 


act that sparked off the idea for Charter 77. 
After the Plastic People came the Jazz 
Section, whose founders cannily realised 
that if you proclaimed yourself a sub-section 
of a recognised organisation—on this occa- 
sion the Musicians’ Union—the vigilant eye | 
of the party might slither over you and your | 
activities. To begin with, all went well. The 
Jazz Section played jazz and nobody minded. 
It was a minority interest, after all, and remi- 
niscent of the wartime importance of jazz as. 


a protest against the Nazi occupiers. (In Josef _ 


Skvorecky's novels of the second world war 


the hero, like the author, is a dab hand on ~ 


the saxophone.) 






The Jazz Section then branched out into — 
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“jazzrock” and again nothing 
— Purer k followed and still they were left 
. alone. Only when they began publishing 
. texts and underground books did the au- 
thorities belatedly notice what had been go 
>. ing on, and into prison went the Jazz Sec- 
. tion. Outside, more young people were 
alienated from their communist elders. Just 
. as there had been a petition for the release 
of the Plastic People, so there was one for 
` the release of those jailed members of the 
Jazz Section. New petitions were written, 
. new demands for democracy laid down, new 
. courage found, old courage revived. 
| Now there is a dramatist in the presi- 
dential castle who paddles his way about the 
- long parquet corridors on a child's scooter. 
In the evenings he entertains friends— 
. among them Frank Zappa, to whom, per- 
- haps, an indirect debt is owed. In 1969 his 
group, the Mothers of Invention, issued an 
album called “Mothermania”. One of its 
. tracks gave some young people in Prague the 
idea of forming their own group. The track 
- was called “Plastic People" . . . 











] 
LI ' 


































Frans Hals 


.-HiS own work 


~ PQARELY had the Frans Hals exhibition 
opened at the Royal Academy, where it 
runs until April 8th, than there was the 
usual pause for doubt. Were all these paint- 
ings authentic? Ever since the effort by a 
group of Dutch scholars to expose the nu- 
‘merous false Rembrandts in the world, the 
. work of seventeenth-century Dutch studios 
has been under a cloud: too many commer- 
cial pressures, too many competent stu- 
dents, too many imitators. In the case of 
- Hals, an art historian from Munich—no 
- fool—has said that about 40% of the paint- 
ings at the Academy are probably copies or 
. the work of apprentices. He can spot them, 
_ he says, by their “flatness”, 
_ The Academy denies it, and so it is left 
to the viewer to make his own judgment. 
The task is an enjoyable one. Hals is not a 


"difficult" artist; there are few myths or lay- 
. ers of meaning to unravel, and no knowl- 
edge of seventeenth-century Holland is 
. needed. Instead, the viewer looks straight 
through Hals's slick brushwork, as through 
a lens, at his mostly prosperous, cheerful, 
black-clad sitters. 

.... The painter was born in Antwerp in 
1582. In 1591 his family moved to Haarlem, 
_ where he was apprenticed to a painter and 
. Spent the rest of his life. He married twice, 
fathered several children, and (like Rem- 
brandt) seems to have experienced violently 
^ ipe ating fortunes. He died in poverty in 
Edi 


- His work is highly accessible to modern 
taste. Art-collecting in seventeenth-century 


92 






Y " A E" "c 
L" AV AN P EE 
aud RE eo eee: rci up m - "Vu » 4 aL ua 
c Nc - -Ega - — m 212. WO - z -— E 


Holland was by no means reserved for 





the 
wealthy and noble, and painting was a wide- 
spread, relatively ordinary occupation; most 
comfortably-off households owned pictures. 
Hence the small scale and the realistic “‘ev- 
eryday" content of Dutch School works, 
and hence the vast quantity produced. 

Then, as now, Hals won popularity by 
simplicity; his sole subject was the human 
face and personality. There are no land- 
scapes, no nudes, no serious mythological or 
religious themes. There is, however, a sharp 
and telling division within the works. On 
the one hand are the commissioned por- 
traits of rich, stolid sitters, gazing serenely 
out; on the other Hals's "genre" or low-life 
pictures, in which the sitters, few of them 
named, look the viewer in the eye with un- 
abashed jollity. Hals seems to have had a for- 
midable reputation as a drinker and brawler 
himself; the one portrait of him to survive 
bears a distinct resemblance to Oliver Reed. 

The other division within the paintings 
concerns technique and style. Hals's name is 
associated with a particularly free and dash- 
ing style of brushwork: "One could say that 
Frans Hals painted as if fencing, and that he 
flicked his brush as if it were a foil”, said one 
nineteenth-century critic. Yet it becomes 
clear that this skill was hard-won. Hals re- 
ceived a rigorous technical training; and the 
early portraits and the great militia paint- 
ings have a truly beautiful clarity and preci- 
sion of finish. 

However, it is the later, more “paint- 
erly” works which re-established his reputa- 
tion in the nineteenth century, particularly 
among the Impressionists. The weaker of 
these works (and here the doubts about 
authenticity creep in) look merely formu- 
laic, a well-worn exercise. The best, like the 
twin portraits of Stephanus Geraerdts and 
Isabella Coymans, are a sheer delight; this 


Pointe taken 


p xe months after they started to 
take "industrial action", dancers at 
London's Royal Opera House have won 
an across-the-board pay increase of 15%. 
They have also won a "Dancer's Char- 
ter", a grandiose term for a reappraisal of 
the basic week and more generous provi- 
sion for extra classes, massage and osteo- 
paths. 

The trouble began when the dancers 
returned from their summer holidays to 
find that the Opera House chorus had 
landed a plump 19.596 increase, split be- 
tween a 9,596 basic rise and a 1096 “pro- 
ductivity" increase (in effect, manage- 
ment buying off a few established 
privileges). The dancers felt entitled to 
similar largesse. The management 
balked. The Opera House employs 69 
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~~ 
Did you paint it, Grandpa? 


couple (reunited here for the first time since 
1877) gaze at each other with a love, I 
mour and life which few portraitists ha 
matched. 

The star of the show, in pride of place 
facing the entrance to the Academy, is the 
only one of Hals's six group-portraits of mili- 
tia companies available for lending: "The 
Meagre Company" (so named on account 
of the surprising slimness of most of its 
members), from Amsterdam. Hals grumbled 
about working in Amsterdam, delayed for 
three years over completing it, and was 
eventually sacked by his exasperated clients. 
The painting was completed by a highly 
competent replacement called Pieter 
Codde. The resulting work would, nonethe- 
less, justify the trip to Piccadilly in itself. It is 
no diminution of Hals's greatness, there- 
fore, to recognise that some of his work was 


actually done by others. 





chorus members, earning £205 ($342) a 
week; but it has 135 dancers, including 
40 soloists paid between £295 and £515 
a week. 

The Opera House cried poverty. 
From balanced books last April it will 
have run up a £3m ($5m) deficit by the 
end of its current financial year; and an 
1196 increase in its government grant for 
1990-91 scarcely makes up for the effect 
of 8% inflation on its 1.7% increase for 
1989.90. 

The dancers countered with a few 
ideas of their own on productivity. Their 
basic 33-hour week, for example, does 
not take account of the travelling about 
and hanging around required in a danc- 
er's day that includes a morning class, an 
afternoon rehearsal and an evening per- 
formance. To show what they meant, 
they banned overtime for a week. Two 
performances had to be cancelled. 
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International Institute for Strategic Studies seeks a | 
graduate economist to join the Institute's Information Section. 
asks will be to collect, collate and analyse information 
vant to defence and security expenditures worldwide, and | 
om e economic and demographic data for the annual | 
n The Military Balance. Computer competence is- 
an ability to read other European languages highly | 
| research experience and some familiarity with, and ' 
. | understanding of defence and security matters an advantage. | 
. {initial salary in the region of £15,000 per annum. 

| Further information from: Colonel Andrew Duncan, ISS, 23 
. | Tavistock Street, London WC2E 7NQ. Applications by 16 
] February 1990 to be accompanied by full CV and details of two 
| referees... - — 


| Defence Economist 


















NATIONAL INSTITUTE OF ECONOMIC AND 
SOCIAL RESEARCH | 


... SENIOR | 
RESEARCH FELLOW 


The Institute has a vacancy for a Senior Research Fellow to take a leading part 
in its programme of macroeconomics and model building applied to the UK 
economy. It requires experience of research to à high academic standard and 
the ability to supervise the strong team of research staff now working on this 
programme. 


Salary will be on the scale £28,710-£35,436 plus £1,750 London allowance. 


Applications with full curriculum vitae and the names of two 
academic referees by Friday 2 March to the Secretary, 
National Institute of Economic and Social Research, 2 Dean 
Trench Street, Smith Square, London SWIP 3HE, from 
whom further information is available. 


















i. -We seek for our International School of 
¿© Hotel Management in French Switzerland 


Our new staff membe | 
|. or PhD in Business Administration and be fluent in 

spoken and written English. 

Part of his time will be devoted to lectures in 

Business Administration and Management, the 
| other part to coordinate the academic affairs of the 
| school. |. 

Handwritten applications with passport photo, cur- 
riculum vitae and employers’ certificates to Box No 
3687, The Economist Newspaper Ltd, 25 St James’s 

eet, London SW1A 1HG. 










immediately to Margaret Reed, 






Overseas Development Administration 


SENIOR HEALTH AND 


(Ref: HPD) | mW uu — 
A vacancy has arisen for a Senior Health and Population Advis 
in the Headquarters of the ODA in London starting as soon. a 
possible. | Ae — Dh 
The appointment will be made initially for three years with the 
possibility thereafter of an extension to five years or permanent. 
appointment. "MX | —— 
To be selected for the post you will have a basic degree in a healt 
related discipline and a postgraduate qualification in public 
community health; community medicine or tropical medicine 
have substantial experience in developing countries of mother and 
child health and family planning, programmes plus pract 
experience relevant to the design and implementation of health. 
projects in the developing world. Knowledge of the organisatio 
of the UK health services and the ability to communicate-well, 
particularly at a senior level with professionals and administrators 
will be necessary. ! Po «jm 
You will be ready to travel abroad for up to 90 days a year, divide 
into several tours. If the appointment is extended you mus 
prepared to undertake a residential period of service overseas 
(usually three years). — — "mE : a 
You will receive a salary in the range of £25,825 to £33,026 - 
depending on age and experience. — 2 
Help with the legal costs of house sale and purchase may be- 
available. bs a | 
ODA is an equal opportunity employer and welcomes applica- 
tions irrespective of a person's gender or ethnic origin. — 
For further details and: an a eode form write or phone: 
verseas Development Adminis- 
tration, Eland House, Stag Place, London SWIE SDH. Teles: 
phone 01-273 0275, quoting the above reference. Closing date for- 
completed applications is 16 March. i 












































































































































IVERSITY 


CAMBRIDGE UNIVERSI 
IN THE ESRC 


RESEARCH APPOINTMENT 
SMALL BUSINESS RESEARCH CENTRE _ 
Applications are invited for two Jurior Research Officerships in the Department of Applic 
Economics and two unestablished research posts, one each in the Department of Geography 
and the Department of Land Econoray to take up appointment on 1 April 1994 or 
possible thereafter. TE IE 
The Small Business Research Centre brings together a group of specialists: 
social science disciplines. its primary purpose is fo develop and appl 
framework by which competition can be defined as a dynamic process, tà . 
small business within that process, and to examine. the interplay of internal and. 
influences on industrial and service companies during their life cycles. PIC 
Four interrelated projects are currently under way in the Centre, each ot which 
research post attached to it, Successful candidates for these posts will be at the begint 
their academic career, have a good first degree in economics, geography, or a related: 
science, appropriate postgraduate experience, and will be keen to work with one of th 
listed below. The University follows an equal opportunities palicy. us 
Two Junior Research Officers inthe — —— 
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Department of Applied Economics =. — 

to work with: Mr Frank Wilkinson, Department of Applied Economics, in Peter 
Faculty of Economics and Polities, and Mr Alan Hughes, who are working oh a 
comparative analysis of the impact of formal and informal systems af inter-corporat 
relationships on small business growth and performance. ~ : RM E. 
Dr Andy Cosh, Management Studies Group, and. Mr Alan Hugh 
running a research programme into the acquisition strategy of large and sm ES 
the small business sector and its impact on company performance. EES 
The appointments will be for two years, with the possibility. of reappointment. Th 
pensionable scale of stipends for a Junior Research Officer, not ordinarily resident ir: Coll 
is 89,816 a year, rising by four annual increments to $12,381. ZEE oo Wege 

Two unestablished research posts, one each in the Depar 
of Geography and the Department of Land Economy — 
to work with: Professor Gordon Cameron and Mr Barry Moore of the Department of Le 
Economy, who are leading research into the creation, survival, and growth of small compani 
in the high technology sector. 7 E 
Dr David Keeble, Department of Geography, and Dr Peter Wond, of University 

College London, who are studying the éreation, location, and development of firms in th 
rapidly expanding business services sector. eae 
The appointments will be for two years. The annual salary will be within the range $5,816.to 
412,381, depending upon age. —— " 
Further information may be obtained from Mr Alan Hughes, Director. Smal Bu 
Research Centre, Department of Applied Economics, Sidgwick Avenue, Cambridge GRJ 
to whom applications (ane copy}. including a curriculum vitae, and the names of iy 
referees, should be sent so as tò reach him not later than 28 February 1990. l 
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ng written and spoken English 
> Dr Peggy McEvoy, Senior 
Associate, The Population Council, One Dag Hammarskjoid Plaza, 
__New York, NY 10017. Fax: 212-755-6062. An EEO/AA Employer M/F. 












-=== FOOD STUDIES GROUP 

TC) INTERNATIONAL DEVELOPMENT CENTRE 
BAY" QUEEN ELIZABETH HOUSE 

— UNIVERSITY OF OXFORD 


al 
m, 


The Food Studies Group is seeking staff with a high level of academic 
excellence for an expanding programma of research, training and 
-advisory services concerned with food and agricultural policies in Third 
World countries. | 





. The Markets Programme Director will take charge of the Group's work 
|. which supports the management and reform of food markets. The 
existing portfolio includes technical assistance to grain parastatals 
undergoing reform in Eastern and Southern Africa, joint studies with | 
. other research institutes, and development of a general equilibrium 
-= cereal markets model, We are looking for someone who has a dpt. 
academic background, a proven research record, experience witi 
policy development and the ability to manage a professional team. 
This is a re-advertisement: previous applicants will be consid- 
ered and need not reapply. 


FSG's Household Programme, which is concerned with income and 
food issues at the micro level, requires a Senior Research Officer to 
provide high level training and advisory services and to take a leading 
role in research projects commissioned by national and international 
agencies. The existing portfolio includes support to household surveys 
in Southern Africa, policy advice on the implications of structural 
adjustment for low income households, and research on household 
> growth strategies. A good second degree, pie staan a doctorate, in 
Ect yes o i i experience in the Third 



















. World are essential. ; | 


A. Research Officer is required for the Household Programme to 
provide a research and training support, p in the analysis of 
h h contributions to 









£16,014-£21,852 
£15,372-£20,469 










There will be opportunity to undertake persona 
subject to the re yi 





FINANCIAL TIMES LIBRARY 


STATISTICAL 
RESEARCHERS 


The Financial Times Library provides data of an economic and statistical nature, using a 
variety of sources, for the journalistic team including Economic Features Writers and 
also produces regular Economic Tables altto daily deadlines. 


We would like to hear from you: If you have an Economics Degree, a minimum of three 





years experience in an information environment Specialising in economic data, and are 


conversant with both published and online sources using PCs, It is unlikely that anyone $ 
under 27 years would have the relevant experience for this Senior Statistical Researchers 


post. C£15,000 per annum. 


Or if you have an Economics Degree and wish to pursue a career in the information field 
as a Statistical Researcher. C£12,500 per annum. , 
It is essential for both positions that candidates have good general knowledge and the 
ability to work under pressure whilst maintaining accuracy. y 
Our working hours are 331 per week between 9.30-7pm. Benefits include five weeks’ 
annual leave, sports facilities, season ticket loan scheme. subsidised restaurant, free 


medical health insurance and an employee share scheme (both subject to service 
qualification). Edd: 


Please apply in writing enclosing an up to date CV to: Mary Batten, Library Manager, 
The Financial Times Ltd, Number One Southwark Bridge, London SEI 9HL. AR 


Closing date: 16 February 1990. Previous applicants need not apply. 











The Faculty of Economics of the University of 
Limburg in Maastricht has a position available for 
an | 


associate 
professor of 
mathematical 
economics 


preferably with a specialization in the field of bu- 
Siness econornics (e.g. agency theory, external-/ 
industrial organisation, theory of finance). 


Applicants should have a broad educational and 
research experience in mathematical economics. 
They should have completed a doctoral disserta- 
tion and have published in outstanding interna- 
tional journals. Willingness to participate in pro- 
blembased teaching and to attain fluency in 
Dutch is essential. A tenure decision for tnis posi- 
_ tion will be made after two years. 
Gross salaries are in the range of Dfl. 6.271,— to 
Dfl. 8.319,- per month, dependent on experien- 
ce. 


Further information can be obtained from prof. 
Franz Palm, tel (043-888833 or T = 
dr. Sybrand Schim van der Loeff (0)43-888843. 


vacancy number: EC 9203. 


Written applications are to be submitted within 
three weeks after the publication of this announ- 
cement to: University of Limburg, Personnel 
Dept., P.O. 616,6200 MD Maastricht, the Nether- 
lands. Please mention the vacancy number on 
the envelope and the letter... — 


Rijksuniversiteit Limburg 
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| AD pli cati 


| Maynooth, Co Kildare, Ireland. Telephone Dublin area 
~ code 285236. Closing date for applications is 12 March 


l 1 : ` Junior Lecturer: IR 


ee000000000000000000000000 





PATRICK'S COLLEGE, MAYNOOTH 


* iRecfgnised College of the National University of ireland) 
ons are invited for the post of 
^TURER or JUNIOR LECTURER 
P. IN ECONOMICS 
rior to application further details may be obtained from 
he Secretary, Academic Council, St Patrick's College, 


















1990. | 
Salary scales as of 1 October 1990: 
| Lecturer: IR£I8,652-IR£25,420 (7 points) 
12,247-IR£15,247 (5 points 
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Projects funded under the British 


Government's Aid Programme 
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Botswana e 
The University : 
Professor of Economics 
e 
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Qualifications: candidates s ould be UK citizens aged 
up to 60 and must have: a Ph.D. in any field of economics; 
at least ten years’ post-doctoral teaching experience; 
substantial administrative experience; a strong record of 


- University of Botswana for three years initially with a 
: alary of £27,912 p.a. Additional 
clude free passages, children's education 





` tax-free supplement s 
allowances, subsidized accommodation and far e-paid 











leave. v RRL a 

Starting date: as soon as possible. 

Closing date for applications: 28 February 1990. 
Post reference: 89 B 63 | | E 
Requests for further details and application forms, 
quoting post reference ar id « osing A4 s.a.e. (28p), to: 
Overseas Educational Appointments Department 

The British Council — T ES 

65 Davies Street 
London W1Y 2AA 


$eoeceo The. 
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Applications are invited for the _ 
above full-time post. 20 ae 
Salary scale: IR£12,867 x (8) = 
IR£17,696. d EIE 
Closing date for receipt of app 
cations is 8 March 1990. Further ] - 
information may be obtained | 
from The R | yl 
cae Galway. Tei: (091) |. 
24411. | $E 








contacted by telephone for a personal 






















f> Ollscoi na : Urban Develop n 
| Regional - 
Training 
| Coordinator 
| two-three years based in Tuni 

petitive salary with benefits. 
| ence in municipal managemen 
ing and urban development; 


IRELAND i | 

JUNIOR — — 
LECTURESHIP | 
INECONOMICS — 


















appli- | 











istrar, University | | j 
| Résumé to Mike Murphy, International 
City Management Association, 777 
: — St, NE, Washington, DC. 20002 
















US IMMIGRATION. 


US corporation seeking qualified individuals to assist in financing resort 


projects in the USA and abroad. Successful candidates will have the ability to- 
arrange U5$5 to $20 million in loans in uniquely attractive resort projects inr 
the US, and the experience to-analyse and contribute to the success of future: 
resort projects in the US and abroad. The salary. will be competitive and _ 
equity participations will be available. Non-immigrant visa and legal resident 
status to the US will be provided for the qualified applicant which could later. 
lead to US citizenship. Send résumé to TS Inc, 7031 East Camelback; 
Scottsdale, AZ 85251 USA, or Fax: TS Financial Department, 010-1-602- : 








































483-2391. Applications will be held in strictest confidence. You will be 
interview if your qualifications are of o) 





























interest, | l 7 


Cranfield, 


Crantield School of Management is one of the largest University ^. 
Business Schools in Europe, with an international reputation fot. - 
both its graduate and executive programmes and for the quality 

of its research into Management practise. | 


We now wish to filfthe chair in Organisation Behaviour, whichis a 
key appointment within the Human Resources Group. With a. .. 
strong research focus into Europe. this Group comprises over 30 
Faculty and support staff. — 


Candidates must offer an established academic record t ran 
acknowledged field ot OB, and recognised achie 

research, post-graduate teaching, can y 
work. An international dimension in the 
particular interest; Some managerial ex 
the successtui candidate will be expectet 
ite of the School. The appointment will D 
years initially. : 










pa 


Op! B 
od of thre 





The salary will be £29,755 per annum. Paymer ay be awarded 
tor additional responsibilities, and there may be some. «^. 
opportunities for consultancy work organised through the Scho 
Application forms and further details are available from 
Mrs L. Horsnell (Extn. 3337), Personnel Department, — 
Cranfield institute of Technology, Cranfield, 

Bedford MK43 OAL, telephone (0234) 750111, quoting 
reference number 0005H. 


Ciosing date for applications: Sth March 1990 






















IONAL A 


CENTRE (IAC) 


. The international Agricultural Centre of Wageningen, The Netherlands, isa 
. Government Foundation, providing advisory and training functions in 
. Support of international development cooperation in agriculture. It has a 
. professional staff of 40 specialists covering a wide range of expertise. 
. Tostrengthen this expertise, IAC invites applications for appointment to the 

following positions: = | | 
1, AGRICULTURAL ECONOMIST 
= 2 EXPERT IN FOOD SECURITY 

- 3. EXPERT IN RURAL EXTENSION 

Agricultural. Economist, to advise on the formulation and economic 
jation-of agricultural development projects and. programmes. She/he 
int have at least five years of relevant experience in developing countries. 
2. Expert in Food Security, to coordinate multi-disciplinary teamwork on 
food security issues at the meso-level and to contribute to IAC's training 
programmes. She/he will have experience in the analysis of the structure 
and function of food markets, particularly at provisional and district levels in 
,, developing countries. | E 
.3, Expert in Rural Extension, to advise on extension components of rural 
.. development projects and to coordinate training programmes in Wagenin- 
- gen and abroad, especially in French-speaking countries. She/he will have 
atleast tive years of relevant experience in rural development projects with 
. n explicit extension component, preferably in West Africa. 
. Candidates for above positions should have a good command of English 
. and Dutch. Knowledge of French, Spanish or Portuguese will be an 

advantage for all three positions while for the post of rural extension expert, 
_ very good command of the French language will be required. Candidates 
should be willing to undertake short missions to developing countries. 

Appointments are on a contract basis, — 
Applications with curriculum vitae and references to be submitted to 
the Director, International Agricultural Centre, PO Box 88, 6700 AB 
_ Wageningen, The Netherlands. For further information on above 
vacancies, contact Mr Razoux Schultz. Telephone: (08370) 90223. 
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Applications and expressions of interest are invited for the 
appointment to a Chair of Economics. There are two professors 
of economics within the Department of Economics, and a third is 
seconded from the Department to serve as director of the Centre 
for Microeconomic Policy Analysis. 

The successful candidate would be expected to exhibit 
internationally recognised skills in research and scholarship and 
experience in lecturing and supervision of studénts. 

Salary will be at the rate of $A65,837 per annum. Provision is also 
made for limited private consulting in accordance with the 
University's regulations. Assistance with relocation expenses in 
Sydney will be provided. — 

Enquiries about the Chaír or the Department should be directed VR 
by telephone, facsimile or in writing to the Head, Professor P. B. E 
Groenewegen (02) 692 3074 or to Professor W. P. Hogan 
(02) 692 2135. Facsimile + 612 552 3105. 

The University reserves the right not to proceed with any 










appointment for financial or other reasons. mare 
Applications in triplicate, including curriculum vitae, telephone 
‘umber, fax number, list of publications and. the names, 
addresses and fax numbers of the three referees should be - 
lodged by the 28th February, 1990, with the Flegistrar, University - 
_ of Sydney, N.S.W. 2066 Australia, from whom a detailed- 
Statement of information concerning the Chair should be 
obtained. Fax + 612 6924316. — 
Equal employment opportunity is University policy. 
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. RESEARCH APPOINTMENT 


» Applications are invited for research appointments. Applicants must possess a Ph.D degree 
and have excellent communicative skills in English and experience in conducting research. 
Specialisation in one or more of the following areas will be an advantage: s 

* Economics (and political economy) of transport particularly in the shipping fields 

* International Economics, Investments & Finance and Trade | 

* Politics, Regional Security Issues & International Relations of Southeast Asia 


* China, Japan & East Asian Affairs — particularly in Economics or Politics, with thorough 
knowledge of one East Asian language, preferably Japanese language 


* Ethnicity & Urbanism in Southeast Asia | 
The gross monthly emoluments range from S$2,819 to S$7,422. The remuneration awarded | 
: will depend on the candidate's qualification and experience. Depending on the post offered, 


other benefits may include leave, medical, subsidized housing at nominal rental, 
return airfare, baggage allowance etc. : 


Interested applicants are requested to send full resume to: 


The Executive Secretary 


Institute of Southeast Aslan Studles 


Heng Mul Keng Terrace, 
Singapore 0511. 


Telephone: 7780955, Telefax: 7781735, Telex: RS 37068 



















€ UTIVE E DIRECTOR 





f PEER are sought from suitably 
qualified men and women for the posi- 
tion of Executive Director of the North 
. Australia Research Unit (NARU) locat- 
edi in Darwin. The Unit is part of the 






be vacated. in 
inng Executive Director, 
time research and 






The Executive Director will be expected 
to initiate new social and economic 
research programmes on Northern 
Australia and to direct the academic 
and administrative work of the Unit. A 
PhD in a social science discipline with 
subsequent interdisciplinary experi- 
ence: or training in social or natural 
sciences is essential and experience in 
academic administration and research 
management would be desirable. 


Appointment will be at Senior Research 
Fellow: level for five years in the first 
instance with the possibility of exten- 
sion to 10 years, subject to satisfactory 
“review of performance : at the end of the 
fourth year of service. Secondment will 
be considered. ` | l 


* Further particulars may be obtained 
: from the School Secretary, Research 
School of Pacific Studies, tel: (6162) 49 

fax: (6162) 57 1893, or from the 

tive Director, NARU, PO Box 

— 41321, Casuarina, NT 0811, Australia, 

. tel: GD. 275 688; fax: (6189) 450 

752. : 


| Closing date: ei 2 
18.1 2. 













Salary: ^ A$44397-A$52675 per |. 
. annum. Applications should be submit- . | - 
‘ted in duplicate to the Registrar, The |. 


Australian National University, GPO 


-. Box 4, Canberra ACT 2601, Australia, 
: “quoting reference number and includ- 
ing’ curriculum vitae, list of. publications. 






. and names of at least three referees. 
— The University reserves the right not to 
“make an appointment or to appoint by 
"^t invitation at any time. Further intorma- 

^. tion is available from the Registrar, or 
“from Appointments (37469), Associa- 





- . tion of Commonwealth Universities, 36 


. Gordon Square, London WC1H OPF. 
E ' The University is an Equal Opportunity 
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The CLEAR Unit is the consultancy and: training development dist of the Co-operative 
College of the United Kingdom with. major projects in developing countries and a portfolio of — 
work in the UK. To expand our existing programme overseas, the CLEAR Unit is recruiting two | 

officers to join our development | team: | T 


BUSINESS DEVELOPMENT/CONTRACTS MANAGER 
SALARY SCALE: £17, 000 - £19,000. 


Working di with the Executive Director, this Manager will assist in identify securing j 
and managing consultancy/training projects overseas and marketing the entire range of CLEAR 
Unit and College services. LS 


The successful applicant is likely to have a degree in  Business/Commerce/Marketing with 3-5 
years experience. in securing, negotiating and managing contracts, preferably in development 
aid projects overseas. Experience in management training/devel opment would be an 
advantage. Flexibility, adaptability and good communication skills are essenti ial for this post 

which includes considerable short term overseas travel. 


RESEARCH & DEVELOPMENT OFFICER 
SALARY SCALE: £10,000 - £12 


The person appointed will be expected to make a major contfibuton | to the — and 
development of our international consultancy programme by: providing. key information on 
potential projects, policies and programmes of development agencies, background research on 

countries and project areas, and managing our consultancy information base. 


The successful applicant will have an HND or degree in à relevant disci pline (Business/ 

Commerce, Development, Economics), a knowledge of overseas development, and good ` 

communication, organisation and administration skills. Experience it in education and 2 
training would be a valuable asset. - D e 


In addition we are recruiting the following specialists for the CLEAR/Plunkett Partnership. 


ORGANISATION & MANAGEMENT SPECIALIS’ : 
- BANGLADESH COMPETITIVE SALARY + BENEFITS — — 
On contract for 15 months with possible extension. - 


To work as part of a team of consu Itants in a major project concerned with rural development. "s 
Experience in South East Asian countries preferred, but candidates with sound experience of | 
institutional development in similar developing: countries will be considered. Housing. bh he 

usual Overseas: benefits package are available. with this position. F 


ASSOCIATE CONSULTANTS & MANAGEMENT TRAINERS: 


To work on short term assignments both in the UK and Overseas. Candidates able to. offer 
sound experience and skilis in rural business development are invited to join our register o of | 
specialists. We also wish to appointment an enthusiastic Management Trainer to be based in — 

Oxford to work with agricultural cooperative business throughout the UK. ad 











To apply for these posts. send a Curriculum Vitae and the names of three references to the 
address below, y aut ng the relevant post: Details of the posts will be forwarded to all = 
— applicants. oe ; 


Write t to: The Executive Director, CLEAR Unit, € Co- pérative — 
Stanford Hall, —— Laloesteeabiré, United T iet SQR. 













_ (Ref AH367/KEA/TE] | 
. The Fiji Islands lie in the South West Pacific Ocean, with a population of 700,000. 
. Based in Suva at the Economic Services Division of the Forum Secretariat your main 
. duties will include developing a regional trade and economic database and the 
preparation of a detailed resource Inventory. You will then be able to assist 
= Countries to assess the potential level of income from their resources as well as 
. providing detailed analysis of data and bi-annual economic projections for the 
. region and member countries. mun 
QUALIFICATIONS > o 
indidates should be British Citizens aged at least 30. You must have a first 
egree in Statistics whilst a Masters Degree is desirable. 
MS OF APPOINTMENT 


. YOu will be on contract to the British Government for 2 years, on loan to the 

| Government of Fiji. Salary is in the range £25,625 p.a. to £35,550 p.a. 

— {UK taxable). Additional benefits will normally include tax-free overseas 

| allowances, currently of £726 p.a. [single] and up to £1,947 p.a. (married), 

children’s education allowances, free accommodation and passages and annual 
+ fare-paid leave. 































Stat i stici D | n 2 
(Ref AH367/AMG/TE) 


Based in Belmopan at the Economic Statistics Unit of the Central Statistical Office 
(C5O], you will be fully involved in the CSO's objectives which are to collect, 
compile, compute, analyse and disseminate economic data on Belize. 
Reporting to the Chief Statistician, you will plan, conduct and evaluate sample 
Surveys, compile and compute national accounts statistics and assist in the 
development of our database. 
QUALIFICATIONS | | 
Applicants should be British Citizens, aged 30-45, and qualified to Masters Degree 
level in Statistics/Economics. Some overseas experience is desirable, as is a 
§ = familiarity with microcomputers. 

> TERMS OF APPOINTMENT 


You will be on contract to the British Government for 3 years, on loan to the 
iovernment of Belize. Salary is in the range £21,117 p.a. to £22,311 p.a. 
. (UK taxable). Additional benefits will normally include tax-free overseas 
. allowances, currently of £2,114 p.a. [single] and up to £3,869 p.a. [married], 
.. £hildren's education allowances, free accommodation and passages and annual 
= farepaid leave, |. o a MD ; EM 
.. For further details and application form, please write, quoting job title and 
. appropriate reference to: Appointments Officer, Overseas Development 
Administration, AH220, Abercrombie House, Eaglesham Road, EAST KILBRIDE, 
Glasgow G75 BEA. Or tel 03552 41199 ext 3571. 


NATIONS TO HELP THEMSELVES 


















J You can own a qualty CHALET/APARTMENT in MON- 





Monash University 
Melbourne, Australia vo 


ERNST& YOUNGCHAIR , 
IN ACCOUNTING 


Applications are invited for appoint- 
ment to the newly-created Ernst & 
Young Chair in Accounting at Monash 
University. 

The University seeks a person of the 
highest academic standing for appoint- 
ment to this prestigious new Chair, 
which is being funded with the assis- 
tance of Ernst & Young. The University 
wishes to strengthen its teaching and 
research capabilities, especially in the 
area of financial accounting and aucit- 
ing. Demonstrated administrative skilis, 
the capacity for leadership, teaching 
experience at both undergraduate and 
postgraduate levels and a successiul 
record of research are essential 
requirements. - 


The current salary for a profess 
A$65,837 per annum. In addition, —.. 
University may approve a salary load- 
ing for this position. Benefits ínclude 
superannuation, outside studies pro- 
grammes, travel. and removal ex- 
penses and temporary housing 
assistance. MM 

information on application procedure 
and further particulars may be obtained 
from the Registrar, Monash University, 
Clayton, Victoria, 3168, Australia, or 
from Appointments (37473), Associa- 
tion of Commonwealth Universities, 36 
Gordon Square, London WC1H OPF, 
UK. Enquiries of an academic nature 
may be addressed to Professor Robert 
Chenhall, Chairman, Department of 
Accounting and Finance. 


Applications should reach the Registrar 
not later than Friday, 30 March 1990. 
Council reserves the right to rnake no 
appointment or to appoint by invitation 
at any stage. 


An Equal Opportunity Employer. 
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ANTIGUA, WEST INDIES 


Well established beachfront apartment: development 
aliers for sale blocks of 2 or 4 two-bedroom 
a — Excellent — particularly for 
ongRong Japan investors with longterm interest in 
Caribbean. — wil provide ongoing 
Management services. 7 
H not iMerested in purchasing, try us for a quiet, 
relaxing vacation. ee 
| Barrymore Beach Club, PO Box 244, 
Antigua. Tix 2069, Fax 809 462 4140. 
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Ae MSc | in iion 

A long-established intensive nine month programme for well- 
qualified candidates who wish to train for careers as professional 

economists in the private sector, higher education or government. 


| Sc in Economics of atin America 

one year course, including research dissertation component, 
"for those interested in the advanced Say G of the economics of 
Latin Amen. 











eading to these research degrees, is offered in 
luding macroeconomics, microeconomics, eco- 





is om tin America, development economics, labour eco- 
nomics, industrial economics, financial economics, econometrics 
~ and the economics of law. —— 


A part-time two year option is available for both MSc courses. 
..Pre-sessional English Language courses are offered in July, 
- August and September, The Department of Economics is recog- 
nised by the ESRC. Some scholarships are available. 
Further details and application forms from: Higher Degrees 
Office, Queen Mary and Westfield College, University of 
London, Mile End Road, London E1 4NS, United Kingdom. 


APPOINTMENTS RR: 


Economic Development and Corporate Policy 
x Department 


| industrial 
Development 



















< Salary: P Points 33. 36 üp to £15, 810) 
The Department's | industrial Development Section is a forward - 
looking team of four; it acts ag the Council's front line contact with 
industry and commerce; its role is to help Cumbrian businesses 
< make the most of their opportunities; andi to — and 
.. overcome constraints on their suc S655, : 
This post. which is based in tt artt ent 8 edanen in 
<`. Carlisle, covers the north-eastern p: Cumbria, and the 
— successful applicant will join at am with a SERE Spirit and a 
< sucessful track record. — — — 
Further details from the Director 4 Economic — 
Cumbria County Council, The Courts, Carlisle, Cumbria. CA3 
^, BNA, (0228) 812325. 
.. Closing date: Friday 23rd February. 1990. 
^" All applicants will be considered on the basis of suitability regardless o of sex, 
Face. inaritel s status, religion or disability. 






















TUCK 
EXECUTIVE 
PROGRAMS | 








This. new one year fulltime: —— * offered d by 
tin is 


success in internatio 


. What market entry policies are. now most a 


























TUCK EXEC JTIVE PROGRAM | 














JULY 8 - AUGUST 3, 1990 
A four-week. senior general. pner meh program | 
that focuses on strategy formulation and 
plementation, 


TUCK INVESTMENT MANAGEMENT ; 
PROGRAM ^ 
JUNE 3 - 6, 1290 


TUCK MARKETING STRATEGY 


PROGRAM . 
AUGUST 12 - Y. 1990. 







































































FOR INFORMATION CONTACT: 
Tuck Executive Programs . 

Amos Tuck School — 

Dartmouth College 

Hanover, NH 0375 5 

603-646-2839 or FAX: 603- 646- 1308. 







































UNIVERSITY OF STRATHCLYDE | 















DEPARTMENT OF MARE 










largest Department of Marketir 
marketers with the skills need od to 
"global village". B 
Think about the following . . 

What promotion, ‘distribution and: pricing policies: are requir l 
ional markets? > ; 
How should the marketing „strategies of aa and non-EC o co 
nies change to handle 1992"? | 





















app oproprate f for East 





Éurope? 
Is South Korea or Taiwan the next Japan?- 
How do consumer behaviour patterns vary across culture? : 
. if you appreciate the importance of these questions and their 
implications then this Master course is for you. 
Applications are invited from well-qualified. business gra juate 
and others who are seeking to develop specialist, relevant . kills i 
international marketing for the 1990s and beyond. x 
Further details available from: ES 
Protessor Stephon S2 Young, Director, Strathclyde internati 
al Business Department of Marketing, Univer 
Strathclyde, Stenhouse Building, 173 Cath iral Street 
gow G4 ORQ, Scotland, UK. -— 




















































CE ul : 
Tel: 041 552 4400, ext 3455 gr Telex: Tan T 


Fax: 041 " 0775. | OVE : ; 









The most renowned school for French s 


INSTITUT DE FRANCAIS 
Overlooking the Riiviera's most beautiful bay 

| MAKES LEARNING FRENCH 

A WONDERFUL AND UNIQUE EXPERIENCE 


For adults. 8.30am-5pm. 8 levels: Beginner | to Advanced |l 
LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED 


Next 2-, 3- or 4-weeks immersion course starts 5 February - 5 March 1990 and all year. 
20 years of research and experience in the effective teaching of French to adults, 
INSTITUT DE FRANCAIS — EB3 : 

E 23 Av. Gén-Lederc, 06 VILLERRANCHE/MER, T. 93 01 88 44, Tx. 970.9808. Fx. 93.76 92 17 




























pecially in the area of corporate fi- 
nance. Demonstrated’ administrative 
skills, the capacity for. leadership, 
teaching experience at both under- 
graduate and postgraduate levels and 
a successful record of research are 
essential requirements. 


. The current salary for a professor is 
A$65,837 per annum. In addition, the 
University may approve a salary load- 

' ing for this position. Benefits include 
superannualion, outside studies pro- 
grammes, travel and removal ex- 
penses and temporary housing 
assistance. 


information on application procedure 


Monash University 
^ elbourne, Australia 

ATIONAL AUSTRALIA BANK CHAIR 
INFINANCE | 
Applications are invited for appoint- 
ment to the newly-created National 
^ Australia Bank Chair in Finance at 
_ Monash University. 
_ The University seeks a person of the 
. highest academic standing for appoint- 
| ment io this prestigious new Chair, 
«which is being. funded with the assis- 
tance of the National Australia Bank. 
| The University wishes to strengthen its 
_ teaching and research capabilities, es- 
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Taking the GMAT or GRE 


exams? 
We CAN help 


Write to: 
| Graduate Tutoriais, GTAC Associates | 
FREEPOST, London W5 4BR 
| Tel: 01-993 3983 











and further particulars may be obtained 
from the Registrar, Monash University, 
Clayton, Victoria, 3168, Australia, or 
from Appointments (37474), Associa- 
tion of Commonwealth Universities, 36 


Gordon. Square, London WC1H OPF,  . 


UK. Enquiries of an academic nature 


may be addressed to Professor Robert | 


Chenhall, Chairman, Department of 


Accounting and Finance. 


Applications should reach the Registrar 
not later than Friday, 30 March 1990. 
Council reserves the right to make no 
appointment or to appoint by invitation 
at any stage. ! 


An Equal Opportunity Employer. 





ARS] INTERNATIONAL POTATO CENTER (CIP) 
iJ 4 ; | 













| J | ; ists and — 
lin the host country and at regional headquarters. The Department Head will 








Department Head will encourage excellence in research and support scholarly 
publications. The position entails travelling for up to approximately three months a 







a current vita and names and addresses of three 


d L. Sawyer, Director General, CIP, Aptdo 5969, Lima, - 









Peru. Telephone 51-14-36¢ ! 
| Selection will be based on a personal interview at CIP's Headquarters. 





1-366920. Telex 25672 PE. Fax 51-14-351570. Final. lob. 








FRENCH TUITION for professionals. 
and students. Gomrnsercial/business or ^ 
practical French. individuals/greups in 
your/our office. Cbiectif-France, 65 
Castletown Road, London W14 9HQG. 
Tel/tax 01-381 9649. 





BACHELOR, MASTER, DOCTORATE 






M 
ADVICE CENTRE 
For choosing an MBA course we supply — 
rankings & guide books, To. help with 
GMAT we sell the O*ficial Guide; practice. 
7 papers and a course on Feb 17th... 









For immediate attention contact 
PasTest UK. Tet: 0565-55226 
Fax: 0565-50264 


STUDY WORKS 


Tel: 01-402 9877 
Prepare effectively for the 
March GMAT | 
in a course taught by American full- 
time test prep professionals 
pains Ja 
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LEARN TO SPEAK FRENCH BY 


TOTAL NATURAL IMMERSION 








, , With French participants for 7 
intensive days in the DORDOG 


Chateau LA VALOUZE 
J.L. Lefevre CIEL.BP.180 
. 24490 LA ROCHE CHALAIS, France 
Tel: 5391 44 28 





Want to brush up £4 
onaforeign WE 
language? 


With Audio Forum's intermediate — 
and advanced materials, it's easy ` 
to maintain and sharpen your 
foreign language skiis. 
Besides intermediate = : 
and advanced audio- ^. “Sra 
cassette courses ~ most developed for the US. 
State Dept. - we offer foreign language mystery 
dramas, dialogues recorded in Paris, games, 
music, and many other helpful materials. And if 
you wat to ieam a new language, we have 
beginning Courses for adults and for children. 
We affer introductory and advanced materials 
. in most. of he world's languages: French, Ger 
man, Spanish, italian, Japanese, Mandarm, 
Greek, Russian, Portuguese, Korean, Norwegian, | 
Swedish, Turkish, Thai, Urdu etc. etc. 
. Cal 01-937 1647 tor FREE 32pp Catalogue 
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Management, Pas 
iho thrive on challen 


MIT and cn n 
exciting pathway to he future f for sce profes 








M — —— e SE ; 


quim tetra aetatem tte — — — 
DES 










TESTS — 
THESEUS will organize pr 
For information and appli 
THESEUS 

BP 188 SOPHIA ANTIPOLIS - 
06561 VALBONNE CEDEX 
FRANCE | 


Period of MBA program: October 90 - „july 9 ?1 
‘Language of instruction: primarily English. 

| Student profile: High potential decision makers, 
aged 28 «35, with advanced university degrees, 
| all nationalities. 






BERKELEY 










Competitive Marketing Strategies: 
For High-Tech Products, March 4-9, 
Berkeley, and Oct, 14-19, Sturbridge, Mass. : — 
: For Service Businesses, July 15 20, , Berkeley * Policies for Telecommunik i ticati tio ons a" ü 
For Consumer Products, Sept. 23- 28, Berkeley Co Nov. 4-9, 9, Berkeley 


E 
— 

TR geal 

PE: 





For further tormations — R. Robinson, 

Administrator, Berkeley Executive Education, |. 

| University Extension; Dept. 587, University of 

D chc 1 California, Berkeley, California 94720, USA 
March 25-30, Berkel ey, and Oct. 14-19, Sturbridge, aus (415) 642-4267, ext. 587 

Mass. T ! Fax: (415) 643-8683 
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— STUDY——. 
HOTEL-MANAGEMENT 

in Switzerland, France or England 

* Certificatein Language & Hotel Reception 


| * Undergraduate and Graduate studies in 
Hotel Management and Tourism 





THE HAWKSMERE MANAGEMENT DEVELOPMENT PROGRAMME 













Developing the high | 


THE 5-DAY MBA! 







] The School of Hotel Management of Schiller 
international University offers study programs 
from Certificate to Master's degree. Students 
follow the American educational system and have 
the unique possibility of spreading their studies f. 
] | over 5 of Schiller's centers in Europe with English f 
as the language of instruction. Training at |. 
Schiller's hotels in Germany and Switzerland, and 
intensive instruction in business management ^ 
repare students for a rewarding career in the ©. 
otel and tourism industries. Transfer credits ol 
| awarded for relevant studies already completed. $ 
| Entry January or September, Summer courses, 


| SCHILLER INTERNATIONAL UNIVERSITY | 

|] Dept EH Hotel Europe | Dept EIH | | 
PO Box 272, =. | . ||. Chateau Pourtales. - 
| 0CH6390 Engelberg 161 rue Melanie, 
d Switzerland: n 67000 Strasbourg 
Telex: 866461 EUCHO CH | Telex: 870 327 SIU 
Tel: (041) 942635 Tel: 88 31 0107. 
Fax 041 942255 Fax 88 31 0814 

mc Accredited member AICS Washington, DC, USA) > 










|. . A one-week intensive course to 
__ Shape future senior and top management. 















F | 17-22 ; June 1990 « 23-28 September 1990 Se 






-7 Careys Manor Hotel . 
Brockenhurst New Forest Hampshire 

















For further information please contact 

Ms J K van Wycks on: 01-824 8257, or write to 

E Hawksmere Limited ——  . 

.] 12-18 Grosvenor Gardens Belgravia London SW1W ODH 
Fax: 01-730 4293 Telex 8956658 TPS G 

















4 SiU 1964-1989 29 years of international education | 














d 









: || The advantages of the "CERAN 66" concept, g business in Europe. ; 


with residential courses : | This — king — ee eia J—— 
— | specific guidelines, and strategies enabling business executives ani 
1. Intensive study (Minimum 38 lessons per week) | EROS to participate in the opportunities while avoiding pitfalls and 
2. Plus the constant practice of what you have learnt, every day minimizing risk. — = cs "AE " 
from 8 a.m. to 10 p.m., with teachers constantly present at meal- I Speakers will guide participants through the maze of political, economic 
| times, breaks and in the evenings. y and legal upheaval and provide a framework that allows you to better 
Une aiii —— | identify and evaluate current and emerging opportunities, assess risks, 
3. A total of 66 hours per week of full immersion in the language. a | determine the impact of future developments, and understand the 
Ceran is a top class school for leaders in business management implications for business strategy in Europe east and west. 7 
and government. Our clients since 1975 include Alcatel, AT&T. g | — cp ey a n. n — of — E , 
E d ae METH Anita ae vt Sk i "EE country-by-country basis. Checklists for investment decision-making an 
. Canon, Deutsche Bank, Dow Corning, European Parliament, Ger- | — for risk analysis will be presented. Actual case studies wil be 
man Foreign Office, Honeywell, Lufthansa, McKinsey, Mercedes- discussed, and strategies identified. 
Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. E Keynoter is Dr. Zbigniew Brzezinski, former National Security Advisor, and 
We also run holiday courses in French for young people (13-17) | author of The Grand Failure: The Birth and Death of Communism in the 
d — Twentieth Century. rity speakers are — SEEN ub eic , 
"ESAE 2E : finance, law, tax and accounting, counsulting, and Eastern European an 
CERAN 66 U.S. governments. M 


| Sponsored by: 


Glc5al Conference Network 
| 44 Montgomery Street, Sth Floor 
San Francisco, CA 94104... 


Language courses for motivated people. ] 


Ph. | 280, Avenue du Chateau, B-4880 SPA, 
| | BELGIUM Te (532) 87/87 71 64 


57 
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For further details call or write: 
Tel: 415-855-2745 (Bam-5pm PST) 
| Fax: 415-397-6308 (24 hrs.) 

..,] Telex: 279004 
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.. Phone 504-624-6932 Fax 504-624-8931 





: QUALITY SHIRTS Individually made to 
. measure. 300 fabric samples and bro- 
chure, Seymour Shirts, Freepost Dept 
.:29, Bradford BD1 1BR. Tel: 0274 
. 726520. — 








SAT o YOUR OWN EXPORT 
IMPORT AGENCY. No risk, recession- 
proof business. We show you how. 
Personal service. Established 1946. 12 
offices worldwide. Free information 
pack: Wade World Trade Ltd, Dept 
2C24, Wade House, Queen Street, 
Swindon. Tel: 0793 613161. Fax: 0793 
619527. 


, BUSINESS 
IN GERMANY 


We seek to contact companies thinking about 
starting their own subsidiary in West Germany 
with the view to expanding into Europe. 

Full details: 


B. Services Abel-Hoenen, Kimplerstr, 280 
4150 Krefeld (West Germany) 
: Tel: (0) 2151/39 13.33 
Telex: 853314 
Fax: (0) 21 51/39 14 81 



















LONDON 
_ South Kensington 


Luxüty fully furnished one and two. bed 
4 






flats. in quiet c 
Resident mana 








ser, direct dial telephon 















FULL DETAILS: TEL. 01-225 0184. FA 
01-225 0280. TELEX 893095. 





| EXECUTIVE HOTEL 
57 PONTSTREET . .. 
KNIGHTSBRIDGE . 
LONDON SW1XO0BD . 
Tel: 01-581 2424 
Fax: 01-589 9456 
Telex: 941 3498 EXECUT G 
Single bedroom £49.95 + VAT 
Double or Twin £74.95 + VAT 
Elegance, privacy and exceptional 
| value in ohe of the world's most 
<. | fashionable ; Neighbourhoods. 
5| Buffet style English breakfast 


. ALINBAR EXCLUSIVE HOTEL 
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ul-de-sac off Queens Gate.. f. 


rates from £266 to £560 plus VAT. 4.. oo f 


^| Attractive commission paid. 





A COMPANY OF WRITERS LTD. Ex- 


perienced freelance writer (BSc) avail- - 


able to undertake all manner of assign- 
ments: training . and corporate 
literature; report writing, scripts, etc. 
Good research and interview skills. 
Have Laserjet, will travel. Multimate 
and Wordperfect 5 compatibility. Speak 
to James A. Oliver on 01-379 0733 or 
write 12 Neal's Yard, Covent Garden, 
London WC2H 9DP. 





"IMMIGRATION 
TO CANADA 


To immigrant investors and their advi- 
sors we offer bank or mortgage guar- | 
| anteed investments and professionally 
managed, government approved in- 
vestment syndicates (for. 120K/unit). 
Confidential service is assured. 

Kingsworld Capital Inc, 1255 Universi- 
ty St #1600, Mti, Canada H3B 3X3. Tel: 
514) 8740324, fax: (514) 874032 





















40329. 











Do you need sound advice on UK Immigration 
matters? if so, come to the Professionals. 
Former senior officials of the UK Immigration 
Service will assist with every aspect, including 
business investor cases, work permits, over- | 
seas company representatives and all individual 
requirements. Further details from: ` 
Cooper Associates, Suite 316, Premier 
House, 10 Greycoat Place, London SW1P. Tel: 
(01) 222 8866. Fax: (01) 222 5358. 











- (Worldwide) to market financial 
management services of Swiss In- 
| vestment Company. 





. Write BAM, PO Box 7337, CH 
: 8023 Zurich, Switzerland. Tele- 
phone: (41) 1 219 83 31. Telefax: 


















IMMIGRATION 
TO CANADA 
Write, Call or Fax for a complimentary 


copy of our infarmation brochure on im- 
migration to Canada. 


B. H. CARRIERE & ASSOCIATES LIMITED 
Suite 900 — 2 Sheppard Avenue, E. 
Willowdale (Toronto) 

Ontario, Canada, MIN 5Y7 
Tel: (416) 221-7084 
Fax: (416) 733-2491 


"OVER 20. YEARS OF IMMIGRATION 
EXPERIENCE IN CANADA AND ABROAD" 
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LIVE WITH TEACHER! 


Yes, learn the language of your choice in the 
country of your choice in your private 
teachers home. 

HOME LANGUAGE INTERNATIONAL — 
Reservations Office, 3 High Street, St. Lawrence, 
Ramsgate, U.K. Tek (0) 843 851116. 


Y DEGREE 














PACIFIC WESTERN UNIVERSITY | 
galee esy ton m {annie sem — i 


E 
4 


MA Economics and 
MA Development Economics 


We invite applications for October 1990 for these one-year pro- 
grammes which provide a rigorous training from specialists of interna- 
tional repute. Courses available include: Applied Statistics Usin 

Computer Packages; Advanced Economic Theory; Growth and Devei f 
opment Theory; Project Appraisal and Planning; Money and Develop- co 
ment; Trade and Development; International Finance; Labour in- 

Developing Countries; Urban and Regional Economics, and Economic 

Development of South East Asia. — — aD — 
For further particulars write to the Graduate Office, The Registry, The > 
University, Canterbury, Kent CT2 7NZ, England, or to Professor A. Poe 
Thirlwall, Keynes College, University of Kent, quoting reference — 
number PG90/9 — pA uou 



































UNIVERSITY OF MANCHESTER = 

INSTITUTE FOR DEVELOPMENT 

POLICY AND MANAGEMENT 
RESOURCE DEVELOPMEN' 


Applications are invited for October 1990 for a one year M 
programme by examination and dissertation. In addition: 









compulsory core module on development issues students hav 
a choice of six of the following: Planning: 1) Manpowe 
Planning, 2) Employment Planning, 3) Human Resource Plan- 
ning in Organisations, 4) Development Policy, 5) Education. 
Development and Planning. Training: 6) Management of 
Training, 7) Training Practice, 8) Adult Learning. Personnel: 9 
and 10) Personnel Management | and II plus 11) Information. 

Systems, 12) Microcomputers in Administration. e 
























Further information and application forms from Christina 
Gee, Institute for Development Policy and Management, 
University of Manchester, Oxford Road, Manchester M1 
9Q5, UK. Tel: 061-275 2806. Fax: 061-273 8829. TO 




























ACQUISITION OR 
PARTNER SEARCH 


Independent international M&A consultancy provides 

~ confidential dedicated pan- European acquisition or 

- partner identification, accessing all available databases, 
market research and broker network contacts. 


“Contact ALLEN CHEYETTE MA (CANTAB! ACA 
-EUROSEARCH M&A, Dartmouth House, 
19 Dartmouth Road, London NW2 4ES, 


Inited Kingdom. EUROSEARC Hi 
“Tels {244 1] 208-2223 
-Fax: i841 1208 AM 


ANY S aM TVA TAPA erre at 














as IMMIGRATION 


Obtain US Immigration through purchase of | 
secured and well-rewarding real estate or 
pening of American branch companies, etc. | 
LL MATTERS HANOLED BY A LICENSED US 
ATTORNEY/PhD ECONOMIST. 


isting Hong Kong. Taiwan, Thailand, Paki- 
Stan and London during February. 

Contact: Edward P. Gallagher, Attorney-at- | 
daw, PO Box 70302, Washington, DC 20088 
CUSA, Tel: (301) 299-7269. Fax: (301) 983- | 


























| Longest establi shed specialist 
-$ consultancy, with qualified profes- 
{sional staff, provides complete 
| service for corporate clients or 
[ individuals, including work per- 

mits and visas for businessmen 
and dependents. Further details 
rom: 


i 














GARRICK & Ct 
1 de Wallen Court 

B5 New Cavendish Stet 
London WIM 7RA 

Tek: 81222 308 

Tet: BGAN Far: 3 AMN 







companies 






FULL NOMINEE, MANAGEMENT, 
ACCOUNTING AND ADMIN 
ens —— 






AN EXPLANATOR 
DISCUSSION AND BROCHURE CALL 
COLIN FOSTER 
: OVERSEAS COMPANY 
REGISTRATION AGENTS LTD. 
COMPANIES HOUSE 
TOWER STREET 











US HOUSING EXPORTS 
Largest custom. builder in Virginia will 
containerise and ship homes to your loca- 


tion, Many models tó choose from or send 
us your plans for bid. 


Call or write for free brochure. Northern 
Counties Lumber Inc, Route 50 West, PO 
Box 97, Upperville, VÀ 22176. Tel: (703) 
] 592-3232, ax: (7031 592-3552. 



























ANALYSIS OF 
HANDWRITING 


nce Courses — 
: Forged Anonymous writing 


GRAFEX . 
Antwoordnummer 4927 
2501 WB, The Hague Holland 
Tel: 01751 77272. Fax: 01751 40166 
Consultations, seminars and lecturers available 
world wide 


pP" LONDON m "x 


usn ty serviced apartments offering best value t 
money. Our apartments offer great savings com- 
a^ red to hotels. Fully serviced, private bathroom, 
tehen, TV, leiephone, central heating, eleyater. 
Centrally located in Kensington area. E 


: Tourist Board Approved 
Ashburn Garden Apartments 
| 3 Ashburn Gardens 
South Kensington, London SW7 4DG, UK 
2 Tel: 011-441 370 2663 E 


Fax: 011-441 370 6743 
io . E 


HOW TO LEGALLY OBTAIN A 
. SECOND FOREIGN PASSPORT 


A. SECOND PASSPORT OFFERS 

MORE FREEDOM, GREATER SECURI- 

TY, INV ESTMENT OPPORTUNITIES 
AND CAN HELP TO SAVE TAXES 

| The exclusive PASSPORT REPORT is 

the most up-to-date guide on obtaining 

| second passports from legal sources 

à — .and often cheaply (if not 

countries examined in detail. 

Nery back guarantee if not completely 


£60 (US$100) + delivery. Airmail £12 
(US$20) extra or surface free. Or details 
from: Scope Books Ltd, Box No 118, 62 | 
DAT FONS HMM Homdean, Hants POS SJL, 


or fax | 
. Pax: 


The United States Agency for Inter- 
| national Development (USAID) in 
Conakry, Republic of Guinea seeks 


| qualified firms to provide long-term 


. technical assistance to the Central 
Bank of Guinea in the fields of 
commercal bank regulation and | 
balance of payments statistics, as 

| well as providing short-term ser- 
vices in related fields. Interested 

-firms may obtain a copy of the 
request for proposals (RFP) from the 

| following address after February 20, 

| 1990; © 


US Agency for International Devel- 
opment; Regional Economic Devel- 
opment and Support Office; Office 
of Procurement (REDSO/WCA/OP); 
| Abidjan (ID) —Department of State; 
| Washington, DC 20521-2010; Attn: 
| Steven G. Wisecarver, Contracting 
Officer. 






: Telephone 514/879-5576 
2o. 814/879 3652 














IMMIGRATION—CANADA 


One of Canada's largest investment houses offers bank or first mortgage guaranteed - 
investments in the Investor-Immigrant Program. 


"We are leaders in the field of investor-immigration in Canada. Confidentiality is assured. 


3 Lévesque Beaubien Geoffrion Inc. 
F c/o Mt Louis-Lebianc or Mr Stan Siscoe, 1155 Metcalfe, Montreal, Canada H3B 459. 


AUTHORS WANTED 
. BY NY PUBLISHER | 
Leading. subsidy book publisher seeks 
manuscripts of all types, fiction, non- 


4 fiction, poetry, juvenile, scholarly and 
| religious works, etc. New authors wel- 
comed. Send for free booklet. 


S92, —— Press, 516 W, 
Street, New York NY 19001 USA 


US IMMIGRATION 


Licensed attorney. 


34th 





Practice limited to US immigration law. 


Judith B. , Attorney at Law 
125 Main St, Westport, CT 06880 
Tel: (203)226-1223. Fax: (203)454-7890 


US TAXATION 
US Expatriates 
Resident/Non Resident Aliens 


Sonya Morrison Clark 
Certified Public Accountant 
125 Main St, Westport, CT 06880 
Tel: (203) 222-9670 
Fax: (203) 454-7890 


WILLETT HOTEL 
32 Sloane Gardens 
London SW1W 8DJ 

Tei: 01-824 8415 
Fax: 01-824 8415 
Telex: 926678 


Small character town house off Sloane 
Square. All modern facilities. Full English 
breakfast inclusive of very modest rates. 


A LINBAR EXCLUSIVE HOTEL 


CUT THE COST OF 
YOUR STAY IN LONDON 


Take a furnished seif-contained service apartment 
in Knightsbridge, near Harrods. Fully equip 
kitchen-dinette, bathroom, phone, colour 
central heating, elevator: Suit 1-2 persons. Bro- 
chure by airmail, 
Knightsbridge Service Apartments | 
45 Ennismore Gardens, LONDON SW7 
Tel: 01-584 4123. Telex: 295441 (Ref KSF) 
UK Frea Toll: 809 962 7093 (USA only) 
Mastercard/Access 7 














































FOR DISPOSAL—ECONOMIST late. 
1950s, early 1960s, with indexes. Tele, ` 
phone 0642 316714.0 E 
EXPATS—FREE copy, unique expat ~ 
newsletter. $2.00 postage: Expatworid 





Box 1341, Raffles City, Singapore 
9117. 
"HENLEY'S FORMULAS" — 


Research — 800 pps. (index) + new 
export ideas. ‘Books’, Box 248, Mar- 
chester, MA, USA. 





10,000 ORIGINAL remarkably pre- 
served late nineteenth century news- 
papers. Offers around £1 each the lot. 
Tel: 0492 531195/531303. | 





2ND PASSPORT/DR. LICENCES. 
Special reports. Any country.. INI, 28 
Kleomenu Athens 10675 — Fax 
7219080. 





RARE BONDS FOR THE COLLEC- 
TOR. Decorative certificates for fram- 
ing. Send for our brochure. GKR Bonds 
Ltd, PO Box 1, Kelvedon, Essex CO5 
9EH. Tel: 0376 71711. i 





ARBITRAGE LOANS/COLLATERALS. 


. Cain special report. Fax 7219080. Tix 


221846 Athens Greece. 





START an Import/Export Agency. No 
capital or risk. Immediate access to 
profits in world trade. FREE booklet. 
Westlink (C), 55 Constitution Street, 
Edinburgh EH6 7AY, Scotland. 





—— 


INTUITIVE & |. SELF-HYPNOTIC 
TECHNIQUES improve your invest- 
ment Decisions and give you an Edge 
in Financial Markets. Write: Total Mind 
Power institute, 18 Esplanade, St 


 Helier, Jersey, Cl, UK. 





ES PARIS-NEUILLY TO LET. Which C-— 
“pany. needs. for its Executive p 


. furnished 21-room flat; FF6,600 i... 



















WITH ALL THE COMFORTS| 
OF YOUR OWN HOME 
Apartments to suit 

















long lets " Perfect for business or leisure — 


SERVICED APARTMENTS 
26/217, Collingh 







am Gardens: 










Telex: 91859 











m sive monthly + deposit. Details: phone 


Germany 761-84261 or leave message 
UK 14352787. 





OVERSEAS POSITIONS. Hundreds of 


top-paying positions. All occupations. 
Free details. Overseas Employment 
Services, Dept EC, PO Box 460, Town 
of Mt Royal, Quebec, Canada H3P 


KNIGHT BRIDGE 


| Sutas £95 Doubles £80 Singles £65 inc! 
VAT & SC. 


‘Fax 514/879-1015. | | 627a, ¢ 





THE ECONOMIST FEBRUARY 9 1990 





*7 13 ndis + 


* "v f^ NW 





EE TON — 
OUTPUT, DEMAND AND JOBS America's GNP grew by 0.1% in the fourth quarter, trimming its 12- 
month growth rate to 2.4% (down from 3.0% in the year to the third quarter). Japan's industrial 
production slowed n December, leaving it 3.1% up on December 1988—the smallest year-on-year 
increase of 1989. Canada's industrial production climbed by 0.896 in the 12 months to November. 
America's retail sales increased by 0.7% in the year to December; Japan's surged 9.5% in the 12 
months to October. France's unemployment rate remained at 9.5% in November. 


% change at annual rate 





industrial production GNP/GOP retail sales [volume] unemployment % rate 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia + 3.1 + 0.6 oa + 26 + 5.4 m + 38 + 50 a 6.0 Dec 6.9 
Belgium * 29 + 44 Sep na na + 43 + 3.6 ut 10.1 o«* 10.9 
Canada — 08 +08 Ww + 23 + 23 0 + 24 + 0.2 Nov 7.7 ec 76 
France — 22 *t 33 ww * 24 * 32 0 — 44 + 1.1 Dee 9.5 No 10.1 
W. Germany + 1.8 +51 Now — 2.1 + 3.3 0 + 45 + 3.0 nw 7.8 dec 8.3 
Holland +11.2 +47 Nw +15 +47 @ +10.2 + B1 yt 5.3 Nov 6.1 
Italy +123 +28 oc + 32 +28 0 + 78 — 7.1 Dect 11.1 0«*: 10.8 
Japan * 26 + 31 Ox +122 + §2 a +17.5 + 95 oa 2.2 Nov 24 
Spain — 18 * 34 Ww na na * 66 — 0.6 oct 16.0 Dec 18.5 
Sweden + 61 + 2.33 Ww na +19 o + 48 + 07 oct 1.3 o«* 1.1 
*witzerland — 6.8 *06 o * 20 +29 o — 25 — 28 ot 0.6 n«* 0.7 
K + 48 + 06 ww + 2.1 +19 a + 23 + 23 dec 5.8 De 7.2 
~SA — 09 +17 0€ + 05 + 24 u — 44 + 0.7 cee 5.3 Dec 5.3 


Value index deflated by CPI. t$ New Series, * * 1968. 
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PRICES AND WAGES Japan's consumer prices rose by 2.6% in the 12 months to December; 
Australia's climbed 7.8% in the year to November, while Italy's rose 6.3% to January. The year-on- 
year rise in Canada's wholesale prices slowed to 0.2% in December; Sweden's climbed by 6.3% 
during the same period. Canadian wages increased by 6.0% in the year to November, equivalent to 
a real pay rise of 0.8% after allowing for inflation. 





% change at annual rate 

consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 77 + 78 Nov + 58 + 65 se + 42 + 75 Sep" 
+ 24 + 3.6 Dec + 2.0 + 6.7 Sep + 37 + 4200 

Canada + 28 + 5.1 Dec — 22 + 0.2 0x + 98 + 6.0 now 
France + 32 + 36 oe — 18 + 500 * 39 + 40 se* 
Ww + 19 + 32 de + 3.1 + 3.1 Dec + 14 + 40 Nor 
Holland + 21 + 13 De — 0.9 + 1.7 Ww + 08 + 1.5 Nov 
+ 7.1 + 63 dan + 541 + 5.77 Ww + 2.7 + 63 oa° 

+ 26 + 26 dec > 12 + 3.9 de — 14 + 50 ww 

4 58 + 69 dec + 27 + 3.B Ww + 27 + 53 an 
è Sweden + 72 + 66 Dec + 36 + 6.3 Oec +13.0 +10.1 Nov" 
Switzerland + 75 + 5.0 dec + 18 + 34 Dec +15.7 + 3.6 u’ 
se, + 82 + 7.7 0e + 48 + 52 0e +11.9 + 9.3 no 
5A + 39 + 46 de + 05 + 4.8 o« + 7A + 41 De 


m HOUSING STARTS Residential construc- 
tion can be a leading indicator of economic 
activity. It is sensitive to interest rates, so it 
usually picks up swiftly as interest rates fall 
during a recession—and tumbles if they rise 
ahead of a downturn. On that score, Britain 
may not yet be in recession, but home 
construction confirms that it is heading for 
one: its housing starts have fallen by 3496 
since their fourth-quarter 1988 peak, one 
consequence of a 7} percentage-point rise 
in interest rates since May 1988. The number 
of houses started in Japan rose by 53% 
between early 1984 and mid-1988, but 
declined slightly last year. During the past 
six years housing starts have fallen in the 
United States (by 3196) and West Germany 


(by 2296). In both countries low population 85 
growth is partly to blame. Sources: Bank of Japan; UK Dept of Environment: US Dept of Commerce; Bundesbank 












COMMODITY PRICE INDEX 
5 Slowing world economic 
growth and, more recently, 
shaky world stockmarkets have helped de- 
press our dollar metals index by 43% since 


ECONOMIC AND FINANCIAL INDICATORS 1 


LJ 
r 


i - 






| 
! 
= 
A 

| 


y 
J 


the beginning of 1989. Nickel prices have i 


fallen by nearly 70% to their lowest level 
since November 1987. Destocking by the 
stainless-steel industry, which uses 60% of 
world nickel output, has hit demand. Alumin- 
ium prices are at their lowest for 23 years, 
with many smelters struggling to make a 
profit. Copper is at a 17-month low. 


- . te 


Metal prices s terms, Jan 3 1989-100 
aon 








1985 —100 % change on 
Jan 23 Jan 301 one one 
month year 
Dollar index 
All iterns 119.9 118.2 — 3.1 -231 
Food 99.6 97.6 +14 —153 
industrials 
All 140.1 138.7 —61 —27.7. 
Nfa tt 137.0 136.6 +14 —34 
Metals 142.1 140.1 —108 -38.4 
Sterling index 
All items 93.2 90.0 —72 -—200 
Food 774 743 —28 -—120 
Industnals 
All 108.9 105.6 —101 —24.8 
Nfa 11 106.5 104.0 — 28 +05 
Metals 110.5 106.7 —145 -36.0 
SDR index 
All items 92.7 90.4 — 98 —240 ' 
Food 77.0 746 +06 —164 
Industrials 
All 108.3 106.1 — 68 -—286 
Nfa tt 105.9 1045 +06 — 46 
Metals 109.9 1071  -—114 -—392 
Gold 
$ per oz 409.75 41925 +45 +63 
Crude oil North Sea Brent 
$ per barrel 19.28 1990 —34 +221 


¢ Provisional $$ Non-food agnculturais 





E Footnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available, 
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8 DIVIDEND YIELDS One measure of the | WORLD BOURSES Fear of higher interest rates, a downgrading of junk bonds and worries about . 
real return on an equity is its dividend | President Gorbachev left Wall Street a nervous 2.8% lower. Tokyo drifted down 04% in a quiet 
-yield—the ratio of the most recent final | week. Better-than-expected trade figures for December helped push London up 1.3%. * 

_| dividend to the share price. The chart shows | Stock price indices % Change on 
































dividend yields averaged across entire Jan 30 1989-90 one one record 31/12/88 
| Stockmarkets. Differences between coun- | . so, 2 "nr pie "EE os 
13 —— pong for many reasons, ranging | asiaa 1695.8 1781.8 1412.9 +19 + 93  -—265 +140 4 22 
| national accounting conventions to | Seigium 625908 — — 68053 — 55193 — — 15 +79 -80 «4125 4195 
investors’ perceptions of market risk. Mar- | canada 37070 — 40328 — 339505 — — 28 ++ 25 -99 +99 4102 
| ketwatchers who claim to be guided by | France 524.3 561.6 41779 — — 01 +169  -— 66 4262 +938 
_ "fundamentals" often regard historically low | W.Germany ^ 22301 2291.3 1595.7 +15 +342  —27 4350 +425 
Ed yields as a portent of share-price falls. At the Holland 193.6 210.5 166.7 + 0.5 + 98 — 80 +16.8 +23.5 
.| end of December, the three biggest stock- | Hongkong 27608 3309.6 2093.6 —01  -—102  -901 +27 +27 
.| markets—New York, London and Tokyo— Italy 680.0 734.8 577.5 -— 28 + 13.5 —25.1 *153 +20.5 
. all had dividend yields that were lower than Japan 37215.7 38915.9 30183.8 — 04 * 178 — 44 +23.4 + 74 


: South Africa 2927.0 3023.0 1961.0 + 1.0 + 36.8 - 3.2 +49.8 *714ft 
kyo's yields (at a 1980s average of 1.3%) Spin . 2705 — — 33 — —— — 























279.5 328.9 268.6 — 11 = 19 —4150 +19 +66 

have long seemed crazily low. Investors | sweden 42788* 46603 33339  — —03 4 184A .—82 422 13 

. appear to think Spain and Belgium a lot less | switzeriand 748.8 829.1 613.1 — 13 +193 — 97 +24.0 *251 

.| risky than in the past. UK 2322.0 2463.7 1782.8 +13 +132  — 58 4295 +205 
USA 2543.2 2810.2 2144.6 — 28 + 86 — 95 +17.3 +17.3 — 

] Worldt 538.9 5710 480.7 4 04 SA — $6 +90 490 


Morgan Stanley Capital International tConverted at financial rate 
a — ———————————————————————ÉÉÓÉÉÉÉÉE 
MONEY AND INTEREST RATES Growth of Britain's narrow-money supply, Mo, quickened to 6.096 
in the year to December; its broad-money growth quickened to 18.1%. Switzerland's prime rate fell 
by a quarter of a point, to 11196. Long-term corporate bond yields rose everywhere except Holland. 
Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow Broad Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] * lending 3months — long-term 3 months 
Australia + 37 — 4247 wv  18.00°* 17.33°* 2000  1700'*  1200'* 1300'* 1613 1403 
Belgum +55 +940 1038 1040 1275 1025 10.35 1035 10.668 10.43 


Ciji 
& 
- * 


HEJ] 


Canada Canada +29 +127 o: 1388 1255 13.50 1250 10.06 10.83 1263 10.56 
West Germany France +88 +84 o 10.69 10.75 11.00 10.94 957 1037 1094 10.74 

ie pyse W. +36 +41 w 755 820 10.50 7.46 805 810 825 8.22 
Ww Holland +69 +144 0 863 8.80 10.75 6.80 826 8.85 856 858 

A aed i +97 +87 o 1275 1400 1400 na 1235 118! 1275 1173 
Switzerland Japan - +10.6 os — 647 617 488 — 204 6.55 6.79 700 675 
Sweden Spain +140 +13.5 nw 1502 15.42 1625 725 1343 14.45 14.75 na 
Denmark Sweden na — + 63 mw  1240'' 1295**  1300'* 1290'* 1955°° 1428'* 1275 1358 

: Switzerland - 68 +610 925 963 1125 9.00 610 685 956 7.47 

rei UK * 60 +181 oe 1250 1506 1600 1506 1061 1263 1506 1208 
—— USA +09 +32 o 819 813 1000 8.19 855 ^ 923 831 865 
Sais in London 3-mth Treasury Bills 14.5%, 7-day Interbank 14.8%, clearing banks’ 7-day notice 4.0%. Eurodol 


Other key rates 
rates (Libor): 3 mths 8.3%, 6 mths 8.4%. 


1 except UK MO; M3 except Belgium, Holland, Italy and Sweden M2, M2 CDs, UK M4. Definitions of interest rates quoted available on request. 
ies Bilbao Vizcaya, Chase Manhatan Der de Comuneros (gu) CRAT Credit Lyonnais Bank Nederland, Svenska Handelsbanken, 


ANZ Bank, CSFB, The WEFA Group. These rates are indicalve any oc as offers by these banks." Latest rates. 
| TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit increased to $37.7 billion in 1989, marginally up from $37.1 billion in 
| 1988. Its current-account deficit in 1989 was $33.4 billion, well up on 1988's $26.1 billion, but slightly down on the 12 months to November. The 
dollar's trade-weighted value lost 1.2% during the week. The yen gained 0.9%, while a buoyant sterling rose 1.3%. 
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trade trade-weightedtt 
—— current- = currency units per $ currency units foreign ever? 
latest latest 12 balance $bn 

| month months latest 12 mths latest year ago latest year ago per £ perSDR per ecu Nov year ago 
Australia — 022 mw — 40 — 159 w» na na 1.31 1.12 2.20 1.74 1.59 13.8 13.8 
E * 04 + 39 0 110.0 105.4 59.2 46.5 10.4 9.4 
Canada + 058 ww + 44 — 149 m 101.9 102.8 1.19 1.18 2.01 1.58 1.45 15.5 15.3 
France — 1370  -— 76 — 48 o 103.6 98.5 5.71 6.39 9.61 7.56 6.93 248** 262 
W. + 541 ww + 73.5 + 53.9 Ww» 118.8 112.0 1.68 1.88 2.83 2.22 2.04 59.6 61.6 
.| Holland + 049 sp + 43 + 61m 1146 — 1095 1.89 2.12 3.19 2.51 2.30 16.4 16.8 
— tal — 064 n»  — 123 — 112 @ 100.3 97.5 1250 1370 2103 1656 1517 445 34.2 











+ 5.38 nw + 81.6 + 615 Nov 129.6 





149.1 144 131 242 190 175 83.7 96.2 































I^ 10.3 8.13 7.44 11.1** 8.2 
. Switzerland — 063 œw  — 62 + 67 w 109.1 107.8 1.49 1.60 2.51 1.97 1.81 21.0 22.1 
UK — 1220 — 377 — 334 dec 88.9 98.2 0.59 0.57 — 0.79 0.72 34.0 44.0 
USA —10.50 ww — —1125 —1139 o 66.8 67.6 — — 1.68 1.33 1.21 598** 39.1 
| Australia, France, Canada, Japan, UK USA imports fob, exports fob. Ali others cif/tob. t Bank of England index 1985 = 100 New series. tt Excluding gold. * “October 
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meets your needs?” 
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Amsterdam Airport Schiphol, KLM's home- * The sophisticated one-terminal concept for 
base. Voted time and again the world's best airport hassle-free transfers. 
in business traveller polls. And we're always expanding * Well-timed connections to 190 cities through- 
our five star formula for your comfort and convenience. out the world. 
* Executive telecommunications and conference * Top scoring duty-free shopping. 
facilities. Test us, try us, fly us. esee 


* Ac dations for a shower, shave and 2 i » Hs 
mmo The Reliable Airline KIL 


Royal Dutch Airlines 
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The problem with paradise, he thought as he made his way back to 
the plane, was that fax machines were a bit thin on the ground. And 
head office wouldn't appreciate a message in a bottle. "Take me to 
the Hilton" Some time later, duty done, he relaxed in the bar and 
watched the sun go down as he waited Jor his companions to join 
him for dinner. Hed made the right choice, no doubt about it. You too 
can be sure. There's no place like home. And when you're away, there's 
no place like the Hilton. For reservations at over 

400 hotels, call your travel agent, any Hilton hotel or H | N 
Hilton Reservations Worldwide: UK: (01) 780-1155. J 
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So long, Lenin 


The party's drawing to an end in 
Moscow, page 9. History says 
Gorbachev's task will be hard, 
pages 15-18. But heoutwits his | 
critics, page 47. A master of the | 
U-turn, page 48. 
pluralism, same page. 


When Japan votes 
The world waits for signs that its | 


politics match its power, page 12. 
The ascendant and unreformed 





Liberal Democrats, page 25. 
Nakasone runs hard, page 25. 





Edgy bonds 

Big bond markets are aflutter, - 
and not just because of inflation, | - 
page 73. 


Reforms still needed, page 40. 

Sanctions still in place, page 43. 
A healthy economy, despite—or 
because of/—them, page 71. 


Pinched profits 


Harder times ahead for Japanese 
companies, page 65. 


A Bank for Europe? 

A central bank that can say no, ff 

page 10. How independent are — || - 

— * central apes — I 
Jot. pages ? 

ofl Sor Ge German f- 

ity inion, page 49. 
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if Maus] Thatcher bed fol 
lowed her first 
drawn her line at Boundary 
“Street (not Road). 

-. The small map accompanying 
your article, which puts the 
street in the wrong place, clearly 





judgment. You fail to recognise 


the New Territories and that 
about 1.5m people live north of 





increased. water supplies from 
hina in the late 1980s or in 
raising money on the interna- 
onal market to finance the con- 


port in the world—in the New 


port, container port, urban ex- 
pansion, the new airport, all are 
-in the New Territories. | 

< Mrs Thatcher’s instinct was 
- not right. 
- New Territories, 
2 — Davip AKERS-JONES 





Sachs s perestroika 


— dices of for Easter 
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— : ) j ron Pes foun vasi 2261, Republic of Singapore 
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instinct. and 


demonstrates the fallacy of this — 
that the airport is constructed in 
Boundary Street in Kowloon. In _ 


vhat position would Hongkong 7 
ave been when negotiating for | 


struction of the largest container | 


erritories? Power, water, ait- 


dustrial ^ management—those 
who believe in free markets have 
(at best) to share power with the 
vested interest of those who 
don’t? 


Doncaster MICHAEL PERCIVAL 





Sir—In advocating floating 
prices, wage controls and unem- 
ployment for Eastern Europe, 
Mr Sachs ignores the socio- 
political consequences. He is to 
some extent implying that, to fa- 
cilirate the reforms he suggests, 
the economy revert back to the 
totalitarian system from which it 
has just emerged. I doubt that a 
newly enlightened populace 
would find this acceptable, 

London MARTIN SWAN 


— — 


Sirn—Jeffrey Sachs does not have 
one idea that could not have 
been expressed by any rigid ex- 
ponent of the free-market econ- 
omy, blind to cultural differ- 
ences. It is the old story that 
what is good for General Motors 
is good for America and there- 
fore good for Eastern Europe. 
Has it never struck Mr Sachs 


. that people who have lived in a 


non-consumer society for 40 
years may have forged values 
which may not dispose them to 


accept an all-out capitalist 
society? 
Zurich BERNARD VERDIER 





Sim—To reach Jeffrey Sachs's 
brave new world in Eastern Eu- 
rope, who is going to force west- 
ern banks to lend billions of dol- 






f E ge * 
L1 QNNM. 


H 
P4499 4244594 RE€PAARRRERÉECERONFERAESOLEURORTÓAS09304669544^2954 


microeconomic and macroeco- 
nomic mismanagement is un 
blemished? 

Mr Sachs seems to be suggest- 
ing global socialism to feed re- 
gional capitalism—ie, being very 
generous with other people's 


money. 
New York IRA SOHN 





SiR—Some years ago I compiled 
a "development lexicon", mak- 
ing play with the names of lumi- 
naries in the field. For instance: 

Myrdal (n): Mess or chaos, as 
in: "It's all a bit of a myrdal, 
really." 

For changed times, after read- 
ing your issue of January 13th, a 
new entry is needed: 

Sachs (vb): Creates large-scale 
unemployment, allegedly in pur- 
suit of some greater g 


Leeds AIDAN FosTER-CARTER 
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Trade winners 


SiR—lt is far from clear that the 
United States will be the biggest 
winner if the Uruguay Round of 
the GATT is successful (January 
20th)—and by successful I mean 
expansion of GATT principles to 
intellectual property, services, 
agriculture and probably tex- 
tiles. It is at least arguable that 
Japan and the European Com- 
munity, both of whose prosper- 
ity relies on the multilateral trad- 
ing system, might be the big 
winners. If so, they should join 
the United States in the category 
of countries that conventional 
wisdom suggests must make 
some concessions. 

As an American interested in 
trade policy, | am proud of the 
American initiatives in seeking a 


better multilateral trade regime. 


But I do not think that the post- 
war tradition of the United 
States starting trade rounds 
must mean that the United 
States is sole payer of the price of 
protagonism. 

Washington, DC Harry FREEMAN 





Nice kitty 


Sirn—Your article on the Tamil 
Tigers in Sri Lanka (January 
20th) reports that the crowds at 
Tiger rallies show the Tigers will 
sweep the north and east in the 
forthcoming provincial election. 
Again you state that allowing the 


Tigers a free hand is dangerous. : 
E din December ande Fret wok i Tarran Tig E nai Newspa 
to b pasillos ru. Ltd. Tines Jorong, 2 duong For t Hoad, Singapore 2261. Subs 
mist News , Representative Office, 2 


record over the past 40 years of 


] Marketing Dept (ELALA) — 215 Park Avenue South 
^l 40 Duke Street / New York, NY 10003 
London WIA TDW, UK — USA 
1 Tek 01493 6711 Tel: (212) 460 0600 





Dangerous to. 
dangerous for the 
would not turn up in 
bers. Tamils never felt secure in 
the hands, of either the, Indian 
occupation force (IPKF) of the Sri 
Lankan army. Tamils say IPKF 
means “‘innocent-people-killing 
forces". 
You also admit that when the 
Indians leave there will be noth- 
ing to stop the Tigers from de- 
claring independence. But since 
they have the support of most 
Tamils, why should the Tamils 
not have an independent state? 





Bergen, 

Norway EDWARD PHILIP 
— cd n Nee MET 
Food for thought. 


Six —On behalf of Nabisii Can- 
ada may I join the chorus | 
agreement with Mick. 
Kinsley's assertion (December ` 
23rd) that the chocolate-covered 
digestive biscuit is “possibly the 
greatest single foodstuff ever 
invented.” 

For Sarah Jackson’s informa- 
tion (Letters, January 27th), it is 
available in the United States 
under our Peek Freans label. 
Toronto STANLEY HEATH 


Sm—Michael Kinsley and Sarah 
Jackson are both wrong. The 
chocolate-covered digestive bis- 
cuit is not the greatest single 
foodstuff ever invented, ab 
though it probably served as the 
inspiration for another British 
biscuit that is: the chocolate-cov- 
ered Bath Oliver. The trouble is 
that they are too expensive for 
everyday munching, unless 

are a millionaire. 


London Jim MEACHAM 


























New EIU Briefing No 2023 


Turkey on Trial 


Turkey is entering a peior e 
acute political uncertainty, 

which its credentials bot us a 
democracy and an economic 
power will be put to the test. Its 
performance under pressure will 
determine its status vis-à-vis 
Europe, the USA and the rest of 
the world. This Briefing explores 
what lies ahead for Turkey and 
whether internal power struggles 
will be resolved. 

Price: UK & Europe £95; 

| North America U5$190; Rest of Worid £100. 


The Economist Intelligence Unit 
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- TGV races into profit 
with new network 
planned for 1990s 


See Business, Page B7 
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is exciting new European weekly newspaper 


We are recruiting department heads for th | 
and will be launched on May 11 1990. a 


which will consist of three colour sections 


. Advertising D 


THE EUROPEAN opens up a new and unique opportunity for — 
those who wish to communicate across Europe and advertise their — 
services and products. MEM a 

| A The people appointed for these important positions will 
and lead teams that will create a new dimension in advertising and 
promotion. | | Zu Ea 

Applicants must be fluent in one other major European language 
apart from English. B — 

Salary and related benefits will be in line with comparable 
international organisations. | 

Initial salary will be determined by qualifications and experience. 
Applicants should write, not telephone, with details of their 
qualifications in confidence to: zd 
ell, Publisher & Editor-in-Chief 
8-10 New Fetter Lane, London ECAA 1DB. 


























































Commonwealth Secretariat 
Senior Economics Officer 


The Economic Affairs Division engages in policy-oriented research and 

advisory work and other activities to support the aims and objectives of 
Commonwealth Governments in the economic sphere. It prepares 
papers for and services the meetings of Commonwealth Ministers of 
Finance, Employment and Labour, aswell as of Commonwealth expert 
groups investigating Commonwealth and global economic problems. It 

























also facilitates exchange of information and experience among member 
countries and, through seminars and other meetings, enables officials to 
discuss a variety of poliy issues in such areas as commodities, trade, 
economic adjustment, debt and private investment. 
The appointed officer will assist in this work, functioning under the 
supervision of a Chief Economies Officer, and sometimes directly 
under an Assistant Director and/or the Director of the Division. He/ 
she will have responsibility for supervising supporting staff. | 
Applicants should be Commonwealth citizens, with a good honours 
degree, preferably a postgraduate qualification in Economics, and at 
least three years’ experience in economic work in an academic, official 
or business position. Experience in working with or directing the work 
of other professional staff would be an advantage. 
Appointment will be initially for three years. Salary range: £19,944- 
£L ,328 per annum, subject to deduction of UK Income Tax and 
National Insurance; overseas appointees will receive installation and 
relocation assistance. Further details. supplied on request. Please send 
detailed CV, quoting ref ON 12/90 with names and addresses of three 
referees by 23 March 1990 to: ! 
Chief Personnel Officer 

Commonwealth Secretariat 

__ Marlborough House . 


























Tel: 01-839 3411, ext 8134, 8153. Fax: 01-930 0827 
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Top Rolo 
Highly Attractive Package 
Full Relocation Costs 


One of New Zealand's leading banking institutions is restructuring 
ds corporate operations and will appoint a new General Manager to 
lead and build the division. 

Prospective candidates will have had a proven track record in 
previous General Management position with a major commercial or 
merchant bank either overseas or within New Zealand and 
Overseas. l not actually having General. Management experience 
J then the successful candidate will display strong potential to 
undertake this role, 
Candidates will show most of the following attributes: | 
Strong credit lending skills and wide industry knowledge in a 
orate environment. ] | u 
ial structuring and project financing experience. 











Search 


on & 








Morgan & Bank 


W Plaza Building, a PO Box 579, Auckland. Ph 795-550. Fax 394-157. 
Wellington - Sydney - Adelaide - Paramatta + Melbourne - 





. CONSULTINGIN ENERGY _ 





L E Energy, a subsidiary of London Economics, is a new and 


rapidly growing force in energy consultancy both in the UK 


and overseas, The Edinburgh based company, having already 
established a substantial clientele amongst the largest UK 
companies, is expanding. Much of our business is concerned 
with electricity privatisation, but other energy sources will 
play an increasing role in the future. 


The ideal candidate would be an economist with knowl- 
edge of the technical aspects of a major energy industry, or an 
engineer with thorough understanding of economics. Experi- 
ence in planning for a major energy industry, enetgy user, or 
consultancy is essential. Someone earning much less than 
£30,000 per year is unlikely to have the experience we seek. 
The work will involve modelling, so computer literacy is 
important. If you would enjoy growing with a young and 
independent company please write before 20 February 1990. 


We would also like to hear from candidates with less 
experience, who may be interested in a more junior post. 
Please write enclosing a CV to: 


. lan Pope 
L E L E Energy Limited 
4 Chester Street 
` Edinburgh EH3 7RA 
Energy Tel: 031-220 6800 


— Knowledge and experience in international Capital markets ar 
financial markets generally, including marketing of financi 
products. 


— Desirably a wide range of high level contacts within the top tier 
of New Zealand corporate market. 
— Excellent communication and interpersonal! Skills, with the 


ability to develop, train and motivate subordinates, and aiso 
strong planning and organisational skills. 


The person sought will have enjoyed an exceptional banking 
internationally, and will have the capacity to relate to the chal 
of the New Zealand environment in the 1990's. Candidates are 
likely to be in the 40-45 range to have the maturity and 
experience sought for this important role. 


Location is Wellington situated at the south of the North Island and 
is scenically attractive with easy access throughout New Zealand. 









career 

























Wellington offers a wide range of cultural leisure and sporting 
activities together with excellent. housing, shopping and educational 


facilities consistent with a capital city. 




























Replies by facsimilie to David Anning in Auckland on (64-9) 
394-157. if you preter, forward a brief resume quoting Ref No | 
0739/31 to arrive no later than 28/2/90, 
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With or without previous City experience 


: Credit Lyonnais is one of the world's leading banks, and its Capital Markets Division has created a significant - 

` presence in the principal financial markets of the world. f 4 

| Tosupport our expansion, we now need to appoint highly motivated individ uals with a degree in Economics for 
e An Economist for Laing & Cruickshank to carry out macro economic research into the key European - 

economies. You will have a minimum of three years demanding work experience. 


mist, for Credit Lyonnais Euro-Securities, will research the bond markets in the US 2 : 


‘Please write with full c.v. indicating present salar 1el Manager T. redit Lyonnais 
Capital Markets, Broadwalk House, 5 Appold Street, London 638 6076. 


olio Strategist — 
Attractive Sa ary + Be 


My client is responsible for marketing sophisticated ^ Candidates will be expected to demonstrate a good. . 
investment strategies to institutional investors on a understanding of modern portfolio theory and 
global basis. financial economics, with a minimum of two years 

In response to demand from institutional investors experience in investment analysis and regular M 
"worldwide, they seek a Portfolio Strategist for their exposure to fund managers. Given the = 

London office to monitor trends in financial pan-European nature of this challenging rolea — 
strategies for investors in the UK, Continental advantage although is not essential. —— ^ 
Europe and Middle East. This will involve If you would be interested in pursuing thi unique- 

- giving presentations for the press and for investors, opportunity please contact Charles Ritchie on 
defining alternative investment and hedging 01-831 2000 or write enclosing a full curriculum. —.— 
strategies and developing and — vitae to Michael Page City, i 
maintaining strong links with the ( | EM 39-41 Parker Street, — 
institutional investor community. BENE London WC2B 5LH. 


Michael Page City 


International Recruitment Consultants 
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Nomura: 


THERE'S A SIDE TO 
NOMURA KNOWN ONLY 
TO A VERY FEW. 

A PRIVATE SWISS BANK 
WHICH CAN DRAW ON 
NOMURA'S WORLDWIDE 
RESOURCES. 

IT GIVES US A VERY 
SPECIAL ABILITY TO 
IDENTIFY OPPORTUNITIE 

























AND MINIMISE RISK. 

E THUS, WE NOT ONLY 
PRESERVE YOUR WEALTH, 
WE BUILD ON IT. 

AND, IN THE TIME- 
HONOURED TRADITIONS OF 
SWISS PRIVATE BANKING, 
YOU'LL FIND OUR 
CONTINUITY OF SERVICE, 
OUR DEDICATED PERSONAL 
APPROACH AND OUR 
DISCRETION IMPECCABLE. 
AT Nomura BANK 
(SWITZERLAND) WE LOOK 
UPON OUR RELATIONSH] 
WITH OUR CLIENTS AS A 
VERY PERSONAL MATTER. 
À RELATIONSHIP WE 
MAKE SURE WILL FLOURISH. 


NOMURA 
Personal Private Banking 


»". % hb 4 c EST. ETC. Um i5 (SWITZERLAN D) LTD. 


ZURICH - BAHNHOFSTRASSE 71. 

B e — oco ] 8023 ZURICH. TEL: (01) 2199111. 
ur NN X- ES Ww o uM * b" " WI T GENEVA -10 QUAI DU SEUJET. 

>. COME HD Pu ue DER we M” —X uuo WI NE M 1211 GENEVA 11 TEL: (022) 7324646 


@ THE NOMURA SECURITIES COMPANY Reece LIA PRETORIO 9. 


+ 1-9-1, NIHONBASHI, CHUO-KU, TOKYO 103 JAPAN 6900 LUGANO TEL: (091) 231383. 





Issued by Nomura Bank (Switzerland) Led. and approved for circulation in the U.K. by Nomura International plc, a member of TSA. 
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So long, Lenin 


ROTESTERS in the streets, the party at 
war with itself. The tide of revolution that 
last year toppled one lot of communists after 
another in Eastern Europe this week swept up 
to the walls of the Kremlin. Is the Soviet 
Communist party, for more than 70 years the 
self-appointed keeper of the faith, soon to be 
humbled by the people it claims to lead? Will 
be forced, like the comrades from Berlin to 
wucharest, to compete with all-comers for a 
share of the power that until now it has taken 
for granted? 

‘That is not how Mikhail Gorbachev puts it. Despite 
charges from conservatives this week that he is bringing So- 
viet communism to its knees, his public aim is still what it was 
when he came to power five years ago: to build a stronger, 
more successful and still socialist Soviet Union. But the way 
he proposes to do it—ending the party’s constitutionally 
guaranteed right to rule and allowing competition from other 
groups—amounts to nothing less than a second Russian revo- 
lution. The reforms he will put to the party congress this sum- 
mer (see page 47) mean the beginning of the end of the Soviet 
Communism as we, and he, know it. 

Mr Gorbachev had little choice but to take on the old 
guard. One lesson from Eastern Europe is that the slower 
communists are to change with the times, the harder they fall. 
The party apparatus has been the chief brake on perestroika. 
But the problem is not just the people who hold the party 
` 5s, it is the jobs that party people do. From the highest rung 

government to the lowest, at every level the party is there, 
meddling. Attempts to ease the path of economic reform by 
separating the party's supposed "guiding" role from govern- 
ment's governing one have proved impossible while the party 
still claims the right to rule. 

The row over what to do about that has now split the 
party, probably for good. Even before this week's Central 
Committee showdown, conservatives, appalled at the party's 
sagging authority and morale, had been playing on popular 
discontent to accuse Mr Gorbachev openly of leading the 
country into chaos and the Communists to defeat. At the 
other extreme, radical groups were threatening to set up com- 
peting parties, as Lithuania's Communists have already done, 
unless Mr Gorbachev moves quickly towards a genuine par- 
liamentary democracy and a market economy. This week Mr 
Gorbachev moved several strides closer to the radicals. He 
had to, in order to keep enough of the party with him to block 
the conservative onslaught on perestroika. 

Mr Gorbachev may still be hoping that the offer of a dia- 
logue between a more democratic Communist party and all 
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groups that support his plans for perestroika 
will be enough to stop the rot. Such an offer 
would have seemed far-sighted, even revolu- 
tionary, a year ago. It could still win Mr Gor- 
bachev a breathing space from his party cares 
to deal with the nationalist and economic 
troubles that all but overwhelm him. But if he 
expects more than that, he should look again 
at Eastern Europe. A second lesson of its 
revolutions is that the road from dictatorship 
to multi-party elections has no — 
places. A third is that, once people do have 

the freedom to choose, few of them choose communists, even i 
valiantly reforming ones. 

All the signs are that Soviet voters, given the chance, will 
behave no differently. Mr Gorbachev may relish the demo- 
cratic "struggle" to keep the Communists on top. But his - 
party, which now admits it has made a monumental mess of 
things, is in poor shape to help him. His battle cry—that the 
party may have brought you Stalin and Brezhnev, but it also 
brings you perestroika—is hardly a vote-winner in odi 
hard times. Indeed, now that it has lost its aura of infallibility | 
and dropped its claim to omnipotence, the Soviet Commu- 
nist party may also go the East European way—into warring 
factions and thence, with luck, to oblivion. 


The tasks ahead 


In other words, Mr Gorbachev’s critics are right. Once the 
party loses the will to uphold its rule at any cost, it cannot for 
long uphold it at all. But does anyone have the stomach to 
impose the “order” that conservatives are baying for? 

Even if they haven’t, and even with Mr Gorbachev’s con- 
nivance, changing the Communist-dominated Soviet Union : 
into a democracy will not be easy (see pages 15-18). The 
munist party may be a spent ideological force, but 
among its 19m members come not only those meddling Du- 
reaucrats but just about every decision-taker in the land. U: 
ing the nomenklatura, its Lenin-looks-after-his-own person- 
nel system, the party has controlled the appointment o | 
everybody who counts for anything, from the prime minister 
to factory and farm bosses, judges and teachers. | 

Even if such people could learn to act impartially, multi | 
party politics would not guarantee stable democracy. The new 
political freedoms Mr Gorbachev envisages will give a — 
form not only to those calling for parliamentary deme 
and a market economy but to conservatives too. Some | of 
them are not very nice. The spread of anti-semitism in Russia, 
fanned by organisations such as Pamyat, have already shown | 
the nasty flip-side of Mr Gorbachev's pride in things Soviet 
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Even ordinary, unsinister Russians are becoming resent- 
ful at what they see as anti-Russian bolshiness among other 
nationalities in the Soviet Union. And they are growing tired 
| of shortages of everything from soap to food. Given a free 
vote, it might not be the smooth-tongued, liberal-minded 
X intellectuals from Moscow whom they vote for, but rabble- 
_ rousers from closer to home. Neither will greater political 
_ freedom rein in the murderous nationalism that has disfig- 
| ured republic after republic in the Soviet south. 
_ Without the political reforms Mr Gorbachev has fought 
. through the Central Committee this week, the Soviet Com- 
munist party was doomed. With these reforms i it may well, in 
time, be voted out of office. But whoever eventually inherits 
p y political power in the Soviet Union, democrats, demagogues 
or the law-and-order lobby that was outvoted this week, they 
vill have to tackle the mess that 70 years of communism have 
mi de of the Soviet economy. 
- The sheer speed of the collapse of communism in Eastern 


What kind of EMU? 


SHE 12 governments of the European Community are 
A committed to economic and monetary union. To make 
that a reality, most agree that they will eventually have to cre- 
at a single currency and a new central Bank of Europe. The 
w about how this bank should be run has only just started. 
More is at stake than the fine print of a plan, or even its broad 
p ciples. The constitution of any new Bank will go a long 
y to deciding success or failure for the entire venture. 

- West Germany says it will not accept EMU unless the new 
B Jank of Europe is as politician-proof as its own Bundesbank. 
Karl Otto Póhl, the Bundesbank's president, has sketched 
am what this means. National governments would appoint 
T A embers on long terms of appointment to the Bank's council 
ee of broad policy-making), and the EC Council of 
inance ministers would choose its board (in charge of day-to- 
iy operations). The Bank's president would report to the 
opean Parliament ("though not as frequently as in Amer- 
ca"); and the president of the European Commission and 
e chairman of the finance ministers' council would attend 
the Bank's council meetings, but without votes. In short, Mr 

Bucks a Bundesbank writ large. 

E May European politicians disagree. Frenchmen stress 
ne need for accountability, and say they want the new Bank 
C to support the EC's general economic policy. Britain's govern- 
ent argues that a Bank of Europe cannot be made properly 
; E: ccountable without full political union—its own devious 
way of saying that the whole idea is daft. 

- The first question to ask of governments that would make 
à he new central bank accountable to themselves is, what do 
>y aim to do with this power? The Bank of England i is prob- 
sly the puniest central bank in Europe; British monetary 
sA is run from the Treasury. This arrangement may be 
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Ti only good central bank is one that can say no to politicians 
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Europe has cut dead the argument there over whether a work- 
able third way exists between central planning and the mar- 
ket. There isn’t one. Yet in the Soviet Union that argument 
has still to be won. Is Mr Gorbachev the man to win it? Sp fat, 
for all the excitement of his five years in power, he has fot so 
much been driven by some grand plan for remaking the So- 
viet Union as been pulled along by the iron law of revolution: 
the more you change, the more you have to change. 

This week Mr Gorbachev called for new powers for the 
Soviet president (himself) in order to promote perestroika. 
From his point of view that demand was understandable, 
since the party is in such disarray. But Mr Gorbachev has 
never faced a popular election. Unless he uses his vast author- 
ity to promote more reform, especially economic reform, the 
people in whose name he governs will not dally to thank him 
for what he has already achieved. They will want to send him 
packing. Now that he has managed to ditch most of the par- 
ty s old Leninist political dogma, his next task is to ditch what 
is left of its Marxist economic dogma. 





splendidly "democratic", but over the years it has delivered 
much higher inflation (and more of the economic problems 
that come in its wake) than West Germany's “undemocratic” 
approach. All round the world, in fact, there is a reliable cor- 
relation between (a) the central bank's deference to the fi- 
nance ministry and (b) the country's inflation rate. 

Citizens need to be protected from their own govern- 
ments as much as from muggers and invading armies. Just as a 
separation of powers between the judiciary and the executive 
helps to shelter citizens' rights, so does the creation of a truly 
independent central bank. The parallel is a close one. When 
finance ministries can borrow at will from a central bank u 
der their control, they can overspend today at the cost ... 
higher inflation after the next election. That is why, in princi- 
ple, the nearer Europe's central bank could be to Mr Póhl's 
model, the better. As a practical matter, however, politicians 
look set to insist on a compromise. 


Going Dutch? 
One model that is likely to command increasing attention is 
the Netherlands Bank. Probably the second most indepen- 
dent central bank in the EC after the Bundesbank, it remains 
subject, at least in theory, to parliamentary control (see page 
82). Normally the Bank conducts its own monetary policy. 
But the Dutch government can override it. If the Bank then 
objects, the government can have its way only if it publishes 
the Bank's case alongside its own reasons for ignoring it. This 
would lead to a parliamentary motion of no confidence in the 
government: in due course, either the government or the cen- 
tral bank's board would resign. That prospect is so scary it has 
never happened. 

A European central bank could be built on similar lines. 


THE ECONOMIST FEBRUARY 10 1990 













. i 
4 KJ 
9» a ] . M 
y? = © t 










Ji x ve i 





Statutes could assign it the task of ensuring price stability and 
give it autonomy from the Council of Ministers. The finance 
ministers could overrule the Bank, but only on stringent con- 
ditions. They would have to publish both sides of the argu- 
*— a “qualified majority” in the council (which in 
practice means that a combination of two big states and one 
little one could block it), and win a two-thirds majority among 
the deputies in the European Parliament. The second condi- 


De Klerk’s throw 


A gamble to save South Africa by surrendering white power 


i YOU hold a strong man down for a long time, and then 
let him climb to his feet, his first instinct may be to clobber 
vou. You are apt, therefore, to proceed with caution. On Feb- 

ary 2nd President F.W. de Klerk unbanned the African Na- 
tional Congress and the rest of South Africa’s black opposi- 
tion, and so gave the black man in South Africa a voice with 
which to negotiate the conditions under which he may even- 
tually be freed. But for the present, as for more than 40 bitter 
years, the black man is still held down by the apartheid sys- 
tem, still voteless, still denied equality under the law, and still 
cheated of his rightful share of South Africa’s wealth. That is 
why, with virtually its first legal breath, the ANC has criticised 
Mr de Klerk for not going far enough. 

Until the last vestige of apartheid disappears, white South 
Africans had better get used to being told that, no matter how 
much they give, they have given too little. Years of subjuga- 
tion have left blacks in no mood to answer a white murmur of 
"Sorry" with a respectful "Thank you". Expecting them to 
do so was the mistake of a previous would-be reformer, Mr 
P.W. Botha, who imposed a set of quarter-baked constitu- 
tional changes in 1983 (impotent parliaments for mixed-race 
and Indian people, nothing at all for blacks) and then started 
sulking when the excluded blacks lost their temper. 

Mr de Klerk is offering something more substantial: un- 
conditional negotiations with authentic black leaders, includ- 
ing a free Nelson Mandela. This has always been the necessary 
first step towards a peaceful settlement in South Africa, and it 
is by any standard a courageous gamble by a man whose ca- 
reer had hitherto been a byword for conservatism. But Mr de 
Klerk should not expect blacks to reward him right away. 
Even from prison, Mr Mandela has shown that he is too 
shrewd a negotiator to throw away bargaining points at the 
outset of what is certain to become a protracted fight over the 
balance of power in a post-apartheid South Africa. 


The far side of the river 

Once negotiation starts, Mr de Klerk will have plunged into 
the Rubicon at which Mr Botha balked. On its far side lies the 
unknown. While the gambling Mr de Klerk promises to end 
racial domination, the cautious Mr de Klerk rejects the black 
demand for one man, one vote in a unitary South Africa. 
That sort of democracy would mean rule by a black majority, 
which might feel an understandable urge to turn on its former 
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tion would be hard to meet, the third virtually impossible. 

Such a system would delight neither the “democrats”, 
who call it window-dressing, nor the Bundesbank, which 
would fear any possibility of political instruction. Certainly, 
to go beyond the Dutch compromise in diluting the Bank's. 
independence ought to put EMU in doubt. But if the e 
were between that compromise and no EMU at all, going 
Dutch would be worth considering. 1 
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oppressors. Whites, equally understandably, want safeguards 
for "group rights", meaning white rights, plus a way to make 
sure the safeguards are honoured. It is hard to make sure of 
anything once you give up your power. 
Nobody knows whether this circle can be squared, or 
how. Having made his gamble, Mr de Klerk will quickly find 
himself under pressure from two directions. Among blacks he 
has created an upward surge of expectations which—Gorba- 
chev-style—he may be unable either to fulfil or to — 
Meanwhile he has given white defenders of apartheid the 
fright they need to scare up support for a last, desperate and 
perhaps violent defence of their racist faith. And he has do 
it all at a moment of relative weakness: when the National 
party has its smallest majority since 1953 and when it is stil 
recovering from the loss of 29 seats in September's gene 
election. 
It sounds hopeless, and may be. But a government bein T" 
squeezed from both ends sometimes has a golden opportunity - 
to grab hold of the middle. The ANC says that Mr de Klerk has - 
been driven to the negotiating table by black defiance and y 
growing isolation in the world. He has also picked a mom ent 
when his white and black opponents are both vulnerable. — 
Thanks largely to the state of emergency, black townships 
are generally quiet: even the ANC admits that its ability on 
continue “the armed struggle" is at a low ebb. The world’s 
sanctions on South Africa have put a dark cloud over white 
spirits (which is why they should not be removed im nedi- 
ately), but they have hardly ruined the economy. As for the 
white opposition, Mr de Klerk is the first Afrikaner le: er 
who has dared to strand his tribe's diehards behind him and 
urge the rest forward across the Rubicon. He promises to sub- 
mit any settlement to the test of white opinion, but has until 
1994 before having to hold a white election. He also says t nat 
a settlement must be acceptable to a majority of all South 
Africans, meaning to blacks as well as whites. By playing these 
twin vetoes against each other he may be able to build a South 
Africa acceptable to all its peoples. J 
It is pretty clear what sort of South Africa that ought to 
be. It would be a multi-party country, with personal freedoms 
entrenched in a bill of rights, an independent judiciary anda 
free press. It would be a prosperous South Africa, which 
opened up its economy and shunned the ruinous 
nationalisations and price controls which central planners - 
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inflicted on new nations elsewhere in Africa. 

~ would protect ethnic minorities (including the whites) by giv- 

ing them a say over areas of special sensitivity—such as lan- 

- guage and religion—perhaps in an upper house of parliament 
with special powers in these matters. 

To many of these things many whites already agree. But 

‘none of them will matter if whites dare not take the step that 
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ne role in the world 


FT^HE Japan that votes on February 18th is already a great 
— & power, but it is a lopsided one. Its greatness is sunk in 
- bedrock: in social stability and financial and industrial might 
of a kind not seen since Eisenhower's America. Yet Japan has 
still not developed the political qualities it will need to make 
itself felt in a world where America looms less large and Rus- 
sia less terrifying. 
- Japan spent the 1980s piling up financial assets fast 
enough to triple its share of world stockmarket capitalisation 
to 45%, and move its net external assets up from zero to $350 
billion—with roughly $60 billion being added to that total 
every year. With an economy about half the size of America’s, 
Japan is now spending more on capital investment in absolute 
terms than the United States is, and over twice as much per 
person. All this is something that an ambitious country, look- 
ing out at the collapse of an old order, should really be able to 
build on. 
—. Oris it? However amazing they are, Japan's wonders are 
concentrated in only a few of the many areas that make a 
country count. Its giant exporters are some of the world's best 
companies. But only one in seven Japanese workers is em- 
ployed in them. The rest toil in small industrial companies 
and service and distribution trades that are among the rich 
vorld's least productive. Dollar GNP per head exceeds Ameri- 
- ca's, but prices are so high—thanks to an over-regulated and 
ove «concentrated economy—that the average Japanese en- 
joys an income which, in terms of its purchasing power, is 
only the eighth-highest in the world. For that he works longer 
hours than his counterpart in any other big OECD country. 
Japan's wealth should make it one of the world's two or three 
leading countries; its puny diplomatic reach and unventilated 
3 aC onomy hold it back. And its creaky political system stops it 
mending the things that are wrong. 
—. [t once seemed possible that this month's election might 
be the one in which that system would be changed. lt is not 
going to happen. In 1989 Japan's voters, angered by the Re- 
cruit scandal, some sexual sleaze and—most of all—by a new 
consumption tax, turned on the ruling Liberal Democratic 
party. In an election last July they gave control of the upper 
use of parliament, for the first time ever, to a Socialist-led 


J 


opposition alliance. 

— [n this newspaper’s view, that was a welcome develop- 
ment: not because the Socialists seemed fit for a share of 
power but because we hoped the shock to the Liberal Demo- 
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| Whoever wins Japan's election will have a tough job working out its 
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underpins them all. They must let blacks vote, on a commo 
roll with whites, which in the end means surrendering power 
to the people whom they have feared and oppressed for gen- 
erations. This is a tall order for a powerful, still —— 
regime that could hang on to power, everemore bloody, tor 
some time to come. But, after the crushing years of apartheid, 
what a splendid expiation it would be. 
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crats would lead them to a radical overhaul of their money- 
hungry, conservative, special-interest brand of factional poli- 
tics. Two things went wrong. The first is that the elders of the 
ruling party were not shocked enough. They tinkered rather 
than overhauled. They brought in a new prime minister, ? 
Toshiki Kaifu, who is competent and presentable but has no 
party power base that will allow him to do anything adventur- 
ous. They paid lip service to political reform—then spent 
$1.5 billion on a two-week election campaign, about four 
times what was spent by all the candidates in America’s year- 
long presidential race in 1988. 

This cautious approach seems to have worked, partly be- 
cause of the second thing that went wrong. The Socialists did 
nothing to prove themselves worthy of governing. They clung 
to ideas like the wickedness of the Japanese-American mili- 
tary alliance and the virtuousness of North Korea, and any- 
way put up too few candidates to take power without the help 
of independents and two centrist parties whose views on pol- 
icy match the ruling party's more than the Socialists’. The 
opinion polls suggest a majority, albeit a reduced one, for the 
Liberal Democrats. At worst, it seems, they will govern with 
the support of one or two opposition groups. 


Keeping the spooks away 

The Economist wants to see the Liberal Democrats contin 
to run Japan. This is not out of any satisfaction with them: 
despite all the praise they deserve for their decades of service 
to Japan's economic miracle, their party is organised for an 
era that is over. But, like so many of the conservative con- 
straints on modern Japan, this one is best withered by expo- 
sure to the outside world; and the Liberal Democratic party 
remains better placed than any other to keep Japan turned 
outwards. 

The principal task, certainly urgent and probably diffi- 
cult, for Japan's new government will be to do what it can to 
keep relations with America from degenerating into a trade 
war. The latest round of trade talks between the two reach 
one critical point next month and another this summer; 
America is likely to impose some sanction on Japan for being 
an "unfair" trader. The crybaby view of Japan now popular 
with some Americans—that America's economic problems 
are the fault of Japan's closed markets—is nonsense. But Ja- 
pan does need to deregulate and stop protecting itself if it is to 
take its rightful place in the world. Pushing ahead on opening 
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farm markets, freeing the land market and enforcing anti-mo- 
nopoly laws more rigorously are the first step. 

Something bigger lies beyond. As Europe’s post-1945 or- 
de dissolves, the search is on in Western Europe for a for- 
mula that will keep'the United States in Europe as a force for 
stability. The last thing Europe needs is any repetition of its 
power struggles of 1870-1945. Asia after the cold war could be 
an even more precarious place. At least Germany will proba- 
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bly be bound into the European Community; in Asia the only 
stabilising mechanism in sight is the United States. During — 
the 1990s Japan ought to be carving out a political role for — 
itself befitting its economic might. Without a healthy partner- — 
ship with America, that process could turn into something 

spooky for both Japan and its neighbours. That is what now _ 
matters most in Japan. Only the Liberal Democrats havea 
chance of understanding this. 





Yankee, stay on 


German reunification should not mean an end to the American connection 


f fm Germany of 1990 ought to be an amiably self-confi- 
dent place. It is about to become one country again. Its 

'esmen and investors, already familiar with every corner of 

'stern Europe, are now spreading out into Eastern Europe 
as well. By most of the tests of a civilised life—open politics, 
lively culture, a plump countryside and peaceful cities—to- 
day's Germany makes Hitler's Reich seem a ghost from an 
inexplicable past. And yet all is not quite well. Confident 
Germany may be, but the relaxed ease that ought to go with 
confidence is not there. 

Too many Germans bridle when a non-German admits to 
any hesitation about growing German power. Too few un- 
reservedly accept the idea that the new Germany needs the 
company of old friends. Worst, too many Germans may soon 
be tempted to end the most important of these old friend- 
ships, the one that helped Germany to move so smoothly 
from 1945 to 1990: the alliance with America. 

Some time soon—maybe just after the East German elec- 
tion on March 18th— President Gorbachev is likely to make 
an attempt to break the Atlantic alliance. It used to be com- 
fortably assumed that Russia wanted America to stay in Eu- 
rope to help keep an eye on Germany. Assume it no longer. 

After the collapse of his own European alliance, Mr Gor- 

‘hev may now be reckoning that his only possible consola- 
tion prize is to detach America from Europe. He will be able 
to manage Germany, he may say to himself, so long as Russia 
is a nuclear power and Germany is not. In the end, Russia 
could be the arbiter of Europe. Mr Gorbachev may therefore 
ask the first democratically elected East German government 
if it wants a united Germany to belong to NATO. If it says no, 
he hopes this will make the West Germans believe that unifi- 
cation requires all Germany to be out of NATO. 

It could work. Many East Germans, for whom "alliance" 
means what Russia has done to them in the past 40 years, 
tend to nod brightly at the prospect of neutrality. The West 
German Social Democrats are wobbling (see page 49). Mr 
Helmut Kohl's coalition government is still pro-NATO, but its 
ability to stay that way depends on whether the foreign minis- 
ter, Mr Hans-Dietrich Genscher, will be saying tomorrow 
what he says today: which nobody should bet on. Rather ur- 
gently, Germany's European allies should therefore be ex- 
plaining why they think it is desirable to preserve Germany's, 
and Europe's, military link with America. 
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Assume (which is not yet certain) that Mr Gorbachev 
pulls his army back inside the Soviet Union's borders and 
cuts it, under inspection, to a size that makes it look harmless. | 
It would still be sensible to keep some Americans in Europe— _ 
say, up to a third of the present 300,000—against the chance — 
that a beetle-browed reactionary chucks out Mr Gorbachev, 
tears up the disarmament treaties, and tries to turn the clock _ 
back. These Americans would also be useful in showing - 
America's willingness to help Europe cope with the dangers - 
that may be emerging in the 1990s from a different quarter. 
What with the Middle East's unfinished wars and Europe's - 
still-huge dependence on the Muslim world's oil, you begin to y 
see how Europe's old worry in the east could yet give way toa 
new worry in the south. : 










America grew out of Europe, and then it grew back i: | 


Then there is the argument Germans understandably find it 
harder to listen to: that a continued American presence - 
would help other Europeans to adjust to the sheer size of the 
new Germany. The Germans will quite properly ignore the — 
vicious whiff of anti-Germanism currently in the air. They 
should not ignore the fact that smaller European countries. 
can have rational causes for feeling nervous about the further. 
expansion of German power. It is entirely reasonable, in par- 
ticular, to wonder whether in a Europe that contained a nu- 
clear Russia but no American soldiers the Germans would - 
not eventually feel it necessary to have their own finger on a - 
nuclear trigger. Y 
These European worries are hardly enough to persuade 
the Americans, now eagerly searching for a peace dividend, 
that they should stay on in Europe even when all those Soviet 
tank divisions across the Elbe are just a memory. The main. 
argument is political, not military. Americans and Europeans 
alike need to remember where both world wars began ar 1 
why America has had soldiers in Europe for slightly more 
than half of this century. They came in 1917 to rescue the 
continent from one sort of hegemony; in 1942 to save it from 
a second; and since 1949 they have preserved it from a third. - 
Countries that have learnt to understand the value of eco- 
nomic interdependence should also have learnt the need for - 
military interdependence. America is not just an occasional 
visitor to the shores of Europe; it has woven itself into the - 
fabric of European stability. Until and unless Europe is con- — 
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. vinced that its stability is beyond all danger, 
- happy the Americans are still there. And America should be 
_ happy to remain: European instability would, after all, very 
quickly affect America. 

But will insisting on their American alliance cost the Ger- 

. mans their hope of unity? Of course not, if they stay calm. 
_ When Mr Gorbachev asks the East German government that 

| is elected next month whether it wants to be part of NATO, its 

. response should be that it will give him an answer when it has 
. consulted its West German compatriots-to-be. The West Ger- 
. mans—Christian Democrats, Social Democrats and Free 


The urge to splurge 
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_ Washington's motto: cut taxes, spend the peace dividend, hang the deficit 


s NEAN politicians must be worried that their budget 
. 4 X deficit might, from sheer neglect, dwindle as an eco- 
. nomic danger. This would explain some recent initiatives, 
_ like Senator Patrick Moynihan's proposal to cut the social- 
_ security tax. When President Reagan first called for social se- 
curity to be taken "off-budget"', fiscal conservatives such as 
Mr Moynihan saw the issue as a distraction from the deficit- 
cutting job at hand. Now many see it as a way to embarrass 
. President Bush, and the deficit be damned. As a result, in 
. 1990 Congress might cut the capital-gains tax, (Mr Bush's 
idea), cut the social-security tax (Mr Moynihan's idea) and 
spend the as-yet-tiny "peace dividend" several times over. 

. . Some will find that prospect thrilling. The architects of 
the next Gramm-Rudman law might again win headlines wor- 
thy of their legislative talents. And the revolutionary guards 
of Laffer-curve economics, indifferent to the size of govern- 
. ment borrowing (but ready to blame the Federal Reserve for 
any financial-market mayhem that results), are already chant- 
ing their approval of both Mr Bush and Mr Moynihan. Oth- 
ers might wish to separate sense from nonsense in this in- 


creasingly confused debate. 


P u fiscal wisdom first 

Mr Bush is right to attack America’s present capital-gains tax, 
because, among other things, it favours debt-finance over eq- 
uity-finance. Mr Moynihan is right, too: the social-security 
tax is regressive, and a big disincentive for middle-income 
Americans. But neither man deserves to be taken seriously. 
Mr Bush was once ready to accept a temporary cut in the 
capital-gains tax, which would have remedied none of its de- 
fects while handing a windfall to the rich. Mr Moynihan 
wants to cut the social-security tax and eliminate the pro- 
gramme’s surplus. This ignores the main anomalies and 
leaves the rationale for the system as a whole in doubt. Messrs 
Bush and Moynihan are both playing politics. 

__ As long as the deficit remains a worry, responsible tax- 
reformers should stick to revenue-neutral proposals. Such re- 
forms might sensibly include changes to the capital-gains tax. 
Applying the tax only to gains in excess of inflation (as in 
Britain) would be better than an ad hoc cut in the rate. 
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it should be 
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emocrats—should say they think it better for a united Ger- 
many to be part of the Atlantic alliance. It can be done tact- 
fully, of course. No non-German troops need move into what 
used to be East Germany. Otherwise, no thanks, Mr Jj 
chev. It is almost inconceivable that he will then order his 
soldiers to stay in eastern Germany against the united wishes 
of the German people. 

A maturely confident Germany would have no difficulty 
in doing this, and in understanding why it was doing it. Some 
countries are born mature; others have maturity thrust upon 
them. Hope that happens to Germany this year. 





- 





Reforming the social-security system is trickier. For a 
start, beware the much-stressed distinction between (a) the 
official budget deficit, which includes the social-security sur- 
plus (ie, the excess of current receipts over payments) and (b) 
the "real" budget deficit, which excludes the social-security 
surplus and is therefore $60 billion bigger. This distinction is 
false. The only budget deficit that matters is the one that f- 
nancial markets care about—the public sector's total borrow- 
ing. That includes the social-security surplus. If official stat- 
isticians separate the two, moneymen will add them back 
together—and behave exactly as before. 

Despite that, Congress could still choose, if it wished, to 
leave the social-security surplus intact while balancing the rest 
of the budget. The public sector would then run a handsome 
overall surplus for years. In theory this would build a reserve 
to pay pensioners the accumulated value of their earlier “con- 
tributions", with no need for extra taxes on tomorrow's 
workers. Mr Bush (with an impressively straight face) says this 
persistent budget surplus is what he wants. 

It looks appealing, but it is unworkable. However dres: ` 
up, the surplus would be an irresistible target for spend... 
and tax-cutters. In any case, the “fully funded" approach is 
fine for private savings schemes, but makes less sense for what 
is, in all but name, a tax-and-benefits system. Congress tells 
people what to pay in, and will later decide how much to pay 
out; transfers flow within and between generations. These are 
the hallmarks of a welfare programme, not a voluntary sav- 
ings plan. Finance it as such: on a pay-as-you-go basis, within 
a balanced overall budget. 

Mr Moynihan favours pay-as-you-go. But on that view the 
social-security tax ought to be seen as just another tax, and 
social-security payments as just another form of government 
spending. It makes no more sense for the two to match than 
for defined parts of the income tax to be linked to certain 
sorts of spending. The social-security tax is a bad tax. Reform 
it—but do not just cut it, as if eliminating its surplus was a 
good thing in itself. Merge it into the income-tax system, and 
then collect the present (needed) revenue from a much 

Moynihan? 


broader base. How about that, Mr 
— ——— | eee 


| THE ECONOMIST FEBRUARY 10 1990 
—— a — -o z 


AA 





REFORMING RUSSIA 
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In the light of history 


The Soviet Union is being pushed toward the most dramatic change in its 


system of government since 1917. What does history say of 


bachev's chances of success? 


HE vear is 1923. Lenin lies dying. Com- 
munist power in Hungary and attempts 
to seize it in Germany have long since col- 
lapsed. Poland and the Baltic states have 
n their independence. In the Soviet 
«ion itself, the more liberal economic poli- 
cies of the past 242 years have become 
bogged down in the clash with one-party 
rule. A dissidents’ manifesto circulates 
among the Central Committee of the Com- 
munist party, criticising its leaders for not 
listening to the rank and file. A yet 
unborn Mikhail Gorbachev may 
one day recognise something fa- 
miliar in all this—and reflect chat 
within five years all debate in the 
party was to be ended, by Stalin. 

Yet the lessons of history can 
be deceptive. Look further back. 
The year is 1905. Russia has just 
endured humiliating defeat at the 
hands of Japan, in a war that 
showed its autocratic government 
to be both corrupt and incompe- 
tent. The Baltic states are in rebel- 
lion. So is the Transcaucasus. Af- 
ter Cossacks fire into a crowd 

side the Winter Palace in St Pe- 
tersburg, riots and strikes culmi- 
nate in the All-Russia Political 
Strike. It brings the country to a 
halt by paralysing the railways. A 
frightened tsar promulgates a new 
constitution and sets up a parlia- 
ment, the first Duma, in which 
most of the delegates are well-meaning social 
democrats. Twelve years later the edifice of 
tsarism will come crashing down. 

Where, in the sweep of Russian history, 
does Mr Gorbachev stand? In 1923, with au- 
tocracy just around the corner? In 1905, at 
the start of revolution, one that could have 
led to the bourgeois democracy that today 
rules prosperous Western Europe? Or in- 
deed with an earlier moderniser, Peter the 
Great, pictured here, who tried to pull Rus- 
sia into the Europe of his time, three centu- 
ries ago? Maybe with none of these? These 
three pages look at the continuities and dis- 
ruptions of Russian history to see what is 
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new and what is old about Mr Gorbachev. 
Start with his main aim. Whatever his 
real beliefs—whether he is a devoted com- 
munist or a closet social-democrat—one 
thing is certain: his overarching aim is to 
modernise his country. He is willing even to 








ditch the Communist party's leading role 
for this. And here lies the magnitude of his 
task. To succeed, he must ditch the inheri- 
tance not just of 70 years of communism but 
of 300 years of Russian history. 


The laggard 

Russia is the great power that never quite 
catches up. Since the seventeeth century, 
when it overtook France, it has had the larg- 


est population of any country in Europe. lt 
has an influential culture. It defeated Hitler 
in the end, as it had defeated Napoleon. It 
sent a man into space before even the Amer- 
icans could. And yet it is always behind. 

Its failure to modernise is clearest in eco- 
nomics. Though Stalin built heavy indus- 
tries all over the country, and Khrushchev 
boasted that Russia would be at America's 
economic funeral, the idea that the Soviet 
Union has a modern economy is fiction. In 
1914-85, say official figures, real GNP in- 
creased 89 times over. The truth is 6-7 times. 
Soviet living standards are nearer those of 
an industrialising country like Brazil than of 
Western Europe, Japan or America. 

That is nothing new. For much of its 
history, Russia has lagged behind economic 
developments elsewhere—and its history 
has been punctuated by mighty attempts to 
catch up. It was in 1696 that Peter the Great 
left his country for three years, to study at 
first hand the latest western technologies, 
visiting Holland and Britain to 
learn shipbuilding during what 
was called the Great Embassy. 
Russia lagged behind both the Eu- 
ropean trading revolution of the 
eighteenth century and the Euro- 
American (and, in time, Japanese) 
industrial revolution of the nine- 
teenth. Only in a burst of growth 
late in the nineteenth century and 
at the start of this one did it sud- 
denly forge ahead. 

The central problem of Rus- 
sian history is to explain this 
anomaly. One answer lies in Pro- 
fessor Paul Kennedy's best-seller 
of 1988, “The Rise and Fall of the 
Great Powers”. Soviet Russia is an 
extreme instance of what he calls 
"imperial overstretch". Like the 
tsars before them, Russia's Com- 
munist rulers have run a military 
empire beyond the means of its 
domestic economy to sustain. This 
is a main reason why Mr Gorbachev wants 
to cut the military budget from its current 
unsustainable 1596 of GNp. But that will not 
be enough. The system as a whole is failing. 

Yet, for all the peculiarities of Russian 
history, this economic failure is very strange. 
Consider how various have been the politi- 
cal and social systems that have accompa- 
nied modernisation elsewhere. In Britain, 
industrialisation went along with the grad- 
ual growth of a parliamentary democracy, 
the spread of power from a landed aristoc- 
racy to a merchant bourgeoisie and, slowly, 
to the people at large. In democratic, albeit 
formerly slave-owning, America, money and 
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.. REFORMING RUSSIA 

.. power (and an influx of immigrant labour) 
went hand in hand to build private busi- 
ness—which had to answer to the people 
even before 1900. In Japan and Germany, 
industry was pushed forward by authoritar- 
ian rule. The obstacles of Russian history 
did not prove obstacles elsewhere. 

Russia set out to modernise first under 
tsarist, then communist autocracy. True, in 
terms of economic theory that was a switch 
for the worse. True too, the transfer of 
power from one autocracy to the next came 
through a violent revolution, 73 years ago, 
that disrupted the social order. Yet France 
had a revolution, and within 70 years was 
challenging Britain in industrial might. 

Last, Russia bears the burden of 
empire and is a multinational, multi- 
ethnic state. But America, too, if in a 
different way, is a multi-ethnic state; 
and Britain's empire can be seen as 
one reason for its early economic suc- 

. cess, whatever the later effect. 


Top, bottom but no middle 
_ The real peculiarity of Russian his- 
. tory—one that still affects Mr Gorba- 
.. chev—is the weakness of the groups 
between ruler and populace: the no- 
__ bility, the church, the merchants. In 
every other great country, one or 


the push towards modernisation. In 
ussia none performed this role. 
— That in turn derives from the most basic fact 
of all about Russia: its size. The state was 
vast even before its expansion across Asia in 
the nineteenth century. Its people are scat- 
tered, cut off from the centre and each other 
by often-hostile terrain and climate. 
Russian governments since Peter the 
Great have tried to create the institutions 
needed to govern this huge area— not least a 
huge army—and to direct the nation’s re- 
sources to their upkeep. Nobles were 
awarded “service estates” — (pomestya), 
= Which meant they had to perform duties, 
usually military service, to the tsars and to 
raise local armies. It was a kind of feudal sys- 
tem like those of medieval Western Europe 
or, till much later, Japan. But unlike theirs it 
gave far less autonomy to the nobles. Rus- 
. Sia's old independent nobility (the boyars) 
_ were displaced; and the peasants, the class 
_ that might have grown, as in England, into 
. yeoman farmers, were turned into serfs. 
_ Much of this was the work of Peter the 
Great, whose reign from 1682 to 1725 can 
be seen as the start of Russia's modern his- 
. tory. He systematised autocratic rule in the 
Table of Ranks, which divided up those 
. with power into 14 ranks; a system of grad- 
ing that served as the main framework for all 
state servants from 1722 until the second 
half of the nineteenth century. 
In its time, this was—in theory—unusu- 
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through service, and those who reached the 
eighth rank were elevated into the nobility. 
The trouble was that the status of all influ- 
ential groups was thus defined by service to 
the tsars. Russia therefore was left without 
the independent nobility that was so impor- 
tant a feature in the growth of parliamentary 
democracy in England. 

Russia lacked equally the semi-autono- 
mous peasantry of the other authoritarian 









great powers, notably Japan, where feudal 
ism flourished into the late nineteenth cen- 
tury. The result was something like what 
America's southern states might have be- 
come if they had won that country's civil 
war: a nation with a system of slave labour 
(the serfs); plantations (the nobles' estates); 
and a faint impetus towards democracy. 

In 1839 a member of the French aristoc- 
racy, the Marquis de Custine, travelled to 
Russia to investigate what, before he ar- 
rived, he imagined to be the advantages of 
autocracy. Instead he found that: 


there is no people of Russia: there is an em- 
peror, who has serfs, and there are courtiers 
who have serfs also; but this does not constitute 
a people . . . The middle class, few in number as 
compared with the others, is at present almost 
entirely composed of outsiders; a few peasants, 
enfranchised by their wealth, begin to swell its 
ranks. The future fate of Russia depends upon 
this citizen class, the elements of which are so 
diverse that it seems scarcely possible they can 
combine together. 


Yet Imperial Russia did achieve one period 
of astonishingly rapid economic growth. Be- 
tween 1885 and 1913, steel output rose from 
a trivial 183,000 tonnes a year to 4.9m, not 
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far behind the other great industrial powers 
of the time. The railways grew from 3,800 
kilometres in 1865 to 80,000 by 1916. As 
the first world war began, tsarist Russia 
seemed set on the authoritarian road tff a 
modern economy. Why had it taken long? 

Partly because the bourgeoisie was 
much smaller and weaker than in, say, 
France or Britain. Most of the hot-house 
capitalism of those years was encouraged by 
the tsars, largely for military reasons. And 
most of the money came from abroad. By 
1916 half the capital in industry came from 
foreign loans. But most crucial of all was the 
peasantry. The other militaristic 
modernisers—Germany and Japan—had 
managed to defuse agrarian wrath 
and use the peasantry as a motor for 
development. In imperial Russia, in 
contrast, the peasantry turned against 
the tsars, and retreated into their vil- 
lage communes (mirs). As in Japan, 
the peasants were collectively resp: 
sible for collecting taxes, one big rua 
son why villages in both countries 
showed such solidarity. But unlike Ja- 
pan's peasants, they simply wanted to 
get rid of the landlords and divide up 
the land. 

It is often forgotten that the Rus- 
sian revolution was in large part a 
peasant rebellion. There were two 
revolutions in 1917. In February food 
queues in Petrograd turned into po- 
litical demonstrations, which the Cossacks 
refused to dispel by force. The tsar abdi- 
cated in March. The Bolsheviks did not 
seize power until a coup in the autumn. 
What happened in between was the destruc- 
tion of Kerensky's feeble provisional gov- 
ernment as a result of thousands of tiny vil- 
lage rebellions. All over the country, groups 
of peasants would, as Mr Geoffrey Hosking 
puts it, 


gather in their local assembly, the mir, and ` 
cide to seize the landowners’ estates. T 
would march to the steward’s office, demand 
the keys, proclaim the land, tools and livestock 
sequestered and give the owners 48 hours to 
leave. Then they would divide up the land 
among themselves. 


The last tsar? 


The crisis of today’s communism in the So- 
viet Union is also the crisis of authoritarian 
rule in Russia, symbolised by its failure to 
maintain the boom of 1885-1917. Though 
the aims of government policy changed 
drastically in 1917, the shape of government 
remained similar. Political life was still domi- 
nated by a single centralised institution, 
with arbitrary power unrestrained by law. 
All public appointments were determined 
by the nomenklatura system, whereby the 
party controlled the choice not only of every 
public official but even of factory managers 
and department-store heads. Just as under 
the Table of Ranks, individual advancement 
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REFORMING RUSSIA 


depended on service to the central power. 

For nearly half its course—from about 
1927 to 1953—the Communist party’s hold 
On power was maintained and operated not 
by its institutions but largely through a per- 
sonal dictatorship, the only real one that has 
ever existed in a great western power: 
the Roman emperors, Louis XIV, not 
even Hitler had the personal power 
that Stalin enjoyed. The institutions 
of the party (the party congress, the 
Central Committee, the Politburo) 
met rarely; the government machine 
and even the secret police were pre- 
vented from gaining much indepen- 
dence. True decision-making power 
lay with Stalin's own secretariat. 

It took a generation of further rel- 
ative economic decline, followed by 
two succession crises (the elections of 
Andropov and Chernenko as stop- 
gap party chiefs) and then really steep 
economic decline, to demonstrate 
that the party as an institution could 
not run à modern state. 

The generational change was vital: Mr 
Gorbachev and the many others of his age 
(he was born in 1931) who were coming to 
senior positions in the party had been in 
their twenties when Khrushchev made his 

ous secret speech denouncing Stalin. 

Social change too was of great impor- 
tance. The Bolsheviks inherited a nation 
that was largely peasant and largely unedu- 
cated. Even when destalinisation began, 
more than half the Soviet population lived 
in the countryside. Now that proportion is 
down to about a quarter, and generations of 
schooling and higher education— whatever 
the ideology that infected it—have pro- 
duced a nation capable of seeing for itself. 


Can Gorbachev do it? 


In his latest reforms, Mr Gorbachev has 
taken a a real step away not just from Brezh- 
nev or Stalin but from Russian history. He 
has begun to change the system of cen- 
tralised, authoritarian control. Last October 
his man in charge of organisational matters 
in the party took the first steps to disman- 
tling the nomenklatura system. Abandon- 
ment of the Communist party's leading role 
would be a giant step that way. 

No less important is his stress on what 
he calls "the law-governed state"—one in 
which the powers of the central government 
are limited by something independent of it. 
Significantly, the Russan word for state— 
gosudarstvo—is based on the word for lord- 
ship, with its implications of sovereign 
rights and personal power. In contrast, the 
West European words—state, état, staat— 
carry different overtones: of law, order and 
stability. For the first time, a Russian tsar is 
trying to govern by consent, rather than by 
force. Not that he has any real choice: as the 
military occupation of Baku has lately 
shown, the price of maintaining order 
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through the army is too great. 

This new road to modernisation is 
nearer to Britain's or America's than to that 
of the tsars and Stalin. But Mr Gorbachev is 
setting off down it with less help from the 
powerful intermediary groups that were so 
influential in those countries. Despite the 
multiplication of private businesses, the So- 
viet Union's managers, as a group, are still 





puny and subject to abuse, indeed some- 
times physical attack, from ordinary work- 
ers. The rich families that might have helped 
finance Russian equivalents of Daiwa Se- 
curities or J.P. Morgan were killed off at She 
revolution. Stalin destroyed the ku too, 
the middle farmers, whom he saw as 
class enemies. With them—contrast 
the result with experience in India— 
went the foundations for self-motivat- 
ing agricultural advance. 

And, despite the huge bureau- 
cracy (which, unusually, in Russia 
predated modernisation instead of 
being part of it), the Soviet govern- 
ment still lacks an independent civil 
service. The Communist party is not 
just a political party, in the sense of an 
organisation that dreams up policies 
and priorities. It is a civil service too, 
the organisation that carries them 
out. One of the biggest tasks facing 
Mr Gorbachev is to establish a civil 
service which, if not apolitical, wi 
least be independent of the party ma- 
chine. 

Elsewhere, a crucial role in modernisa- 
tion has been played by what might be called 
reforming conservatives—aristocrats who 
want to defend their wealth against the dep- 
redation of autocrats or revolutionaries, but 
who have done it by allying themselves with 
merchants and have therefore turned out to 
be pro-business. They have usually been the 
mainstays of nationalism, which modern- 
isers have been able to harness. 

In contrast, one of the biggest gaps left 
by Russia's authoritarian past has been the 
absence of a genuinely conservative ideol- 
ogy. There are plenty of conservatives in the 
Soviet Union, of course, but they are of a 
peculiar sort. Some are old-fashioned com- 
munists, happy to build hydro-electric dams 
that inundate traditional villages. Others 
are nostalgic tsarists like Valentin Rasputin, 
a novelist who writes elegiac books al 
the old families whose homes have | 
thus destroyed. Both groups are anti-busi- 
ness and anti-perestroika. The second 
group, at least at present, are the bearers of 
the Russian nationalist flag. 


Time needed, time unavailable 


None of this proves that Mr Gorbachev is 
doomed to fail in modernising his empire. 
But it does indicate how huge a task that will 
be. He now has an educated class. But to en- 
courage those who favour business, and har- 
ness the power of nationalism to that end, 
could take decades. The decline of the econ- 
omy, however, means that Mr Gorbachev 
cannot afford decades. What de Custine 
said 150 years ago remains sadly apt: 
Russia alone . . . has been deprived by the im- 
patience of her chiefs of an essential fermenting 
process, and of the benefits of a slow and natu- 
ral culture. 
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Clearly the judges had no difficulty 


` in voting Camus the best cognac in the world. 


In 1984, we at Camus 
decided tor the first time 
to enter our 
XO Cognac in the 
International Wine and 


Spirits Competition. 





Camus AO 
was deliberated upon 
by a collection of 
the most highly-qualified 
palates in the world, 
who duly pronounced 
the Camus XO 
a worthy winner of the 
gold medal. 
[n 1987, we entered again, 
this time with 


Camus Extra. 





Not surprisingly it, too, 
won the gold medal, 
leaving Camus with the 
enviable record 
of two entries and two 
gold medals. 
Incidentally, no gold 
award was given in 1988. 
Coincidentally, 
Camus did not enter 


that year. 
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WHY SETTLE FOR THE ACCEPTABLE 
WHEN YOU CAN AFFORD THE EXCEPTIONAL? 


For those who recognize the just a few steps from the Convention 


difference in quality, there is a very and Exhibition Centre next door 
special place. Grand Hyatt Hong Kong. Within the hotel, you'll discover guest 
Now at a very special rate. rooms bathed in luxury, restaurants and 


From the moment you enter the lounges with a delicious difference, 





impressive lobby, set against a back- and of course, gracious service. Plus 


drop of Hong Kong’s magnificent two outdoor swimming pools and 


harbour, you'll know you've arrived. The Grand Hyatt puts Hong Kong's largest recreation deck with golf driving range 
you central to everywhere you'll want to be in Hong Kong and tennis courts. In a city renowned for world-class hotels. 
minutes from the business district via our complimentary THE now there's one that's a world apart. Grand Hyatt Hong 
London taxi shuttle, a seven minute ferry ride away H Kong. For reservations, call vour travel planner or vour 


from Kowloon's main shopping and cultural events, and TOUCH nearest Hyatt. 


GRAND HYATT€@3} HONG KONG 


1 HARBOUR ROAD, HONG KONG. TEL: 8611234. FAX: 8611677 


CeleDration of Hyatt [International s 20th Anniversary enjoy 25% off our regular room rates until February 28 1990 








— — — ö— — —— — — —— —— 





























Deng on the beach 


As the Gorbachev wave 


heads east 


FROM OUR CHINA CORRESPONDENT 


Asia’s communists are watching in horror as Leninism collaps 
"iet Union. It won't happen to us, : 
| ereare reports from China, Vietnam and North Korea 





/V to plague the men who run China? 
China's supreme leader, Mr Deng Xiaoping, 
can be forgiven for taking it all personally. 
Less than a year ago Mr Gorbachev came to 
Beijing for the first Chinese-Russian summit 
in 30 years. It should have been a triumph 

for Mr Deng, but it turned to ashes as pro- 
testers in Tiananmen Square, encouraged 


<> by Mr Gorbachev’s presence, invoked his . 
~ name in their calls for democracy. Now the - 
Russian leader's radical moves to reform So- 


viet politics are debasing the authority of all 
Leninist parties, even China's with its 47m 
members. No wonder Mr Deng privately ex- 
presses his fury at Mr Gorbachev. Like any 
Chinese emperor, Mr Deng values stability; 
Mr Gorbachev is bringing chaos. 
-—.  . Chaos is much on the mind of Mr Deng 
and his colleagues. On February 7th, the day 
he Soviet party's Central Committee was 






Y) "AS Mikhail Gorbachev put on eaith » 


es in the So- 


they vow. But how will they stop it? 


voting to abolish its monopoly of power, the 


Official People's Daily commented that 


"without the strong leadership of the Chi- 


nese Communist party, new turmoils and 


wars would surely arise, the nation would be 


split and. the people would suffer." The 
„same day, the party published a five-week 


old internal document telling how it will 
forestall such evils: 
Political organisations which oppose the four 
cardinal principles [the leading role of the 
party; the dictatorship of the proletariat; social- 
ism; and Marxism-Leninism-Mao-Zedong- 
| thought] and endanger state power are abso- 
lutely not allowed to exist. Such organisations 
must be banned according to law as soon as 
they are discovered. 


No action on a multi-party system for 
China, then (forget. the eight authorised 
non-communist parties; they are there for 
decorative purposes, aithough a few non- 





communists may be given senior jobs so 
But what of the contagion of thoi 
China is inclined to be inward-looking. 
since Mr Deng's "open-door" eco 
policy was introduced in 1978 the C 
people have stopped pretending th 
outside world does not exist. When. 
nia's Ceausescu (a favourite of the C 
leadership) was toppled, it was known t 
lagers throughout China. They have 
lowed the news from Russia just as a 
despite the efforts of the official media 
this Wednesday anyway, to ignore it. 

Like censorship, repression is no 
the reliable tool it once was. True, 
sands are in prison for thinking the 
thoughts; a report this week by a hu 
rights group, Asia Watch, calculates 
10,000-30,000 people, mainly “ordina 
workers", ate still locked up because of 
pro-democracy activities last year. But tho 
who count are harder to crack down on. Mr 
Zhao Ziyang, the disgraced former party 
boss who is the official scapegoat for last 
year's unrest, has yet to face trial or ever 
lose his party membership. And. last 
month— just as the American Congress, in 
a hot anti-Chinese mood, began its new ses- 
sion— China announced the release of 57: 
political detainees. m 

Practical compromises, however, ca 
not pass for policy. The trouble in comin 
up with one is that for China's leadershig 
the world, both inside and outside the Mid 
dle Kingdom, has become disturbingly v 
certain. The economic reforms that multi 















































































Deng-—have proven just as illusory. 
military level, relations with Ru: 
calmer; but the Soviet Union may be 
to become what it was when Mao spl 
Khrushchev, an ideological rival (n 
enemy) in the socialist camp. The c 
the Soviet Union are also devaluing C 
"Russia card", the ace that it could 
win America’s uncritical support. In t 
parlous times China may decide that an 
maining hardliner’s co-operation, even 
of its old foe Vietnam (see next article) 
worth having. — 
All this would test any leadership. 
today's ruling clique, the test is probabl 
hard. Mr Deng is 85 and ailing; Mr L 
the prime minister, is loathed; the p: 
boss, Mr Jiang Zemin, lacks authority : 
















































Mr Li, has no links to the army 
i Yang Shangkun has the strength— 
en at 83—to take over should Mr Deng 
soon, but his reign would obviously be 
rt. If all were calm beyond the Great 
‘China would still face the turmoil of a 
1g struggle for power. 

But all is not calm. China is no Eastern 
rope, or Russia: its revolution is its own, 
t any outsider's, and it is a peasant society 
sia is urban) with practically no edu- 
1 middle class (Russia's is big). Yet there 
oo many parallels for China's comrades 
any comfort from the differences. If 
ype s workers can take to the streets and 
pie governments, so can China's (in- 
, some tried last year). If the Soviet em- 
an fragment ori ethnic lines, China can 
ced along provincial ones by language 
lan. This is the spectre of warlordism 
China's communists seek to banish. 
all previous dynasties, they hold fast to 
iew that the Chinese sky has room for 
one sun. Unhappily, the clouds from 
ssia are fast blowing over it. 
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ike Ceausescu 


M OUR SPECIAL CORRESPONDENT IN HANOI 


4 FEBRUARY 2nd was the Vietnamese 
.. communist party's 60th birthday. The 
party general secretary, Mr Nguyen Van 
Linh, gave an hour-long speech to mark the 
occasion, during which some observers 
thought they saw him cry. He has a lot to cry 
about. The party whose force of arms de- 
feated France, America and China has 
urned its homeland into one of the poorest 
ountries on earth. Its aged leaders already 
elt humiliated by this. Then came the be- 
vildering catastrophes in Eastern Europe 
ind Russia, upon whose support Vietnam 
slongdepended. . — 

Last August the Vietnamese party de- 
nced Solidarity's coming to power in Po- 
as a "counter-revolutionary coup". It 
since learned to keep such thoughts to 
f. But in his birthday speech Mr Linh 
ed that the "severe difficulties" faced by 
parties in "brotherly socialist countries" 





















would be short-lived—if “reactionary and 


imperialist forces" will let them. 


“Mr Linh’s speech did contain chunks of 
bitter self-criticism: Yet it would be a mis- 


take to read these as signs of a change of | 
heart about the party's role. Ever since he 


launched doi moi, Vietnam's version of 
perestroika, in December 1986, Mr Linh has 
often admitted the party's “great mistakes". 
That does not mean much. The self-criti- 
cism is intended to put the blame for Viet- 
nam's mess on incompetent or corrupt cad- 
res, not the system itself. Mr Linh and his 


friends still refer to a multi-party state as 


"demagogic bourgeois democracy". 

Not much of Gorbachev in that—and 
little domestic pressure to add more. Unlike 
most of Eastern Europe, northern Vietnam 
has never experienced democracy of any 
kind. Most of the north's older people made 
great sacrifices to win Vietnam's wars, and 
patriotism still tells. It helps that the party's 
leaders forswear living in Honecker-like lux- 
ury. A revolutionary hero who led a regi- 
ment against the French at Dien Bien Phu 
and later became a top general lives in Ha- 
noi, a dankly cold place in winter, in a 300- 
square-foot apartment with unpainted walls, 
one tap and no heating. The young have no 
such loyalty; when they can, they take to 
boats to flee their country. But those who 
stay are not fools: they know what happened 
to the protesters in Tiananmen Square. 

Mr Linh's economic reforms have given 
him a breathing space— particularly in the 
countryside, where peasants are once again 
allowed to own land. Inflation has been cut 
from around 70096 a year to 2596 or so. The 
black-market rate for the dong—on which 
the official rate is now based—has appreci- 
ated slightly against the dollar over the past 
six months. And most subsidies for con- 
sumer goods have been abolished. 


But too much economic power still lies - 


in the Politburo's hands, and Vietnam re- 
mains grindingly poor. Its greatest need now 
is for capital from abroad— from where the 
real pressure for a more democratic Viet- 
nam might come. Over the current five-year 
plan, which ends this year, Russia gave Viet- 
nam 9 billion roubles in aid (nearly $15 bil- 
lion at the highly overvalued official ex- 
change rate). Vietnam’s planners are not 
betting on getting anything from Russia af- 
ter 1990. Money from the International 
Monetary Fund has been blocked by a con- 
tinued American veto on new lending. Until 
America relents, neither that nor the for- 
eign direct investment the planners desper- 
ately crave is likely to come in any quantity. 
_ As a stopgap the government has been 
exploiting the wealth of overseas Vietnam- 
ese. Some 30,000 of them came back to 
Vietnam a couple of weeks ago to celebrate 
Tet, the lunar new year. All brought cash for 
their poor cousins; many are investing in 
new businesses. The trouble is that most 
overseas Vietnamese are from the south. 
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Their financial muscle and experience of tl 
western world are widening the already large 
gulf between Saigon—only the devout 
bother to call it Ho Chi Minh City—and 
Hanoi. The party will face another threat 
when some of the 180,000 (mainly) north- 
erners now working in Russia and Eastern 
Europe begin to come home and tell their 
friends that demands for political reform are 
‘not just another form of Saigon decadence. 

For now, though, the Politburo’s main 
concern is how best to preserve the party’s 
power. The hardliners plainly think the go- 
ing will be rough: they want to normalise re- 
lations with China before next year’s party 
congress, in the hope that this will help to 
petrify Vietnam’s politics. The man they 
want on top is the crusty 72-year-old prime 
minister, Mr Do Muoi. 

It looked as though they might have 
their chance: Mr Linh, 74, is thought to 
have been at death’s door last year. But hie 
birthday speech showed that he is not givir 
up yet. The reformers who support him are 
said to be pushing for the party congress to 
be brought forward to this year, in the hope 
of getting Mr Tran Xuan Bach, the Polit- 





buro member responsible for ideology, ap- 


pointed Mr Linh's successor. Vhoever wins 
might reflect on the words of Mr Hun Sen, 
the Vietnamese-backed prime minister of 
Cambodia: "Change should be expected. 
It's good to have a quick change. Those who 


resist will have problems, like Ceausescu.” 





That lonesome 
feeling 


FROM OUR EAST ASIA CORRESPONDENT 






| EA continually reminds 
AN its citizens that they live in a perf - 
O a report from the North tl 
week that President Kim Il Sung had praised 
perestroika caused some surprise. Has even 
this bastion of Stalinism yielded to Mr 
Gorbachev's ideas? 

Alas, no. About all that can be inferred 
from Mr Kim's remark is that the events in 
Russia are being nervously watched in 
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Artist and professor Oscar Reutersvürd is one. 
His “impossible” figures have been baffling view- 
-ers for years. | 
. Designer and inventor Osten Makitalo of Swe- 
-dish Telecom is another. In 1987 he was awarded 
the gold medal of the Royal Swedish Academy 
of Engineering Sciences for creating the Nordic 
Mobile Telephone (NMT) System. NMT was the 
first truly trans-national mobile telephone system 
and has become a great international success. 
AtSwedish Telecom, fresh ideas and state-of- 
e-art innovations have always been o driving 
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force. We devote extensive resources to research 
and development. Both in-house and in coopera- 
tion with others. 

In Sweden, broad cooperation is a time-honor- 
ed tradition. Moreover, Sweden has one of the 
world's most open telecommunication markets. 
As a result, those who set out to make the im- 
possible possible find conditions very favorable. 

Visit us at the 13th International Switching 
Symposium which will be held in Stockholm from 
27 May to | June. 














. It echoes a message Mr Kim sent 
to Mr Gorbachev last November on the 
anniversary of the Russian revolution. That 
contained no hint that North Korea might 
profit from a Gorbachev-like “reconstruc- 
tion". A western diplomat who keeps an eye 
on the North puts it like this: "It is willing to 
grant that, in the imperfect world outside, 
communists can e mistakes and hence 
need to reform. Not at home.” 

Neverthless, the North's dictator is try- 
ing to ensure that his iron rule established 
over 42 years is not disturbed by outside in- 
fluences. Many of the North's ambassadors 
have been summoned home, presumably to 
check if they have caught the Russian virus. 
Korean students in other communist coun- 
tries are under suspicion. According to 
South Korea (admittedly a prejudiced 
source), some 1,700 of the North's students 
have been recalled from Eastern Europe. 

Can Kim Il Sung keep his country per- 

anently sealed up, its people ignorant of 
their relative poverty? North Korea's econ- 
omy is in an even worse state than Russia's. 
It has defaulted on $3 billion of foreign debt. 
Its‘GNP per head is between $900 and 
$1,500; South Korea's is $4,000, and the 
gap is widening. 

North Korea's deteriorating relations 
with Russia must be a worry for Mr Kim. 
The North was furious to learn—from a 
newspaper report—that Russia may be 
ready to withdraw its veto on South Korea's 
application to join the UN. Russia has since 
denied the report, but the North remains 
suspicious. Russia has a trade mission in 
Seoul, and is talking about establishing full 
diplomatic relations with the South. 

North Korea believes it can still count 
on China. It congratulated the Chinese over 
Tiananmen Square. But even those exem- 
plary folk can be treacherous: China's $3 
billion trade with South Korea last year, 
ough unofficial, was six times as large as its 

ade with the North. 


Le — 
Japan 


The phoney war 


FROM OUR TOKYO CORRESPONDENT 


pe the issues, trust the slogans. Ja- 
pan's general election on February 18th 
will usher in a critical year for relations with 
America, for the unshackling of the econ- 
omy, for Japan's very place in the post-cold- 
war world. You would never know it from 
the campaign. Simplifying with the best of 
them, the Liberal Democrats say the choice 
is between continued prosperity under them 
and impoverishment under the Socialists. 
The opposition, headed by Miss Takako 
Doi’s Socialist party, bangs away at a single 
theme: scrap the consumption tax—you'll 
be 3% better off. It is hardly surprising that 
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Yasu's last stand? 


FROM OUR TOKYO CORRESPONDENT 


O BE reelected is to be 

purifed—not only reinstated but 
forgiven. That is how the politicians 
tainted by last year's Recruit shares-for- 
favours scandal are thinking about the 
election on February 18th. It accounts 
for the fervour, indeed emotion, with 
which many of the party's most senior 
figures are contesting seats that they used 
to take entirely for granted. Mr Noboru 
Takeshita, for instance, who had to re- 
sign as prime minister last summer, 
rushed off the moment parliament was 
dissolved on January 24th to campaign in 
his Shimane-ken constituency—an activ- 
ity he has apparently not bothered with 
for 21 years. 

None of the Recruit victims, how- 
ever, is campaigning harder than an- 
other former prime minister, Mr Yasu- 
hiro Nakasone. He was the central figure 
in the Tokyo public prosecutor's investi- 
gations into the scandal. The prosecutor 
never charged him, or even brought him 
in for questioning, but the pressure of 
the rumours was enough to force him 
into giving up the leadership of his fac- 
tion and even formally leaving the ruling 
party. Now, worried that his career as a 
politician and a senior world statesman is 
at risk, the 71-year-old Mr Nakasone is 
stumping his constituency in rural 
Gunma  prefecture like a nervous 
newcomer. 

With a retinue of television news 
crews and a campaign staff of no fewer 
than 50 professionals, Mr Nakasone has 
been doing the rounds of the local tem- 
ples, asking for the voters’ forgiveness 
and support. To the sobs of older women 
in the audience, Mrs Tsutako Nakasone 
has been wailing over what will become 
of her husband if he fails to win. Mr 
Nakasone himself has been mourning 
the recent death of his 78-year-old sister, 
telling well-wishers that he intends to rise 
above his grief to do what his sister 





Japan’s 90m voters are being turned off. 

The issues seem too damaging to both 
sides to be thoroughly aired. The consump- 
tion tax, though unpopular, is a necessary 
reform that will help Japan to meet the costs 
of its aging population. What would the So- 
cialists replace it with? When eventually 
forced to say, Miss Doi mumbled that she 
would reinstate a “luxury” tax of 22% that 
hit such non-luxurious goods as family cars 
and colour televisions. 

The Liberal Democrats, though, are shy 
about defending their tax. The party broke a 
promise by putting it through parliament 
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Nakasone seeks forgiveness 


requested—get re-elected and clear the E 
family name. pi 
Six rivals are trying to dislodge Mr | 
Nakasone. It is a grudge match: they are | 
after his scalp, not the seat. The Naka- | 
sone camp is most worried by Mr Tsuruo | 
Yamaguchi, who as the Socialist secre- — 
tary-general is outranked in the biggest 1 | 
opposition party only by its leader, Miss | 
Takako Doi. The Socialists are putting a. 
lot of their organisational resources into - 
Mr Yamaguchi's campaign: nothing— || 
short of a nationwide disaster at the polls 
for the ruling Liberal Democrats—would || 
give the Socialists more pleasure than to 
see Mr Nakasone thrown out. i 
As so often happens, though, the op- {| 
position is tripping itself up. The Social- 
ists’ trade-union friends decided at the | 
last minute to € a candidate of their | 


own 


| 


against Nakasone. The lefts || 
vote will be split, and chances are that — 
the man the opposition calls the kyoaku — 
(“giant evil") of the Recruit affair will — 
slip in for his 17th consecutive term as — 
one of Gunma’s Dietmen. 





against public opposition. Resentment 
against the tax was the main cause of the 
Liberal Democrats’ loss of their majority in 
the upper-house election last July. 

The government’s efforts to liberalise 
food imports also hurt the Liberal Demo- 
crats in July. Several formerly safe seats in 
farming areas went to the opposition. The 
latest polls suggest that the farmers’ anger 
has cooled, but no one is taking their sup 
port for granted. The parties try to 2 oid 
discussing the price of food. The trade min- 
ister got into hot water last month just ‘01 
hinting that the restrictions on importec 
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rice should to be loosened. Many house- 
wives are aware that the price of rice in Ja- 
pan is seven times higher than it need be, 
and that the answer is to import tons of it 
from Thailand, Australia and even Amer- 
ica. Everyone knows that the sentimental 
talk about keeping Japan self-sufficient in 
rice is a trick to win the farming vote. 

Japan's farmers account for only 596 of 
its voters. But rural districts have more than 
three times the clout in parliament that ur- 
ban districts have. Over-representation on 
such a scale has allowed the Liberal Demo- 
crats to pick up 6096 of the seats in the lower 
house with little more than 4096 of the pop- 
ular vote. Not surprisingly, the party has no 
plans to redraw electoral boundaries. 

So which party will win? The polls sug- 
gest that the Liberal Democrats should keep 
their majority in the lower house. Two out 
of three people surveyed last week wanted 
the ruling party to returned to 


power—but with a slimmer majority. The 
Liberal Democrats can hardly expect to get 
anything like the 300 seats (out of 512) they 
picked up in the 1986 election. The best 
guess is that they will win a few more than a 
majority of 257— say, 260-265 seats. A fur- 


ther four or five conservative independents 





Kaifu may win, but lose 
26 





are likely to throw their lot in with the Lib- 
eral Democrats after the election. 

Other numbers have their own magic. 
The party will need to have at least 267 seats 
if it is to retain its majority on the all-impor- 
tant budget committee. If the party can put 
271 seats together, it will be able to chair all 
18 standing committees in the house. 

The prime minister, Mr Toshiki Kaifu, 
says he will resign if the Liberal Democrats 
fail to get.at least a straight majority. The 
party bosses want him out now that he has 
all but completed the task he was plucked 
from obscurity last August to do—namely, 
to restore the public’s faith in the party after 
the Recruit shares-for-favours scandal, and 
get it through the general election. But if Mr 
Kaifu manages to win the election with 271 
seats or more, his hand will be strengthened 
at least enough to keep him in office until 
the party's own elections in October. Any- 
thing less than that is going to make Mr 
Kaifu's immediate future decidedly risky. 

Already the risk is growing. Over the 
past few weeks Liberal Democratic leaders 
have been talking openly about what to do 
after the election if the party wins but par- 
liamentary business becomes stalled by op- 
position strength in both houses. One sug- 
gestion gaining favour is that the party 
should call another election in the 
summer—to see whether the public prefers 
weak or effective government, Were it to do 
so, and Mr Kaifu was still prime minister, he 
would bluntly be told to move over. 





Afghanistan 


One year later 


EN the Russian soldiers left Af- 
ghanistan in February last year, there 
was much guessing about how long the 
Najibullah government they left behind in 
Kabul would last. Six months, six weeks, six 
days? But Mr Najibullah is still in charge, in- 
sufferably confident. The Americans ac- 
knowledged his immovability this week by 
giving up their insistence that he step down 
before the start of any peace talks. 

What an American official called “a 
slightly new strategy" was being put to the 
Russians by the secretary of state, Mr James 
Baker. During three days of talks starting on 
February 7th Mr Baker saw Mr Mikhail 
Gorbachev and the Soviet foreign minister, 
Mr Edward Shevardnadze. Afghanistan was 
not occupying them all this time—such mat- 
ters as German unity are rather more press- 
ing. But both Russia and America dearly 
want to see some kind of peace in Afghani- 
stan and then forget the place. 

In the year since the Russians left, Af- 
ghanistan has become more of a tangle than 
it was before. During the ten years of Rus- 
sian occupation, the civil war could be 





In support of Najibullah 


viewed as simply a struggle between baddies 
and goodies, the goodies being the mui- 
aheddin guerrillas. But the mujahedd 
quarrelled when they failed to follow up 
their success against the Russians by beating 
Mr Najibullah’s army. Some guerrilla com- 
manders have made a kind of peace with the 
Najibullah government in return for a free 
hand in parts of Afghanistan. 

In Peshawar, just over the border in Pa- 
kistan, the mujaheddin "interim govern- 
ment" fumes over such deals but is itself di- 
vided over how best to carry on the fight. lt 
is deeply upset that Mr Baker has admitted 
Mr Najibullah cannot be kicked out now, 
even though he still insists that the Afghan 
leader must go eventually. 

The Americans are believed to favour 
the convening of a shura—an Islamic assem- 
bly—in which the Najibullah regime would 
be represented. Out of this, as the Ameri- 
cans see it, would emerge a transitional gov- 
ernment with some regime people but mi- 
nus Mr Najibullah himself. It would run the 
country until an election was held. 

Mr Najibullah is unlikely to agree ti 
shura in which his men would be outnum- 
bered. He suggests making Afghanistan a 
constitutional monarchy by restoring the 
former king, Zahir Shah. During Mr Gorb- 
achev's visit to Rome in November he called 
on Zahir Shah, who is in exile there, per- 
haps to offer him the Afghan throne. The 
more extreme mujaheddin leaders do not 
want a king getting in the way of what they 
regard as their Allah-given right to rule, and 
have said that should he return to Afghani- 
stan he will be shot. 

As a prelude to a peace agreement, the 
Americans and the Russians have been talk- 
ing about ending the supply of arms to both 
sides. A seemingly humane plan. But Russia 
worries that its clients would become 
defenceless, while the Americans fear they 
would lose what influence they have over 
the mujaheddin. Let's talk about something 
simpler, Mr Baker, like Eastern Europe. 
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Cleaning the air can foul 
up the economy 


WASHINGTON, DC 


WILL 


HE current squabble between the Bush 

administration and Congress over clean 
air looks at first sight like just one more case 
of boring Washington infighting. Certainly 
the scent of a clean-air bill has drawn more 
lobbyists out of their crevices than any legis- 
lation since tax reform in 1986. But there is 
philosophy at stake as well as politicking. 
Regulation, rather than the market, looks 
like getting the job of cleaning up the air. 

Hence the long chapter on the economy 
and the environment in President Bush’s 
otherwise upbeat annual economic report 
published on February 6th. His advisers sen- 
sibly argue that the surest way to clean up 
the environment is to harness rather than 
-hetruct market forces. They embrace the 

inciple that the polluter should meet (and 
pass on) the full cost to society of pollution. 
But, with the Clean Air Act clearly in mind, 
the report gives warning that "compatibility 
between economic growth and environmen- 
tal improvement is far from automatic; it de- 
pends on...careful design of regulatory 
programmes." And it is because Mr Bush 
thought the Senate's draft of the clean-air 
bill could seriously damage industry, and so 
slow economic growth, that he has been 
threatening to veto it. 

This has put Mr Bush, who proposed 
clear-air legislation last June, in an awkward 
position. He enjoyed praise from environ- 
mentalists for breaking a 12-year congres- 
sional logjam over clean air that stemmed 
from the difference of interest between the 
polluting coal and manufacturing states and 
the polluted rest of the country. 

But, after the veto threat and subse- 
quent signs that the Senate was ready to wa- 
ter down its bill, Mr Richard Ayres of the 
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National Clean-Air Coalition was quick to 
lambast Mr Bush for breaking his clean-air 
promises. With the green lobby also grum- 
bling that Mr John Sununu, the White 
House chief of staff, had toned down a 
speech the president made on February 5th 
to an international meeting on global warm- 
ing, Mr Bush’s hard-won environmental cre- 
dentials are looking threadbare. 

The clean-air bill groups its measures 
under three broad headings: urban smog, 
acid rain and toxic discharges. In each case 
there is more agreement than disagreement. 
On acid rain, everyone is agreed that sul- 
phur-dioxide emissions should be cut by 
10m tons by the end of the century. The ar- 
gument that is holding up the bill in the 
House of Representatives is about paying to 
upgrade 107 dirty midWestern power 
plants. Charge the cost locally and some of 
America’s biggest manufacturers would suf- 
fer; spread it nationally and you breach the 
polluter-pays principle. 

Similarly, on toxic discharges everyone 
agrees that industry must meet what are 
called maximum achievable control technol- 
ogy (MACT) standards. The argument is 
about how fast this should happen and 
whether to specify further reductions be- 
yond MACT standards. As for car exhausts 
which do most to make smog, they have al- 
ready had 9696 of their pollutants taken out. 
Mr Bush's bill sought to raise that to 98%. 
After a compromise between Representative 
John Dingell, the energy-committee chair- 
man, and Representative Henry Waxman of 
California, the current House version 
adopts California's latest standards that 
take the figure to 98.496; the Senate wanted 
to go to 98.796. The differences sound small, 
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but the car industry maintains that the Cali- 
fornian standards are the limit of what is 
technically feasible. 

Cost is naturally the main bone of con- 
tention. The Bush administration reckoned 
its bill would add $19 billion a year to indus- 
try's costs by 2005 (compared with the $32 
billion a year that industry lobbyists claim 
they already spend on clean air). It thinks 
the draft Senate bill would have raised that 
to over $42 billion, enough to dampen eco- 
nomic growth. Meanwhile the American 
Lung Association has touted figures ranging 
from $5 billion to $97 billion for the gains 
from cleaner air in lower medical bills and 


better health. 


Aim high, say greens 

The truth is that all such estimates are only 
guesses, partly because they stretch so far 
into the future. The greens use this to argue 
that costs should not be worried about; they 
will anyway be a tiny fraction of GNP, espe- 
cially if new technologies are invented. They 
do not think setting tight targets 15 or 20 
years away can damage industrial competi- 
tiveness today. And they argue that the best 
way to encourage the invention of new tech- 
nologies is to set standards that cannot be 
met with current technology. 

Industry is so obviously self-interested 
and has resisted clean air for so long that it is 
tempting to concede the green case. But 
costs cannot be ignored. They rise exponen- 
tially as the limits of what can be achieved 
are approached. The Senate bill’s doubling 
of costs would produce only marginally 
cleaner air. Hard-hearted as it may sound, 
benefits must be balanced against costs. 

Ever-tightening standards carry other 


27 


AMERICAN SURVEY 


risks. If they add sharply to the costs of new 
cars and factories, people and businesses 
may keep their old, much dirtier, ones for 
longer. Long deadlines are not the panacea 
the green lobby believes, for most invest- 
ment plans require a long lead-time. This 
lead-time also argues for not changing the 
rules too often. And there is an interna- 
tional dimension. This is not just a question 
of investment and jobs moving abroad (so 
slowing economic growth) if clean-air stan- 
dards are too high. It is also that the air 
crosses boundaries; if the steel industry 
moves its coke ovens to Mexico which has 
much laxer clean-air standards than the 
United States, air quality over the continent 
could get worse, not better. 

The green case on better environmental 
technology is stronger. But the necessary in- 
centives could emerge through markets and 
prices without tough rules. The clean-air bill 
introduces the concept of tradable pollution 
permits that give everyone a cash incentive 
to cut their pollution, even to below pre- 
scribed standards—for the pollution rights 
saved can then be sold. But neither side has 
fully embraced the price mechanism as an 


alternative to ever tighter regulation. 

This is especially clear in the case of 
cars, the source of more than half of most air 
pollutants. One obvious way to change in- 
centives both to reduce car usage and to im- 
prove fuel efficiency would be to increase 
petrol taxes substantially and use the pro- 
ceeds to subsidise electric metros or trains. 
But the no-new-tax lobby is too strong to let 
this option on to the negotiating table. And 
Congress is likely to reject part of the admin- 
istration's preferred solution—mandating 
industry to produce a million cars that use 
alternative fuels—which is widely seen as a 
boondoggle for the heavily subsidised corn- 
to-ethanol industry. Instead it will go on 
tightening rules, for example by steadily rais- 
ing the miles-per-gallon averages of car com- 
panies’ fleets. 

The regulation-versus-taxes argument is 
not of course clear-cut. A good case can be 
made for going for a mix of both. But be- 
cause Washington is allergic even to discuss- 
ing higher taxes, it is in danger of ignoring 
market solutions and putting too much em- 
phasis on the regulation side—and so too 
many costs on industry and the economy. 





Illiteracy 
X marks the spot 


COLUMBIA, SOUTH CAROLINA 


HE Federal Emergency Management 

Agency (FEMA), which is charged with 
helping victims of natural disasters, has 
been criticised for everything from outright 
incompetence to bureaucratic callousness. 
But after spending four months in South 
Carolina in the aftermath of Hurricane 
Hugo, which did $6 billion-worth of prop- 
erty damage in the state, FEMA has a charge 
of its own: widespread illiteracy is frustrating 
its best efforts. 

One FEMA director, Mr Mike Polny, told 
reporters that “in 18 years of disaster relief 
work, including Puerto Rico and Micronesia 
in the Pacific, 1 have never seen as many xs 
signed on applications." He estimates that 
“perhaps thousands” have not been able to 
sign their names to the applications that 
would help Hugo victims get federal money 
to rebuild their homes. 

FEMA claims it has had to launch the 
most extensive programme it has ever con- 
ducted after a disaster use so many 
South Carolina victims could not read 
about the help that was available. Relief 
workers have been going from door to door, 
especially in the hard-hit rural areas, to de- 
termine whether people need help. The 
deadline for accepting relief applications has 
had to be extended three times. 

FEMA's complaint about illiteracy is 
hardly news to South Carolina officials, but 
it is embarrassing, nonetheless. South Caro- 
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lina has been praised for its 1984 Education 
Improvement Act which raised student test 
scores and strengthened the state's public- 
education system. But it is no secret that 
functional illiteracy continues to be a major 
problem in poor southern states such as 
South Carolina. One in four of all southern 
adults left school at 14; for blacks, the figure 
is three out of every eight. 

Most of the literacy figures are based on 
the 1980 census, but few expect to find an 
improvement in 1990. Mrs Joan Harris, of 
the South Carolina Literacy Association, 
fears things have got worse. She points out 
that the high-school drop-out rate in the 
state has doubled in the past four years. This 
is particularly disconcerting because of the 
increasing demand of today's business world 
for literate employees. 

South Carolina is continuing a literacy 
programme begun in 1984 that concentrates 
on six counties each year. The programme 
trains tutors and matches them with illiter- 
ate adults; it combines the resources of the 
state's library system and the Office of Adult 
Education. The governor’s office also 
launched a “work force initiative" pro- 
gramme in 1988, which teaches workers ba- 
sic skills in their workplace. Other states, 
such as Kentucky, have pioneered pro- 
grammes that use television to teach adults 
to read. 

But more innovative programmes are 
needed. Functional illiterates, if they can get 
a job, earn not much more than half the pay 
of people with high-school diplomas. They 
are more likely to resort to crime and tend to 
depend on welfare. 








Universities 


Take care 


LH 
CAMBRIDGE, MASSACHUSETTS 


AM of censorship is creeping into 
the universities, those asylums for peo- 
ple with unpopular ideas. Not a return to 
anything as destructive as the McCarthyism 
of the 1950s, when professors were asked to 
sign loyalty oaths and speakers with left- 
wing views were branded un-American and 
subversive and kept off campuses. But per- 
vasive, nonetheless. 

The pressure this time comes from the 
left not the right. And those who are calling 
for limits on free speech are not outsiders 
but academics themselves. What is becom- 
ing unacceptable is speech or behaviour that 
might seem, to somebody, to be “racist” or 
“sexist” or “homophobic”. 

In 1988 the University of Michigan a: 
nounced that a student who displayed a 
Confederate flag might be subject to severe 
sanctions. Likewise, students in a dormitory 
who were planning a party could not ex- 
clude somebody because she was thought to 
be a lesbian. The First Amendment, which 
guarantees free speech, conferred no right, 
argued the university, “to injure or harass 
others". Students who felt “harassed or in- 
timidated by others’ comments" were all 
but encouraged to bring charges. 

Michigan’s policy was thrown out in 
federal court. But the fate of dozens of simi- 
lar measures in effect elsewhere remains un- 
certain. Law professors construct legal argu- 
ments to justify censorship. It is not that 
they do not believe in free speech. But flag- 
burning is one thing, they argue, "hate" 
speech is another. Speech that harms, they 


One learns something every day 


THE ECONOMIST FEBRUARY 10 1990 





> ` 4 
h * r IP - Ano .* ACerS. ‘ > ^ , Tr ! 2" 
" * " v ° - - » - à 244 ^ a * 
A à b owe » P, P. 4 . á -4 * 
"i ¥ y y^ p. i, M 2 b - " A à ° d > à TE — 


No other hotel can offer you 
a more exciting way to the top. 

A top-of-the-world feeling 
that doesn’t end when you do 
finally get there. 

In your suite, space, luxury, 
comfort and grandeur paint 
another picturesque forecast of 
an extraordinary stay. 

After all, one should expect 


certain privileges when he has 
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.. HOW FUJITSU 





KEEPS TRIP STRAUSS 
ON TOP IN TOKYO. 


Trip Strauss is a young American 
investment banker working in Tokyo. An 
M.B.A. from Stanford, fluent in Japanese, 
he spends his days selling million dollar 
blocks of equities to large Japanese insti- 
tutional investors. 


The lifeblood of his business is informa- 


tion. "Every day,’ he says, "I have to tell my 
clients at least one thing they don't know" 
To get that information he is constantly 

on the phone or fax around the world, or 
staring into a computer monitor which is 
tied through telephone lines into an on-line 
mainframe computer system back in his 
home office in New York. 


DEMAND IS ENORMOUS 


The demand that he alone places on 
Tokyos communications facilities is enor- 
mous. And he is only one of hundreds of 
thousands of international businessmen in 
the city. Which is why KDD, Japans inter- 
national communications company, recent- 
ly got together with America's ATST to lay a 
new Transpacific Cable (TPC-3) between 
Japan and America. The cable is the first 
optical fiber submarine cable across the 
Pacific, and the longest in the world. No 
thicker than a garden hose, it can carry 
8,000 phone calls at a time, compared with 
fewer than 1,000 for the two huge copper 
cables already in service. 


REPEATERS ARE THE HEART 


At the heart of this epoch-making Sys- 
tem, which was designed to last 25 years 
without a failure, are the repeaters. Spaced 
at 50- to 70-kilometer intervals, these in- 
credibly complex devices boost the signals 
across the thousands of miles. These re- 
peaters were manufactured by, among 
others, Fujitsu, one of the world's top com- 
puter and telecommunications manufac- 
turers, with projects completed in 100 
countries. Fujitsu is involved in projects like 
this all over the globe, helping create the 
communications infrastructure that's mak- 
ing it possible for people like Trip Strauss— 
wherever they are—to stay on top of the 
world. 





This OS-280M optical submarine branching unit 
is a prime example of Fujitsu's futuristic submarine 
cable technology. One of only a few such devices in 
the world, it comprises an optoelectronic switching 
system required for 3-way branching with a fully 
multiplexed capacity of 8,000 circuits. 
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The global computer & communications company. 


German bonds look attracti ve lo fore gn investors, 
for two reasons: The interest-rate differen 

of dollar investments has almost disappeared, ‘and 
DM | securities are — m the expectation of 
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the next few 
weeks also seems justified in view of the 
- fact that the Bundesbank had obviously 
“tightened its policy in anticipation of 
possible threats to price stability, so that 
.. there is no likelihood of additional key- 
_ rate increases in the near future. This 
. means that, at least for the time being, 
monetary policy will not act as a drag on 
the market, 

















Its new-found confidence is die shove aie 
all, to foreigners, who have been. piling. ^ 
into D-mark securities in the: past xc 
months with an enthusiasm not seen for. 

a long time. Having been net sellers of 
German bonds between mid-1987 and. ae 
spring 1989 to the tune of almost DME | 
billion, foreigners bave turned net buyers 
again, adding DM 25.1 billion worth of - 
German bonds to their portfolios. 
between April and October 1989. ‘The. 
return of foreign. investors. to the Gere 


-.|: The German bond market looks quite 
. Strong, not only quantitatively but also 
|. qualitatively, as there are no signs of a 
change in the present investor pattern, In 
early 1990, large amounts of money 
-from private households will become 
available for investment. Stage 3 of the 
. tax reform, which will bring tax relief for 
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Prickly victims 


N THE Sonoran desert, forests of sa- 

guaro cactuses march across the stony 
landscape like an invading army. That is 
their undoing. Gunslingers shoot them, 
often fatally, rustlers dig them up and sell 
them, and border guards are planning to 
impersonate them while lying in wait for 
drug smugglers from Mexico. 

The saguaro is the characteristic, ten- 
foot-high, branching cactus seen in west- 
erns. It is equipped to survive, for more 
than a century, searing heat, prolonged 
drought and, thanks to its prickles, the at- 
tentions of animals. But it is not faring so 
well at the hands of civilisation. New cities 
sprawl where tumbleweeds blew; their in- 
habitants covet cactuses for their gardens 
or greenhouses. The cactuses, which 
breed slowly, are disappearing. 

The federal government has made it a 
| felony to remove the plant from its desert 








Is there a man in there? i 


out of a cactus that it kills it. One day, 
however, the cactuses might shoot back. 
In Texas the National Guard proposed 


surroundings. This does not stop gun en- 
thusiasts shooting at them. Even a single “Project Cactus” last year to stop the flow 
bullet wound usually lets so much water of drugs into the country from Mexico. 


say, is not really speech at all. It is a tort: an 
injury, like a punch in the jaw. Moreover, 
says one scholar, the speech of “insiders” 
must be distinguished from that of “outsid- 
ers”. White males are “insiders” and should 
watch what they say. Blacks, women and ho- 
mosexuals are less restricted. 

This is a double standard, but justifiable 
in the view of many university adminis- 
trators. With or without the help of formal 
rules, they are on the alert for speech that 
might offend protected groups. Thus the 
editor of a Duke University magazine was re- 
cently forced to resign after the university 

esident objected to a story making fun of 
aining-hall workers, most of whom are 
black. At Harvard it was dining-hall workers 
themselves who were accused of racial insen- 
sitivity by the dean for minority affairs when 
they planned a "Back to the Fifties" party 
for students. Nostalgia for the segregated fif- 
ties, concluded the dean, sniffing racism. 

Teachers as well as students must weigh 
their words. At a recent forum at Harvard, a 
feminist scholar from Illinois charged teach- 
ers with being responsible for most of the 
discriminatory slurs on campus. Members of 
the Harvard faculty have spoken of the need 
for self-censorship, the need, as one profes- 
sor put it, to refrain from introducing any 
material "that might hurt a group". The 
free exploration of ideas is appropriate in 
the literary and artistic world, but not in ac- 
ademe, where teachers are supposed to be 
creating a better world, suggested another 
professor to much applause. 

Students all over the place have been 
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denouncing their teachers for their “offen- 
sive" ideas. Last autumn a black student at 
Tufts University in Massachusetts alleged in 
the campus newspaper that she had been 
humiliated by a professor's “racism and cal- 
lousness”. Among her charges: the profes- 
sor had recommended Elliott Liebow's “Tal- 
ly’s Corner", a standard work of urban 
anthropology; "legitimised" the prescient 
report by Senator Moynihan on black fam- 
ilies; and raised some questions about affir- 
mative action. 

Inevitably, teachers (white males in par- 
ticular) are succumbing to the temptation to 
avoid subjects that could elicit such an at- 
tack. After there were protests, the coun- 
try's leading demographer of race, Mr Reyn- 
olds Farley of the University of Michigan, 
abandoned a course on race relations. An 
objection by even one student can prompt a 
trial by campus newspaper. The accusation 
of racial or sexual insensitivity usually sticks. 





Republicans 


Rosy scenario 


UNDITS in the Republican party have 

become quietly excited by a distant pros- 
pect of electoral success. They have begun to 
detect that maybe, just maybe, President 
Bush could have a second term like Ronald 
Reagan's first—with a Republican Senate 
and a more conservative House of Represen- 
tatives. Democratic pundits do not necessar- 
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According to Lieutenant Colonel Ed 
Komandosky, the troops would wear cac- | 
tus costume and hide near drug-smuggling 
corridors, ready to call in federal agents to 


make arrests. The federal government has | 


yet to approve the money for the 
uniforms. 

Gardeners pose a further threat. The 
ecologically sound kind of garden to grow 
in the west nowadays has gravel and cac- 
tuses instead of thirsty lawns and shrubs. 
But because cactuses take so long to grow, 
people are tempted to go out and dig up 
full-grown ones. There is a legal trade in 
greenhouse-grown saguaros, worth sev- 
eral million dollars a year. But last month 
in Phoenix and Tucson a grand jury in- 
dicted 21 suspected cactus-rustlers. It was 
the culmination of a four-year undercover 
operation by agents from the Fish and 
Wildlife Service, who posed as plant bro- 
kers and traced the theft and sale of about 
150 saguaros, some fetching prices as high 
as $15,000, as well as thousands of other 
cactuses. Some of the plants went to Eu- 
rope and Japan. The penalty for cactus- 
rustling is stiff: a prison sentence of up to 


ten years and a fine of $250,000. 
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isagree. 
In the Senate the Democrats now out- 


number the Republicans by 55 to 45, which 
means that the Republicans have to capture 
five seats to take control (Vice-President 
Dan Quayle, as Senate president, would 
break a tie in his party's favour). Few are 
predicting that this will happen in this year's 
elections. Of the seats up for election, 18 are 
held by Republicans, 16 by Democrats. Yet 
pundits of all stripes are predicting that the 
Republicans could gain up to three seats. 
Among the Democrats running for re- 
election are a handful whose "numbers" 
(pundit-speak for the opinion-poll figures) 
suggest they are vulnerable. The Republi- 
cans have managed to recruit an un 
able class of candidates to challenge them. 
In Rhode Island, Illinois and lowa, the Dem- 
ocratic incumbents are struggling and the 
likely Republican challengers are already 


popular. Meanwhile vulnerable Republicans 


face divided or poorly organised oppositi 
The party's biggest i 


nerable, seats now belong to it. 
In 1992 Democrats will have to defend 


20 seats; Republicans just 14. Among the E 


Democrats who will be up for election are 
several who have been tainted by scandal (as 
have some Republicans) and others who 


may consider retiring. The Republicans | 


would need only to pick up two or three 


seats. Gaining control of the House, where — 


Democrats outnumber them by 257 to 175, 
would be a different matter. 
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drawback is that the — 
three open, and therefore automatically vul- — 









SAN FRANCISCO 


poue confidence in modern 
| bridges was shaken when a span of 
|| San Francisco's Bay Bridge broke during 
. last October's earthquake. The bridge is 
now solidly repaired, freshly painted, re- 
_ surfaced and, to judge by the traffic jams, 
public confidence is ebbing back. But 
. just to be sure—as protection against fu- 
| ture peril from an unkind providence— 
| the Bay Bridge now has a secret talisman: 
| its own troll. 
Welded on to the last section of steel 
|| added in the repairs, beneath the road- 
| way in a place where only maintenance 
|| workers and pigeons can see it, is an 18- 
4 Mn 
















. inch high, wrought-iron man-beast 
. horned head and webbed feet. Its (hi 
purpose, say the craftsmen who con- 
| trived it, is to ward off evil spirits and na- 
ture’s havoc. It is an artist's bid for safety 
_ in that mysterious realm that lies beyond 
engineering competence. 
ial California is not amused. 
|. "We cannot tolerate any suggestion that 
. our bridges need a mystical power to en- 
J sure ,” sniffed Mr Greg Bayol of 
the state's Department of Transport 















F requent-flier programmes 
! am " . 
Please extinguish 
all miles 

mas GTON, DC 

AIRLINES have in the past few weeks 
£ & started yet another round of new fre- 
quent-flier bonus schemes. Newspapers are 
full of one-free-flight-for-three advertise- 
ments. As with the frequent-flier pro- 
grammes themselves, this is much less gener- 
ous than it sounds. It could even sound the 
_deathknell of the whole boondoggle. 

. Since American Airlines first intro- 
E uw 
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(which only learnt of the troll’s existence 
from the newspapers), “as an artistic cre- 
ation: okay. As a talisman: no way.” 

The craftsmen say they stand in a 
long tradition. They point out that thir- 
teenth-century gargoyles were descended 
from the semi-mystical, semi-mocking 
carvings that medieval masons would 
tuck away in dark corners of cathedrals 
or monasteries. But it troubles Mr Alan 
Dundes, a professor of anthropology and 
folklore at the University of California at 
Berkeley, that the Bay Bridge’s surrep- 
titiously appended figure is being called a 
troll. In Scandinavian mythology, trolls 
were evil, or at least mischievous. Also, 
he says, they were short, hump-backed, 
pug-faced and (despite all that) generally 
ugly, so would be out of place on such an 
elegant bridge. Mr Dundes prefers to call 
the creature an amulet (something to 
ward off evil) or an apotrotaism, an an- 
cient Greek word for an amulet. 

Mr Michael Bondi, whose Oakland 
firm of blacksmiths wrought the troll, re- 
jects the charge that trolls are necessarily 
trouble-makers. Their troll is trying to be 
helpful: it holds a spanner as though 
tightening one of the bridge’s bolts. 
“Trolls don’t use wrenches,” scoffs Mr 
Dundes. Mr Bondi says they do. 

The word blacksmith hardly captures 
the essence of Mr Bondi’s profession. 
Until 15 years ago blacksmithing was a 
lost art in the United States; then people 
like Mr Bondi began to recreate the pro- 
fession. He is one of the directors of the 
Artist Blacksmith’s Association of North 
America, which now counts nearly 3,000 
members. He plans to offer trolls to 
other structures damaged by the earth- 
quake, and even to new high-rise office 
blocks. Meanwhile, troll T-shirts are sell- 
ing well in San Francisco. 








































duced a frequent-flier programme in 1981, 
all its main rivals have followed suit. Busi- 
nessmen’s wallets are weighed down by their 
membership cards. The airlines believed 
they had stumbled on a marvellous market- 
ing tool that built brand loyalty, kept out 
competition and helped to avoid unwanted 
price wars by making customers choose 
flights on other grounds than price—the 
costs are passed on to the business passen- 
ger's long-suffering employer. 

But nothing in life is free. The pro 
grammes' ability to enforce brand loyalty 
has probably diminished as people build up 
portfolios of miles on various airlines. Many 
airlines worry about their rapidly accumulat- 
ing liability, which accountants insist must 
















be treated as such, to dish out free tickets. 
Given that it takes about 40,000 miles to 
earn a free trip across the Atlantic, there are 
altogether enough outstanding miles to earn 
1,000 people a free trip to the sun and bac! 
The airlines’ response? Narrow and tighten 
the conditions on which free tickets are 
issued. 

Try cashing in your frequent-flier cou- 
pons for a ticket to Hawaii, for instance. 
You will quickly find that you have to travel 
on a Wednesday at midnight, book three 
months in advance, and only in the rainy 
season. When you decide to go anyway, you 
will be told that all nine seats for which you 
are eligible have already been booked. The 
new one-for-three tickets can be used only 
from September to December—excluding 
Thanksgiving. Airlines can manipulate mar- 
ginal seat prices and availability hour-by- 
hour to restrict frequent-fliers to flights that 
would otherwise be half empty. 

The programmes are equally unpopular 
with companies that are growing restive 
about staff getting the benefit of frequent- 
flier coupons when they did not pay for the 
original tickets. Some are hiring consulta: 
to help maximise frequent-flier claims 
present, fewer than a third of awards are ac- 
tually collected) and to encourage staff, per- 
haps by offering cash incentives, to use them 
for business, not personal travel. The Inter- 
nal Revenue Service is contemplating fol- 
lowing Canada's example. There, frequent- 
flier tickets earned from business travel are 
reckoned to be taxable income. And many 
airlines are cracking down on the illicit trade 
(through classified columns) in frequent- 
flier coupons, which are usually not transfer- 
able beyond immediate families and are sup- 
posed never to be bought and sold. 

Only with travellers are the programmes 
still popular. They discriminate against oc- 
casional customers, but then so do maga- 
zines when they offer discounts for subscrib- 
ers. Here is a better idea. How about an 
airline that offered an infrequent-liar pro- 
gramme: no false advertising, no small print, 
no unexplained delays? 
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Food labelling 


Caveat consumer 


N UNUSUAL negotiation is taking 
place in Washington. A charity, the 
American Heart Association, wants to label 
food so as to tell people whether it is good 
for their hearts. A government agency, the 
Food and Drug Administration, wants to 
stop it. The AHA plans to go ahead if it can- 
not resolve its differences with the FDA by 
the end of the month; the FDA plans to disci- 
pline any food manufacturers that carry the 
label. The Department of Agriculture has al- 
ready banned it from meat. 

Since 1985 food manufacturers have 
been allowed to claim just about anything 
for their products and a confusing cacoph- 
ony is the result. The most striking case is 
that of oat bran. A study done in the mid- 

180s found that eating oat bran seemed to 
uwer blood cholesterol a bit. Cereal manu- 
facturers spotted a bandwagon; farmers 
climbed on board; shoppers bought oat-la- 
belled packets as fast as they could be 
shipped; the price of oats soared. In 1989 
Quaker Oats was selling as many oats every 
month as it had sold in two years in the mid- 





From fishmonger to pastrami stand 


SEATTLE 


A TATTERDEMALION of craft 
shops, art galleries, restaurants and 
fish and vegetable stalls, Pike Place Mar- 
ket is regarded as the soul of Seattle. 
Founded in 1907, it faced urban re- 
newal—ie, demolition—in the 1960s, but 
was saved by a hard-fighting group of Se- 
attle preservationists. Since then the 
noisy, boisterous enclave has prospered 
and grown. 
| So it was with considerable shock that 
the people of Seattle recently learnt that 
the market did not actually belong to 
them. It turns out that the authority es- 
tablished by the city to run the maket af- 
ter its rescue had quietly sold much of it in 
the early 1980s to a group of New York 
investors. In return for $3m, paid in cash 
and used for repairs, the market authority 
gave up what it thought were primarily tax 
write-offs: investors get a 20% discount on 
their taxes when they buy historic prop- 
erty. It was assumed that the 30-odd inves- 
tors operating behind a corporation 
called the Urban Group would simply 
take their tax breaks and then get rid of 
the business before deferred mortgage 
payments become due in 1992 and 1994. 
Not so. At the end of last year two rep- 


resentatives of the Urban Group went to 
Seattle to inform the market authority 


THE ECONOMIST FEBRUARY 10 1990 


1980s. The claims made for oat products 
came as close as they dared to declaring it a 
magical preventer of heart disease. 

The bubble burst last month. A study 
concluded, after feeding 20 long-suffering 
people five oat-bran muffins a day for six 
weeks, that any good effects of oat bran 
could be achieved by all kinds of fibre. The 
oat industry is frantically pointing out the 
study's flaws but they will not be heard as 
the public takes home the simplistic mes- 
sage: oats are no longer good for you. 

He who lives by the sword . . . 

The FDA, supported by con- 
sumer groups, bossily wants to 
prevent the AHA's "Heartguide" 
campaign on the grounds that it fur- 
ther spreads this sort of oat-bran hyper- 
bole. It says that putting a seal of approval 
on margarine (because it has little choles- 
terol) will lead people to think they should 
eat margarine, rather than, say, cereals. To 
do so would be fattening and might increase 
their chance of cancer. The AHA says it is 
trying to impose some order on the conflict- 
ing claims and counter-claims made by man- 
ufacturers, since the FDA has neglected its 
own duty to do so. 

Certainly, the AHA's methods have 
raised some eyebrows. For a large fee (up to 


that profits were expected as well as tax 
breaks. Long-term investment had always 
been the goal, they said, and the investors 
were dissatisfied with their current return. 
Although the two did their best to appear 
harmlesss—wearing cable-knit fisher- 
men’s sweaters during interviews with the 





Seeing the New Yorkers off 
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$600,000), manufacturers can ask to have 
their products tested. The AHA then gives a 
product the seal if it is deemed to be rela- 
tively free of cholesterol, sodium, fat and sat- 
urated fat—though it will not reveal its pre- 
cise criteria for such a judgment until the 
whole project comes to an end. 
Nonetheless, the AHA is not out to make 
a profit. The fat fees will pay for an “educa- 
tion campaign” to consist mainly of ad- 
vertising and a telephone number printed 
on the label, which, if called, will be 
answered by a registered dietician 
happy to give more details about 
why the product is good for the 
heart. 
The charity’s motives are purer 
than the government’s. The FDA seems 
to have been got at by manufacturers who 
would prefer an indefinite wait for a govern- 
ment-run labelling scheme, and the freedom 
to mislead at least until then. Consumers 
stand a better chance of getting unbiased in- 
formation from the American Heart i 
ation than from manufacturers. For the gov- 
ernment to stand in the way of a well 
meaning charity with no axe to grind, but 
leave unregulated the hyperbole of manufac- 
turers, is plain hypocrisy. 
DENDUM. 


local media—they reminded anybody 
who cared to ask that their contract per- 
mitted them to seize control of the market 
under certain conditions. | 
This could mean higher rents. The Se- | 
attle Times has got hold of a prospectus | 
circulated by the Urban Group to banks | 
which suggested that rents would treble | 
by the end of the century. Anything like | 
that would drive out many of the small | 
shops that give the market its distinctive 
feel, a mixture of the flower-child stuff of 
the late 1960s plus the tough sales-con- 
sciousness of the 1980s. | 
Many people believe that the Urban | 
Group's claim that it had a long-term in- | 
terest in the market from the start is dis- 
ingenuous. The investors have received 
$8m-10m in tax breaks, but the tax-re- | 
form changes introduced in 1986 mean | 
that they are now not likely to get many 
more. The more profit the Urban Group 
can show for the market, the more they 
can borrow against it. 
Meetings of shopkeepers and residents 
asking “who sold the market?" havetaken | 
on a lynch-mob mentality—and some | 
market-authority officials have now ad- 
mitted to uneasiness, if not outright con- | 
fusion, over the papers they signed. The 
imbroglio shows how unwise it is to rely 
on the goodwill of an arms-length inves- | 
tor. Tax benefits, as Seattle is learning to | 
its chagrin, cannot be relied upon to last. | 
as stone and brick can. | 


| 
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The other crumbling empire 


I HAD to be Cartagena. Of all the ports of the Spanish Main 
in the age of buccaneers 300 years ago, none was more entic- 












































.| ing tothe rascals, pirates and vagabonds who traded contraband 

| than the walled city on Colombia's northern coast. Henry Mor- 
| gan, buccaneer-in-chief (and later a respectable vice-governor of 
Jamaica) was always off to carouse there. 

These unfortunate echoes of the past will no doubt be 
missed—or at least, not commented on—when President Bush 
meets the leaders of Colombia, Peru and Bolivia in Cartagena on 
February 15th to talk about drugs. Instead, optimists hope, the 
talk will be all of the future: of a new framework of co-operation 

the United States and the countries to its south. The 
|| summit will mark a new departure, but not, perhaps, the 
one that many in Washington have in mind. 

In a recent paper, Mr Mark Falcoff of the American Enter- 
|| Prise Institute claims that relations between the United States 

| and Latin America have never mattered less. For years, he ar- 
| gues, all countries on the continent shared a “common historical 
| iny and a certain com- 
| munity of interest". Now, he 
| says, "the question is when 
| to wledge what is im- 
| plicit in the day-to-day con- 
.. duct of policy—namely that 
| the two of the conti- 
|| nent have split and are drift- 
i ing apart." 

It is easy to see what he 
means. Take 1947 as the 
high-water mark of the con- 
| tinental hegemony of the 
| United States. That was the 
| time when Latin American 








when Walter Lippman wor- 

| ried that the Russians, with Eastern Europe not yet secure in its 

| grip, would be miffed by so shameless a display of the power of 

|| the United States. In that year 26.5% of United States exports, 
hy value, went to Latin American countries; those countries sup- 

_ plied the United States with 39.4% of its imports. 


. Times have 
Today the United States cannot count on Latin American sup- 
port in the United Nations, or anywhere else. Many Latin Amer- 
ican countries (not just those with avowedly left-wing govern- 
. ments such as Cuba and Nicaragua) spent the 1970s and 1980s 
effectively non-aligned. As for trade, by 1987 Latin America 
took just 12.496 of exports from the United States, and supplied 
| the colossus of the north with just 10.9% of its imports. 
Yet the figures conceal as much as they reveal. The great 
[ ine in the importance of intra-continental trade to the 
.. United States happened during the 1950s and 1960s, the years 
|| ofsupposed hegemony. Moreover, even today, the United States 
|| is the biggest single trading partner for Latin American coun- 
|| tries. Brazil sells three times as much to the United States, and 
| buys twice as much there, as it does in its next-biggest market. 
|| Even after a decade of trying to diversify its trade, Mexico still 
depends on the United States for about 7096 of both its imports 
and exports. 
So in economic terms, Latin America is hardly less impor- 
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tant to the United States than it was 20 years ago, and the 
United States remains vital to Latin America. Nonetheless, the 
relationship has changed, in two ways. First, it has been stripped 
of some recent ideological baggage. Ever since the Kennedy ad- 
ministration, but particularly in the Reagan years, American 
politicians have taken a muscular attitude to Latin America. The 
region was thought to be vital in the battle to contain and roll 
back a Russian threat. The contras had to be supported in Nica- 
ragua; the isolation of Cuba had to be maintained. It was Presi- 
dent Reagan himself who once claimed that the communists 
were just two days’ drive from Harlingen, Texas. 

Those days and that language are gone, notwithstanding the 
invasion of Panama. President Bush let the Organisation of 
American States have a peaceful go at getting rid of Mr Noriega 
before he invaded; he listened to Latin American leaders after it; 
and he has minimised the undoubted damage it did to his friend- 
ships with them. But the great change concerns Nicaragua. In 
the Reagan years the approach to the Nicaraguan elections on 
February 25th would have 
been punctuated by blood- 
curdling threats from Wash- 
ington. This year there has 
been hardly a peep. (Events 
in El Salvador, meanwhile, 
have been greeted with quiet 
embarrassment.) 

Mr Bush recognises, as 
his predecessor did not, that 
the contras simply are not 
worth spending his time and 
political capital on—which 
was why he moved so fast to 
compromise with Congress 






» — —— in step D Se | on p issue € his elec- 
| behin ee motions at "AW INVASION OF PANAMA AND A COLOMBIA BLOCKADE NOT EXACTLY BE THe Goop tion. Consequently, a pretty 
. the United Nations, and OLD DANS, BUT IT'S. SOMETHING, ’ n ean victory by the 


Sandinists of a pretty clean 
(by Latin American standards) election will not unduly alarm the 
administration. But this new, if silent, humility on Washington's 
part reflects a second change in the hemisphere's politics—the 
extent to which it is dominated by drugs. 

The crucial point about drugs diplomacy is this: it places the 
United States in the position of a supplicant. “The drugs prob- 
lem” is made in the United States; it is a failing of modern Amer- 
ican society. In these circumstances, and despite the bellicose 
yelps of those who would divert the armed forces from the Soviet 
threat to the narcotic one, America cannot plausibly threaten 
Latin America. The United States is asking for help with difficul- 
ties not in its back yard but in its living room. The State Depart- 
ment tacitly admitted this when, after the Colombians objected, 
it took the sting out of a recent plan from the Pentagon to station 
a naval squadron off the Colombian coast. 

Drugs will not dominate intra-continental relations for ever. 
But after once acting as a supplicant, the United States will find 
it difficult to reassert its hegemony—even if it would wish to. 
Instead, the United States may concentrate on crafting decent 
bilateral relations with those few Latin American countries with 
whose future its own is ineluctably bound up—meaning, above 
all, with Mexico. That, rather than a new continent-wide “part- 
nership”, is the truly optimistic vision of the future. But it will 





probably not become apparent for some years after the Carta- 
gena summit is over. 
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ADVERTISEMENT 
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145 and 
Can't 
Remember? 


A WELL-KNOWN publisher reports that 
there is a simple technique for acquiring a 
powerful memory which can pay you real 
dividends in both business and social adv- 
ancement. It works like magic to give you 
added poise, self-confidence and greater 
popularity. 

According to this publisher, many people 
do not realise how much they can intluence 
others simply by remembering accurately 
everything they see, hear or read. Whether 
in business, at social functions, or even in 

asual conversation with new acquaintances, 

uere are ways in which you can dominate 
each situation simply by your ability to 
remember. 


Full details of this interesting self-training 
method for developing skill in remembering 
have been printed in a fascinating book, 
“Adventures in Memory", which will be sent 
free on request. No obligation. Simply write 
to: Memory & Concentration Studies, 
(Dept. ECM10), Sussex Hse., 143 Long 
Acre, London WC2E 9AD. 


Planning for improved 
enterprise performance: Guide 


for managers and consultants 
by R. Abramson and W. Halset 


Designed to contribute to the upgrading of 
management consulting and training work in this 
area, this book provides practical information and 
guidance for individuals and organisations on new 
approaches to organisation development and 
performance improvement. 
ISBN 92-2-102082-7 


Case method in management 
development: Guide for effective 


USB by J. Reynolds 


A practical guide to the more effective use of the 
case method in the development of managerial 
skills. Based on wide experience with case 
teaching and case writing in industrialised and 
developing countries, this volume is intended for 
both universities with programmes in manage- 
ment or administration, and for management 
development institutions in the public and private 
sectors. 

ISBN 92-2-102363-X £11; US$17.50; SF25 


Access/MasterCard/Eurocard and Visa accepted. 
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£8.80; US$14; SF20 
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Just published! 


World Bank Atlas 1989 





This handy and inexpensive atlas has been completely updated 
to include the latest 1988 data for a wide range of economic and 
social indicators. Colourful and easy-to-read world maps, 


tables, and graphs highlight key 
development of 185 countries 
English, French and Spanish. 


relationships and trends in the 
and territories. Text is in 


This year's edition includes data on gg — gross national 


product, share of agriculture in 
capita, life expectancy, fertility, 


GDP, daily calorie supply per 
and school enrolment. Statis- 


tics are provided not only in absolute terms, but also as growth 


rates for 1973-88. 


Now in its twenty-second edition, the Atlas has become an 
international standard in statistical compilations. 


28 pages ISBN 0-8213-1354-1 £6. 


00 


Please mail to: THE ECONOMISTS’ BOOKSHOP, Clare Market, Portugal Street, London WC2A 2AB. 
Mark number of copies required beside each title above, complete details below and return ad as order form. 
porie E 2t dic ARdET — ———————— — 


Cost of books £ 
Postage: : 
(1 book £2.50 4 75p for each additional book) 
Registration (£1.55 if required) EB 


TOTAL £ : 
O | enclose my — payable to The 
op 





Economists’ Books 

O Please send me a proforma invoice 

O Please charge my Access/American 
Express/Visa card 
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ECONOMISTS' 





BOOK:SHOP 


FAX: 01-482-4873. 





Card number: 
Expiry date: 
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US customers may obtain in- 
formation on prices in US dol- 
lars and payment terms b 
contacting World Bank Publi- 
cations, PO Box 7247-8619, 
Philadelphia, PA 19170-8619, 
t or by calling 201-225- 
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" dynamics. 
9 How to find opportunities to 
performance. 


growth and acquisitions. 


London Business School). 


Tel: 01-323 442 


O Ledby Andrew Campbell, Direct 
^ Strategic Management Centre, 
. Walter Reid, Director of Management | 

Development Associates Ltd., (and formerly at 
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sulting 


DATES: 2-6 April 1990, 29 Oct-2 Nov 1990 
FEE: £1,950 + VAT includes 4 nigh 
s residential accommodation 
. VENUE: Regency Park Hotel, Newbury, Berks, UK 
. —— For further information please contact: 
Sally Yeung, Ashridge Strategic Management Cet 
uec 17 Portland Place, London W1N 3AF 


nts 






A 5-day programme to help senior executives 
improve the quality of t 
decision-making. 


© Covers the current tools and techniques of 
strategic analysis yet also focuses on how 

et made in reality: ——————— 
dance on designing successful 

aking processes. | 

fichael Goold and Andrew Campbell, 
ors of Ashridge Strategic Management 

Centre (formerly with Boston Con 

Group and McKinsey and Co). | — 

DATES: 4-8 June 1990, 15-19 October 1990 

FEE: £1,850 + VAT includes 4 nights 

residential accommodation 

VENUE: Ashridge Management College 

-. 7 Berkhamsted, Herts, UK 


FINAN 7m 


i association with MDA — 
An advanced 5-day programme, designed to help 


divisional directors sharpen their skills in strate 
financial analysis, including: 


gic 


© How to assess the attractiveness of an industry. 
75 How to evaluate competitive advantage. — 
_ € How to understand a company’s profit 


© How to increase share price through organic 


or of Ashridge 
and Professor 
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| The last date for receipt of c e 
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: Tenders will be opened in public at 12.0 D | 
‘March 1990, in the office of the General Manager at Project 
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Discerning visitors to New York select. B v : 
The Carlyle, one block from Central M 
Park, for its consistent excellence. 

The solicitous staff is ever eager to - — IS 
please. Each guest room has a Monitor MẸ uid 
TV, VCR and Stereo. USE 
A proud recipient of the Mobil Five-Star 
Award for 21 consecutive years. 











Member of The Sharp Group since 1967 


Madison Avenue at 76th Street 
New York 10021 . 
Cable The Carlyle New York 
Telex 620692 

Telephone 212-744-1600 

FAX 212-717-4682 























|. With part of the loan approved by the African Develópment 


Fund (ADF), the Agricultural Extension Project (AFMET), 


| . Lafole, Somalia, wishes to construct Extension Training Cen- 
tres (ETC), type "A" houses and ‘infrastructural work as 


additional facilities at regional centres, namely: Janale, 
Jowhar, Bonka and Yontoy as well as central workshop and 
recreational hall at Lafole (AFMET Headquarters) under inter- 
national Competitive Bidding (ICB). Md 


A A complete set of tender documents, together with specifica- 
tions, bills of quantities, drawings etc, can be obtained from 


the Director of General secretary (PMU) at Project Headquar- 


| | ters, Lafole, Somalia, against the cash payment of So. Sh. 


300,000 (three hundered thousand Somali shillings), during 


office hours. Further information, if any, will be provided at 


the Project Headquarters office at Lafole. 


Tenders are invited through filling out the bills of quantities 


in detail, giving units rates and totals in the forms of tender 
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| Laf e, or by post 


Somalia, is 12.00 noon. 
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Headquarters, Lafole. 
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Peace, says the president, 
but history may say no 


FROM OUR AFRICA CORRESPONDENT 


ONE year ago the brand-new 
leader of South Africa’s ruling 
National party was described 
as conservative, cautious, con- 
ciliatory at best. On February 
2nd he proved he has the guts 
to lead his people from the 
SF front. In his speech before the 
pening of Parliament, President F.W. de 
»lerk ended the 30-year ban on the African 
National Congress, the country’s most fam- 
ous black opposition movement. The Com- 
mumist party and the ANC’s smaller rival, the 
Pan-Africanist Congress (PAC), were 
unbanned too. In the streets around Parlia- 
ment, open-mouthed pedestrians stared at 
the headline on the afternoon newspaper. 
Small parties were held in Cape Town's 
stately squares. From a dais outside the old 
city hall, an elderly black man in a three- 
piece suit told his audience that the exiled 
leaders would soon be coming home. 

It is not clear how soon. Membership of 
the once-banned movements is no longer a 
crime, so some 77 prisoners will be coming 
out of jail. But Mr de Klerk has not forgiven 
other crimes such as bombing or arson, even 
if they were committed with political mo- 
tives. Exiles who have had a hand in the 
armed struggle are therefore uncertain of a 
~fe return. Others are muttering that they 

ill not leave exile without their military col- 
leagues. The PAC, for its part, says that Mr 
de Klerk has not conceded enough to per- 
suade its followers to go home. 

The president’s boldest stroke was to 
unban the black movements despite their 
continued commitment to violence. He also 
suspended the death penalty, abolished 
some restrictions on the press and all those 
on dozens of individuals and organisations 
whose politics had been considered trouble- 
some. Detention without trial is now limited 
to six months. But Mr de Klerk did not lift 
the state of emergency, or announce that 
the catch-all Internal Security Act would be 
repealed. His concessions therefore fall 
short of the preconditions for negotiation in 
the ANC’s Harare declaration of last year. 

During the years of exile, the ANC's 
main achievement has been to win the 
world's sympathy. To keep it, the movement 
will have to come up with some concessions 
to match Mr de Klerk's. With its president 
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in hospital, the congress seems incapable of 
deciding anything fast. After four days of 
talks at his bedside in Stockholm, its leaders 
announced that they would meet again in 
Lusaka the following week. 

Squeezed by journalists, senior figures 
have made comments that suggest divisions 
over how much to concede. Mr Walter 
Sisulu, the most prominent of seven ANC 
prisoners freed last October, said the orga- 
nisation would do all it could “to reduce vio- 
lence between all our people": a hint, per- 
haps, that he would like his colleagues to 
suspend their (nominal) armed struggle. Mr 
Pallo Jordan, the congress's information sec- 
retary, said it was not about to shift its head- 
quarters to South Africa, still less suspend 
violence. The armed struggle was originally 
adopted in response to the congress's ban- 
ning in 1960. Now Mr Chris Hani, com- 
mander of its army, says violence is neces- 
sary to match that of the state. 

The ANC's hesitation about returning 
home owes something to uncertainty about 
what it would do when it got there. Its senior 
exiles cannot assume that they would domi- 
nate black politics after they return. When 
SWAPO, the ANC's Namibian counterpart, 
went home last year, it quickly took over the 
leadership of the trade unions and internal 
opposition. But SWAPO's army had outdone 
its internal allies in discomfiting the state. In 
South Africa the reverse is true. In coming 
months the demonstrators in the townships 
may cheer the local men they know, rather 
than the strange refugees with fancy univer- 
sity degrees. 

Nobody yet knows whether the main 
battle for black leadership will take place 
within the congress or between the leaders 
of rival black movements. Now that the ANC 
is legal, prominent black leaders who share 
its ideals may decide to join it and bid for 
senior jobs. Already the Cape Youth Con- 
gress has affiliated itself to the ANC Youth 
League. More such organisations may fol 
low. The most influential of them is the 
United Democratic Front, which led the 
township rebellions of 1984-86. It says it will 
decide whether to disband and become part 
of the ANC at its congress in April. 

The key to black unity may be the re 
lease of Mr Nelson Mandela, whose name is 
synonymous with liberation to many blacks, 
and who is probably the one man capable of 
bringing most of the disparate groups to- 
gether. The government says it will release 
him as soon as possible and without condi- 
tions, which suggests that the release is be- 
ing held up by conditions from the prison- 
er's side. Mr Mandela's wife, who visited 
him last weekend, said afterwards that her 
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MR DE KLERK has invited 
his critics to “walk through 
the open door, take your 
place at the negotiating ta- 
ble". What is likely to be on 
that table? 

To begin at the begin- 
ning, a national register by 





— is, in the words of Daniel Malan, 
South Africa's first Nationalist prime 
minister, "the whole basis of apartheid”. 


| The P. Registration Act, by 
|| which all South Africans must have their 
|| race registered at birth, is now up for ne- 
|| gotiation. On February 6th Mr Gerrit 
| Viljoen, the minister in charge of con- 
|| stitutional affairs, said the “prescriptive 
. and racially defined description of 

— groups" was no longer acceptable. The al- 
|| ternative he has in mind is vague. His par- 
| ty’s five-year plan, published last June, 
| Proposes that the test for membership of a 
| group should be "personal choice" and 
E tance" 


. "accep 
| People defined by race can be told 


husband would not come out until the state 
of emergency is lifted. Other visitors, includ- 
ing the Rev Allan Boesak, suggest otherwise. 
__ The government insists that it will not 
talk only to the Anc. The Zulu Inkatha 
movement of Chief Mangosuthu Buthelezi 
will certainly get a seat at any negotiating ta- 
ble. But the government says the talks 
should also include the rulers of other 
‘homelands”, who enjoy almost no sup- 
port, and whom black activists scorn as 
sto oges of apartheid. 

. The biggest problem may be that the 
government and the ANC are still too far 
apart for negotiation to work. Mr de Klerk 
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| A dismantler's guide to apartheid 
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where they are not allowed to live and, as 
a corollary, which schools their children 
cannot go to. This is the job of the Group 
Areas Act, which segregates residential 
areas. The government has now promised 
to recognise the “grey areas”, such as the 
Hillbrow suburb of Johannesburg, where 
segregation has broken down in spite of 
apartheid law and doctrine. But Mr 
Viljoen says the law cannot be repealed 
until an "alternative arrangement to pro- 
tect community life" is agreed on. 

A fundamental target for black nation- 
alists is the Land Act of 1936, which lim- 
its black ownership of land to barely 1396 
of South Africa. It is the legal foundation 
on which grand apartheid, the division of 
South Africa into black “homelands” and 
a white fatherland, rests. That policy is al- 
ready in tatters. The notorious pass laws, 
which controlled black movement around 
the country, were abolished in 1986. The 
citizenship laws, which stole South Afri- 
can citizenship from millions of blacks by 
making them part of tribal homelands, 


has accepted that his opponents will not 
swallow a constitution that forces South Af- 
ricans to vote as members of their racial 
groups. But he still cherishes the idea that 
those who want to vote by group should be 
allowed to. The government therefore talks 
vaguely of a “non-group group”, to be 
joined by those who reject the idea of racial 
grouping. Blacks think that sounds more 
byzantine than apartheid. 

Mr de Klerk is in a hurry. The sooner 
the government can negotiate a new con- 
stitution, the more time it will have to per- 
suade whites to accept it before 1994, when 
a new election is due. Though difficult, the 
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the supposedly independent states of 
Transkei, Ciskei, BophuthaTswana and 
Venda is up for argumente 

The repeal of the Reservation of Sep- 
arate Amenities Act is promised in this 
parliamentary session. Much petty apart- 
heid has already gone. The last beaches 
were ted in time for Christmas. 
However, Mr Hernus Kriel, the minister 
for planning, says special provisions may 
be needed for “very sensitive situations” 
such as hospitals, camping sites and cara- 
van parks. To prevent overcrowding, ac- 
cess to amenities such as swimming pools 
may have to be limited to local residents 
only. With the Group Areas Act still on 
the statute books, that means continued 
segregation. 

Apartheid’s version of the Nuremberg 
race laws ended in 1985, with the repeal of 
the Immorality Act and the Prohi- 
bition of Mixed Marriages Act. How- 
ever, because of the Group Areas Act, 
mixed couples cannot live together le- 
gally. Repealing a state of mind can be as 
difficult as repealing a system of discrimi- 
natory laws. 






persuasion should be possible. In the elec- 
tion last September two in three whites 
voted for Mr de Klerk’s brand of reformism 
or for the party to his left. 

The remaining third of whites will not 
take Mr de Klerk’s changes lying down. In 
Parliament Mr Andries Treurnicht, the 
leader of the right-wing Conservative party, 
has denounced the president’s speech as 
revolutionary. The Conservatives are plan- 
ning a series of demonstrations. Mr Robert 
van Tonder, leader of the farther-right 


Boerestaat , has given warning of 
civil war. 
———————— Vil 
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It's lengths ahead 
in verification 

of 450,000 telebet 
account holders’ 
signatures. 


Constantly checking and confirming 
thousands of account holders signa- 
tures uses up valuable time and 
manpower. Especially when providing 
the fastest, most accurate customer 
services in your field is top priority. 

The Royal Hong Kong Jockey Club 
has found the answer — Wang 
Integrated Image Systems (WIIS). 

Their WIIS retrieves and confirms 
the original signature of any of the 
Clubs 450,000 telebet account holders 
in photo finish time. And it's integrated 
with their existing Ethernet network. 

To find out how Wang Integrated 
Image Systems can add competitive edge 
to vour company s document storage 
and retrieval procedures, contact your 
local Wang office today. 
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Going East. 
Staying Westin. 


‘The personal touch ol [he Westin Chosun. 
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ACCORDING to the carrot 
schdol of critics of South Af- 
rica, which includes Mrs Mar- 
garet Thatcher and President 
George Bush, Mr de Klerk has 
done just about enough to 
4 merit some token relaxation 

T of sanctions. The stick school, 
which includes the African National Con- 
gress, argues vehemently against taking off 
the pressure just when it is pushing South 
Africa towards reform. 

No such disagreements muddled the lift- 
ing of sanctions against Rhodesia in 1980. In 
that dispute a single event, the Lancaster 
House agreement, marked the ending of 
white rule. The ending of white rule in 
South Africa will be a slower, less precise af- 
fair, and stick-wielders are likely to disagree 
about the moment to soften their blows. 

Although sanctions have not yet had a 
big measurable impact on the South African 
ecónomy, the South African government no 
longer laughs them off. The sanctions that 
hurt fall into three main categories: trade 
bans, bans on direct investment and restric- 
tions on government lending. 

The most comprehensive trade bans are 
imposed by the Nordic states and by the 
third world, which claim (implausibly, in the 
case of many African countries) to sell virtu- 
ally nothing to South Africa. The big indus- 
trial countries prefer to confine their restric- 
tions to "strategic" items such as weapons, 
vehicles, computers or other goods that 
could be of use to South Africa's army or 
police. The United States refuses to buy 
South African iron and steel, coal, uranium, 
gold coins (Krugerrands), textiles, agricul- 
tural produce, and goods produced by 
parastatal companies. Most other big trad- 

rs, such as Britain, Belgium, Germany and 
-taly, ban imports of iron, steel and Kruger- 
rands only. 

Almost all OECD countries have im- 
posed the second kind of sanctions: restric- 
tions, voluntary or compulsory, on new di- 
rect investment in South Africa, though the 
determined investor can often find loop- 
holes. Thus the European Community al- 
lows enough new investment to maintain 
existing levels of business, and America 
smiles on investment that promotes black 
businesses. The Nordic countries ban port- 
folio investment and the reinvestment of 
profits, as do Australia and New Zealand. 
These countries, and America, either limit 
or do not allow double tax relief on profits 
earned in South Africa. 

Most OECD governments have stopped 
lending to South Africa, and several, includ- 
ing America but not Japan or the European 
Community, ban government-supported 
export credits. The Americans are among 
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The Mandel 





Nobody knows what Mr Nelson Mandela's negotiating strategy will be when he is 
released. Here is a clue from the cross-e 


Prosecution: Do you think that your people's democracy could be achieved by a 






process of gradual reform? 


wv 





“That is quite sufficient, let's accept it” and still demand that the franchise be ex- 
tended, but for the agreed period we should suspend civil disobedience . . . In that way 
we should eventually be able to get everything that we want . . . E 


cJ C al SA LT MS RS 
those who have banned private bank lend- 
ing, though in some cases loans to black 
business are allowed. 

When should all, or any, of these mea- 
sures be lifted? In Strasbourg last December 
the European Community promised to re- 
consider sanctions when it saw clear evi- 
dence of "profound and irreversible 
change”, but so far only Britain seems cer- 
tain that this condition has been met. It will 
say so when Community foreign ministers 
meet in Dublin on February 20th. Mr Bush 
may agree with Mrs Thatcher, but cannot 
lift sanctions until he talks Congress into 
thinking so too. 

It is not only foreign governments that 
Mr de Klerk needs to impress. A lot of the 
decisions that make South Africa feel lonely 
are the decisions of private people. The 
banks that stopped lending to South Africa 
in 1985 did so for sound economic reasons, 
not because their governments told them to. 


Similarly, the hundreds of companies that 


Ambushing the 
peace bus 


FROM OUR ISRAEL CORRESPONDENT 


HOCKED Israelis closed ranks on Feb- 

ruary 5th after nine tourists were killed 
and 19 injured by masked Arab gunmen, 
who attacked their Cairo-bound bus near 
the Suez Canal at the start of a holiday in 
Egypt. If the classic "terrorism" that once 
played such a prominent role in the Middle 
East conflict had appeared to be on the 


xamination at his trial 30 years ago 


Mandela: We demand universal adult franchise and we are prepared to exert CO- 
x === nomic pressure to attain our demands, and we will launch defiance cam- 
I]. paigns and stay-at-homes, either singly or together, until the government: 
—* should say, “Gentlemen, we cannot have this state of affairs, laws b "ing. 
defied and this whole situation created by stay-at-homes. Let's talk.” In 
my own view, I would say, “Yes, let us talk." And the government wot c 
say, "We think that the Europeans at present are not ready for a type o! 
government where there might be domination by non-Europeans. We 
think we should give you 60 seats—the African population to elect 60 Africans to 
represent them in Parliament. We will leave the matter over for five years and then 
review it." In my view that would be a victory, my lords. We would have taken a 
significant step towards the attainment of universal adult suffrage for Africans, and we 
would for five years say, “We will suspend civil disobedience” . . . At the end of the 
period if the government says, “We will give you again 40 more seats," I might say, 
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have disinvested have done so not because 
of government edicts but in response to thi 
clamour of consumers, shareholders c 
municipalities. 3 

A lot will never return, since they have 
sold their businesses to local shareholders, 
often establishing licensing agreements v vith 
the new owners. And even those arm's 
length relationships are becoming harder tc 
maintain. New York's new black mayor, Mt 
David Dinkins, wants to stop his city doing 
any business with companies that retain 


. South African links. 


If the world really wanted to help Mr c 
Klerk, it would restore South Africa's acces 
to IMF borrowing. That would help tide 
South Africa over its looming | 
allowing the economy to expand and cre 
more jobs for blacks. It might even encour 
age banks to resume their lending. But, pr 
cisely because this is one of the more effe 
tive of the sanctions in place, the West i 
unlikely give it up so early in the game. 
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wane in recent years, here was vicious a 
bloody proof that it was alive and kicking: 
and quick, as always, to act powerfully 
public opinion. 

Leaders of the Labour and Likud wing: 
of the coalition government united brie 
to condemn the outrage, which was 1 
ported in Israel under black banner newsp 
per headlines and with the massive med 
coverage reserved for great national disa 
ters. Most said they hoped that it would nc 
affect the future of the peace process. Some 
right-wingers said loudly that it should. | 

Prominent among these was the minis 
ter of industry, Mr Ariel Sharon of the 
Likud, who said that President Mubarak o! 
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Egypt had forfeited any role in attempts to 
resolve the Arab-Israeli conflict because of 
is support for the Palestine Liberation 
_ Organisation. Mr Sharon cast doubt on the 
sincerity of Egypt's commitment to peace 
with Israel. 
In the wake of the attack Mr Sharon 
agreed to postpone a long-awaited meeting 
of the Likud’s central committee, where he 


and his fellow hawks plan a full-scale assault 


on their party leader and prime minister, Mr 


Yitzhak Shamir. The session, now sched- 
uled for February 12th, will give them a 
chance to attack Mr Shamir’s plan to hold 
elections in the occupied West Bank, a plan 
which the prime minister was forced to qual- 
ify almost to the point of extinction last 
summer. Mr Sharon and his colleagues want 
to make clear that East Jerusalem—annexed 
by Israel in 1967—is to be excluded from 
any poll, and that there will be no hint of 
participation by the PLO. 
tever the outcome of the Likud ses- 
sion, the bus ambush has dented Israeli 
- readiness to believe in peace with Arabs and 
- made it harder for the politicians to make 
concessions. The identity of the attackers re- 
mains unclear: one claim of responsibility 
— was made by a previously unknown orga- 
nisation acting in defence of Egyptian politi- 
cal prisoners. But circumstantial evidence 
ests that Palestinians may have been in- 
volved. Israel's favourite culprit is the shad- 
owy Islamic Jihad, a militant Islamic group 
that has been active in the Gaza Strip. 

A PLO official in Cairo condemned the 
attack: Mr Arafat disavowed terrorism in 
1988, as part of the price for starting a dia- 
logue with the United States. But the inci- 
dent has proved an old point that too few 
Palestinians understand: nothing unites Is- 
raelis like terrorism. 





Nicaragua | 
Coming clean 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


ERHAPS it is not so hard after all to be 

a democrat in Central America. For al- 
most a decade Nicaragua's Sandinist rulers 
have been pressed by their foreign—notably 
North American—critics to let their people 
vote without Marxist arm-twisting. The 
squeeze has worked: the election on Febru- 
ary 25th will be watched by too many for- 
eign observers for much rigging to go unre- 
ported. But the United States may not fancy 
the winner. Time is running out for their 
favourites in the National Opposition 
Union (UNO). An opinion poll in January 
gave President Daniel Ortega 5196 and Mrs 
Violet Chamorro of UNO 2496. 

UNO has had an uphill fight. Its meetings 
have been harassed, its declarations played 
down in the official press. The Sandinist 
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propaganda machine has gleefully abused its 
opponents for getting their funds from the 
United States, although, of the $3.3m ap- 
proved for UNO by the United States Con- 
gress, only $200,000 has arrived. Delayed by 
dithering in Washington as well as by dilato- 
riness in Managua, the first cheque did not 
come through until the last week in January. 
It took an intervention by ex-President 
Jimmy Carter, who visited Nicaragua in Jan- 
uary, to unblock the money. 

Yet even the Sandinists' fiercest critics 
are impressed by the extent to which they 
are allowing foreign observers to study their 
election. The United Nations and the Orga- 
nisation of American States have had per- 
manent teams on the ground since Septem- 
ber. On the day itself there will be 200 
observers from the UN and 400 from the 
OAS, plus hundreds of others from foreign 
governments and unofficial bodies. More 
than three-quarters of all polling stations 
will be watched by at least one foreigner. If 
there is fraud, the world will know of it. 

The government has had its troubles, 
not least the almost total lack of imports and 
of a credible currency. (Inflation is said to 
have peaked at 40,00096 last year.) But the 
opposition has botched its chance. uNo's 
presidential candidate, Mrs Chamorro, had 
a fall in January which broke her right knee 
and put her in a Houston hospital for three 
weeks; she has since been campaigning from 
a wheelchair. Revered by her close support- 
ers, and protected from questions by cous- 
ins and nephews, she speaks, say some of 
those on her side, for the gentry. 

Mrs Chamorro has concentrated on the 
Sandinists’ economic incompetence. The 
rulers reply not so much with reasoned 
speeches as with music and dancing at their 
rallies. The people enjoy that. Six years after 
his first election, in a contest boycotted by 
the opposition parties, Mr Ortega has aban- 
doned his olive-green fatigues, and tight- 
ened both his jeans and his revolutionary 
sloganising. He aims to depict UNO as an 
arm of the contra fighters who still mount 
ambushes in the countryside. 


If d is the name 
of the game, the United States 
cannot grumble should it pro- 
duce an anti-American govern- 
ment. In some other parts of. 
the region tle Americans have 
little to complain of. In Hondu- 
ras on December 24th the elec- 
tion was reasonably fair, and 
the winner, Mr Rafael Callejas, 
isa friend of the United States. 
Costa Rica’s impeccable elec- 
tion on February 4th put Mr 
Rafael Angel Calderon in the 
presidency. He may prove eas- 
ier for the Americans to han- 
dle than the outgoing Mr Os- 
car Arias, whose passion for 
freedom was always tinged with 
disdain for the big country up north. 





Arms control 


onoopers' charter 


OREIGN ministers and officials from 

the 23 countries of NATO and the War- 
saw pact meet in Ottawa on February 12th 
at a conference to produce a treaty allowing 
reconnaissance aircraft of one alliance to fly 
over the territory of the other. If all goes 
well, a treaty will be signed at a second con- 
ference in Budapest in May. 

Overflying is supposed to build confi 
dence by allowing each side to check that 
the other is honouring its treaties. The idea 
got its first big boost in 1955 from President 
Eisenhower's "open skies" plan for the 
United States and the Soviet Union, but 
quickly went into abeyance. Since the Outer 
Space treaty of 1967, satellite overflights 
have become commonplace. But most satel- 
lites fly too high, and their orbit is too pre- 
dictable, for completely effective snoopin 
Aircraft can fly wherever they want, an 
swoop down under the clouds for a closer 
look at the ground. 

NATO's current proposal is that each of 
the 23 countries agrees to submit to a quota 
of flights, depending on its size. When coun- 
try A wanted to check on country B it would 
have to give 16 hours notice before sending 
an aircraft to a designated airfield in country 
B. There the crew would file a flight-plan 
showing its intended flight route (on which 
there should be no restrictions). Country B 
would have 24 hours to ensure that the air- 
craft was equipped only with approved spy- 
ing sensors, such as cameras, infra-red detec- 
tors and radar. Electronic eavesdropping 
devices will almost certainly be prohibited. 
Country B could also send an observer along 
for the flight if it wanted. 

Will the Warsaw pact agree? One advan- 
tage, from its point of view, is that an open- 
skies treaty would include the United States 
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large prizes compared to the limited 
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are in public each friday and are 
ipervised. by government officials. The re- 
»sults are published monthly in an official 
winning-list. 
The number and the amount of prizes is fixed 
before the commencement of the lottery. There- 


fore, all tickets are in the game and each has an 
equal chance or winni ng. All prizes: are paid-out 
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intrusive checking procedures set out in the 
present draft treaties on conventional forces 
in Europe. Another bonus, for all of the 
poorer signatories, is that spy aircraft are a 
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The sad Atlantics 


3 NE of the late Stan Rogers’s more poi- 
AJ gnant songs about Nova Scotia fisher- 
men is the lament of an old man of Make 
and Break Harbour: 

- It’s so hard not to think of before the big war 
— When went so cheap but so plenty. 

Foreign trawlers go by now with long seeing 


- Taking all where we seldom take any. 

^ That was written a dozen years ago. 
Now the worries of Canada's Atlantic prov- 
inces can no longer be blamed on foreign 
vessels with dragnets and sophisticated ra- 
. The Conservative prime minister, Mr 
Brian Mulroney, denies it, but the Liberal 
opposition insists that the present crisis in 
the four Atlantic provinces goes far beyond 
the fisheries gin that pe — been 
theit mainstay. Military are closing; 
and it looks as though the region will bear a 
disproportionate s of short-term pain 
from the present economic slowdown, and 
of the longer-term effects of the United 
Sta anada free-trade agreement. 

_ The four Atlantic provinces and their 
2.3m people are proud of their traditions 
and their many universities; they have given 
the nation four prime ministers. Some 
80,000 people make their living from fish- 
ing, on the boats or in processing plants. For 
Ne d fishing is not merely a liveli- 
hood but the main source of the province's 
culture, songs and jokes. 

. In 1977 Canada took over management 
of its 200-mile coastal zone. But it failed to 
stop overfishing. In a decade Canadian 
trawler landings of northern cod soared 
from 7,000 tonnes to 120,000, as skippers 
learned to cope more efficiently with pack- 
ice, and chased the cod north in the spawn- 

ng season. Meanwhile the restraint shown 
members of the Northwest Atlantic Fish- 
'ries Organisation cracked in 1986 when 
Spain and Portugal joined the European 
Community. These fishing nations blithely 
ignore the voluntary allocations and take 
four to five times their quota from the shal- 
low waters just nd Canadian limits. 

a Last October Mr John Crosbie, the 
xluff Newfoundland i 
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and Canada, which are exempt from other — 
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eat small nations will 
no longer have to depend on their friendly 
superpower for aerial spying: they will be 
able to try it out themselves. 


porarily simmered down. 

But the fall in stocks has forced the Ca- 
nadian government to cut its fishermen’s 
1990 quotas by enough to throw 3,000 New- 
foundlanders and Nova Scotians out of 
work. The federal government’s scientists 
say the government should have cut quotas 
far more deeply (and thereby destroyed an- 
other 4,600 jobs) if stocks are to revive. Mr 
Crosbie, whose own political survival is at 
stake, called their plan “demented”, Liberal 
senators promptly flew to Canso, the worst 
affected part of Nova Scotia, to stir up local 
resentment. 

The Liberals, in opposition in the fed- 
eral parliament, have never been stronger in 
the Atlantic provinces. In the 1988 federal 
elections Liberals won 20 out of 32 Atlantic 
seats: they control the provincial legislatures 
in New Brunswick, Newfoundland and 
Prince Edward Island. Mr Mulroney’s Con- 
servatives (whose only Atlantic stronghold 
is Scotia) are not minded to help 
them. In the budget last April their austerity 
measures included the closure of govern- 
ment military bases, and the phasing out 
over 15 years of 3,300 jobs. More than half 
of them were in Atlantic Canada. 

The town of Summerside in Prince Ed- 
ward Island will lose its squadrons of patrol 
aircraft, and it is reckoned that unemploy- 
ment will rise to 16%. In exchange, it was 
suggested that the federal government 
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island's celebrated potatoes. But when 
American and Canadian negotiators finish 
defining the terms of their free-trade deal, 
such help will probably be defined as an’ 
“unfair subsidy”. 

The bad news does not end there. In 
January the government decided to halve 
Canada's subsidy-devouring passenger rail 
service. Nova Scotia lost its main train (the 
“Newfie Bullet" ceased speeding several 
years ago). With rare exceptions, dreams of 
oil wealth remain shrouded in offshore 
mists. There are doubts whether a bridge 
and tunnel to join Prince Edward Island to 
the mainland will now be built. Everything 
is running short except hard-luck stories, in 
a region where incomes are only two-thirds 
the Canadian average. 

Individual Maritimers do not stay down 
for long. There are old stagers like Mr Harry 
Fraser, whose Potato Newsletter, eagerly 
read in Idaho and Minnesota, has ju — 
reached its 1,000th issue. The Ganong fan. 
ily of New Brunswick have sold chocolates 
for a century as far afield as Japan. Cape 
Breton's miners see a new market for coal in 
India’s steel mills. And at last the four once- 
rival provinces will be co-operating in a 
Conference of Atlantic Premiers to promote 
trade and industry. With cold winds blow- 
ing from Ottawa, the Atlantic four believe 
they are their own best friends. 
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The ice cracks 


FROM OUR MOSCOW CORRESPONDENT 


TY Y PERSUADING 99% of Communist- 
D party leaders to surrender their guaran- 
teed supremacy in the country, Mr Mikhail 
^. Sorbachev has won a great set-piece battle 
ith his conservative opponents and has 
formally opened the way to multi-party de- 
mocracy (which is happening informally 
anyway). And by persuading them to vote to 
change the highest party institutions, he has 
opened the way both for a wider range of 
opinions: within the party and for a new 
batch of leaders who are more likely to do 
what he wants. 7 l 
But whether these momentous changes 


e will do what Mr Gorbachev wants them to 


do—that is, save the party from the fate that 
‘has overwhelmed its counterparts in Eastern 
‘Europe—is another matter. The worry 
‘stems partly from the uncertainties of elec- 
tions, which are due to be held all over the 
- Soviet Union during the next few weeks, 
. and whose outcome will crucially affect the 
“pat so stems from the wrenching bat- 
. «eth lace at the meeting of the Cen- 
tral Committee on February 5th-7th. 
-That the meeting was a wrench is hardly 



















a surprise. It was not the reforms themselves 
that were in dispute. These would give the 





favour. 
The main issue was a more general one: 
the condition of the country. Over the past 
few months the economy has deteriorated 
alarmingly, with consumer shortages getting 
ever worse and basic industries like the rail- 
ways and steel seizing up for lack of essential 


supplies. At the same time the de 


own party, the civil war betwee 


- Democratic Platform. This could be 






the Lithuanian Communists to set 


and Azerbaijan and Azerbaija 
secession from the Union have a 
the conservatives’ criticism that 
chev is failing to prevent, in. 
are threatening our society with ch 
More specifically, the meeting 
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. Hence their .ferocious attacks - 

perestroika as a whole and-on Mr Gor 
chev personally. The fiercest came from M 
Vladimir Brovikov, who is. ambassador | 
Poland and therefore in a good positio 
see how far arid fast change can go. . 


isciplin 
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January, 162 of these groups fo 








ginning of a social-democratic party. 
Mr Gorbachev hopes to keep the 
together by allowing some plurality o 
ion. Instead of Lenin's formula of “ 
cratic centralism "—-in effect, suppress 
dissent—his more federal structur 
allow some difference of views. In the 
cumstances this seems like a formule 
splitting the party anyway. . 
Would that undermine Mr Gorbac 
Even though none of his oppone 
sacked from the Politburo, as some p 
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had predicted, his position within the party 
. is now dominant. A direct election to the 
new post of party chairman, perhaps by all 
19m or so party members, would make it un- 
assailable (at the moment, the general secre- 
tary is chosen by the Central Committee). 
But unassailable or not, he could not escape 
the consequences of the party falling apart 
amid electoral defeat: the captain goes down 
with his ship. 

.. Unless he jumps ship beforehand. AL 
, he is chairman of the parliament. 
And, on the eve of this week's meeting, 
Pravda (edited by Mr Gorbachev's friend 
Mr Ivan Frolov) carried, by the merest 
chance, a long discussion about the role of 
presidencies round the world. At the ple- 
num itself, Mr Gorbachev proposed, and 
apparently won support for, a strong execu- 
tive presidency. That would give awesome 
_ power to a man who has forced junior com- 
munists to face electoral tests but has so far 
avoided such a test himself. The late Andrei 


Sakharov would not have approved. 


wi" 


— ——— 


E EFFECT the Soviet Union already 
A has a multi-party system, says the prime 
minister, Mr Nikolai Ryzhkov. "At a cer- 
. tain stage" in the future new political par- 
. ties may be formed, says Mr Mikhail Gor- 
. bachev. A huge amount of work lies 
| ahead to dismantle the Communists’ mo- 
| nopoly of power, say the most radical re- 
( _ formers. You are entitled to feel confused. 
|| The Soviet Union is clearly on the road 
] towards multi-party politics, but how far 
|| has it got and how far must it still travel? 
| Mr Ryzhkov is right: pluralism already 
. exists. The Communists face formidable 
. opposition from the nationalist Popular 
Fronts; their relative strength is about to 
| be tested in republican elections across 
| the country. Lithuania, whose parliament 
| already approved a multi-party sys- 
|| tem, has four serious non-communist par- 
ties; elsewhere opposition groups have 
I| o sprouting, as Russians say, like 
^m 
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ooms after a rainstorm. The Com- 
. munist party itself has fledgling factions. 
| Yet this is still only pluralism in em- 
|| bryo. The Popular Fronts may command 
. more authority than the Communists in 
. some republics, but when in Azerbaijan 
. the nationalists seemed set overtly to seize 
. power, in came the army to restore Com- 
|] munist rule. It is still illegal (at least out- 
| side Lithuania) to form new political par- 
| ties: opposition candidates stand as 
| individuals "endorsed" by the local na- 
tionalist or other alternative group. 

So the radicals who stress the big 
changes still needed are also right. Among 
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Taking turns 


667 T^ HE lady's not for turning,” runs Mrs 

Margaret Thatcher’s motto. Her 
hero, Mr Mikhail Gorbachev, is by contrast 
fast becoming master of the U-turn. 

The Russians have always been uncom- 
fortable at the thought of a united Ger- 
many. They were visibly unhappy at the sud- 
den opening of the Berlin Wall last 
November. The next month, as East Ger- 
mans were still leaving for the West, Mr 
Gorbachev told his Central Committee: 


We firmly declare that we will see to it that no 
harm comes to the GDR. It is our strategic ally 
and a member of the Warsaw Treaty. lt is neces- 
sary to proceed from postwar realities—the ex- 
istence of two sovereign German states, both 
members of the United Nations. Departure 
from this threatens destabilisation in Europe. 


Which is why jaws dropped late last month 
when, in an off-the-cuff remark to reporters 


| The hard but maybe not-so-long road to democracy 


the main steps are: 

@ Abolition by the Soviet parliament of 
Article Six of the constitution, which 
guarantees the Communists' role as the 
country's "leading force". But this con- 
stitutional guarantee was introduced only 





in 1977; the party had been just as much 
the "leading force" without it. So other 
reforms are needed, including 

@ The legal right to form parties, without 
the constraint hinted at by Mr Gorbachev 
this week that they be committed to th 
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before a meeting with Mr Hans Modrow, 
the embattled prime minister of East Ger- 
many, Mr Gorbachev reversed himself. Ger- 
man unity "will never be placed in doubt by 
anyone,” said the former chief doubter. 

Earlier last month Mr Gorbachev went 
on what was assumed to be a fault-finding 
mission to Lithuania. The local Commu- 
nists had voted to sever party ties with Mos- 
cow and local nationalists were campaigning 
for secession. Mr Gorbachev had argued all 

year for “a strong federation and strong 
republics". Yet during last month's visit he 
declared that all republics had the right of 
self-determination under the constitution, 
"right up to secession”. Which, theoreti- 
cally, they do. But he went on to say that 
new laws allowing them to exercise that 
right were even now being drafted. 

Then came this week's dramatic propos- 
als to drop the legal guarantee of the Com- 
munist party's leading role and allow com- 
petition from other parties. Over a year ag 
Mr Gorbachev tersely dismissed the idea c 
multi-party politics in the Soviet Union as 
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Soviet “social system”. The existing elec- 
tion system would still discriminate 
against non-communist parties, so 
introduce 

€ A new national election law, ending the 
blocks of seats set aside for the Commu- 
nist party and organisations (such as the 
trade unions) it dominates. Even if non- 
communists won control of parliament, 
they would not, as the Poles have discov- 
ered, control the country without 

€ An end to the nomenklatura system, 
which gives faithful Communists the most 
important jobs: in industry, universities, 
the media, the security services. Removal 
of Communist appointees would have to 
be accompanied by 

@ Removal of some of the institutions 
through which the Communists exercise 
power (notably the party cells in factories, 
and the party-run militias); the bringing 
of others (notably the kGB) under greater 
political control; and an end to party con- 
trol of press and television. To make the 
Communists ordinary citizens just like 
any others there would also have to be 

€ Withdrawal of party privileges, espe- 
cially priority access to scarce goods and 
services, and some redistribution of the 
party s vast assets. 

This is quite a list. Some parts of the 
country, such as the Baltic republics, will 
move faster towards fully-developed plu- 
ralism than others. The pace of change in. | 
Eastern Europe took everyone by sur- 
prise. The Soviet Union could provide 
some surprises, too. 


"rubbish", and even last September he was 
sternly telling Ukrainian Communists that 
“The idea of taking political leadership away 
from the party and denying it involvement 
in state and practically all other public af- 
fairs is being palmed off on us." Now look 
who is playing chief palmist. 

Like any politician, of course, Mr Gor- 
bachev says different things to different au- 
diences, and like any master tactician he has 
a keen sense of how adventurous he can af- 
ford to be at any given time. But unlike his 
predecessors, from the infamous "period of 
stagnation”, he has also shown a remark- 
able ability to learn on the job. That is a use- 
ful talent. It may come in more useful yet. 
Back in 1988 he told the praesidium of the 
old Soviet parliament that “The attempt to 
restore private property means to move 
backwards, and it is a deeply erroneous deci- 
sion." In other words, there's hope for the 
Soviet economy yet. 





The Germanies 


Apocalypse soon 


FROM OUR BONN CORRESPONDENT 


HE COLLAPSE of East Germany is 

happening so fast that the timetable for 
its takeover by West Germany is having to 
be shortened dramatically. That is why the 
West German chancellor, Mr Helmut Kohl, 
has arranged an emergency meeting in Mos- 
cow with Mr Mikhail Gorbachev for Febru- 
ary 10th. It also explains why Mr Kohl is 
pressing for quick monetary union between 
the two German states. In this, he is taking a 
dangerous gamble. His scheme may save 
East Germany from economic breakdown. 
But it could well boost fears of higher taxes 
and inflation in West Germany, where a 
general election is due in December. 

In principle, Mr Kohl would have pre- 
„tred to have gone along with a three-stage 
plan to achieve GEMU (German Economic 
and Monetary Union) drawn up by his eco- 
nomics minister, Mr Helmut Haussmann. 
According to that scheme, the D-mark 


would become the common currency of 


both Germanies from the end of 1992, after 
sweeping economic reforms in the East. 
Even that schedule would have seemed over- 
ambitious a few weeks ago. But like most 
plans concocted in Bonn these hectic days, 
including Mr Kohl's ten-point programme 
for German unity presented in November, it 
has been overtaken by events. 

After the euphoria over the breaching 
of the Berlin Wall three months ago, the 
mood in East Germany has turned gloomy 
and is getting gloomier. Most East Germans 
have now made visits west and realise how 
far living standards at home lag behind; 
many conclude it will take too long to catch 
up, even with a reformist government in 
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place after the country's first free election 
on March 18th. Result: well over 2,000 peo- 
ple daily are now leaving for good and mil- 
lions more are said to be pondering with 
bags packed. Mr Kohl believes that without 
a quick psychological boost this stream will 
turn to an unmanageable flood. 

Hence his monetary-union idea, ap- 
proved by the cabinet on February 7th and 
due to be discussed with the East German 
prime minister, Mr Hans Modrow (who has 
proposed something similar), on February 
13th and 14th in Bonn. If implemented, 
East Germans may be using hard D-marks 
instead of their own funny-money Ostmark 
by the end of this year, two years earlier than 
under the Haussmann scheme. 

Lots of experts, including those at the 
West German Bundesbank, do not believe 
this timetable can be met. They argue that 
East Germany first has to push through re- 
forms like cutting huge state subsidies, in- 
troducing a banking system and capital mar- 
ket and making the Ostmark convertible by 
stages. Even assuming much of this could be 
under way within months, technical prob- 
lems abound. How, for example, would the 
Bundesbank mop up East Germany's 170 
billion Ostmarks and issue D-marks (at what 
rate?) in exchange without swelling West 
Germany's money supply and inflation? 
One consequence could be higher West 
German interest rates in turn pushing up 
rates elsewhere in Europe. 

There are also at least three wider impli- 
cations that have not been properly thought 
through so far. First, German monetary 
union implies that East Germany would 
have to cede its monetary sovereignty to the 
Bundesbank, and so would lose a big chunk 
of its political sovereignty too. That in turn 
means that the decisive step to a united Ger- 
many may now be imminent. Ms Christa 
Luft, the East German economics minister, 
has urged that monetary union must not go 
ahead without a referendum. But events 
may be moving too fast. 

Second, the prospect of getting D-marks 
will not for long be enough to keep East 
Germans at home. Why should they put up 
with low wages, even paid in D-marks, when 
they can move across the open border and 
earn far more in the West? They are likely to 
go all the quicker when state subsidies really 
are cut and prices soar—unless massive aid 
is made available. 

That is bound to mean bigger bills for 
the government in Bonn, irrespective of 
how fast formal German unity comes. A 
supplementary budget, due to be approved 
on February 14th, gives a mild foretaste. 
From total spending of DM8.1 billion (or 
$4.9 billion, more than double the sum ex- 
pected only weeks ago), DM6.3 billion is 
earmarked for East Germany and DMI bil- 
lion for other East European countries. 

With the general election coming up, 
the government plans to finance most of 





Your money or your strife 


this by borrowing. But in future years it will 
hardly be able to avoid raising taxes 
chopping other spending, with the defence 


budget a likely target. Once a market econ- | 


omy in East Germany is in place, many pun- 
dits believe that private capital will flow in 


and produce a new “economic miracle". But - 


it will not happen without a squeeze on 
West German taxpayers first. That point 
has not yet fully hit home but it soon will. 
Lastly, there are growing doubts about 
whether West Germany will be able to press 
on with (West) European Economic 
Monetary Union while it is busy trying to 
make German unity work. People in Brus- 
sels are making brave noises about GEMU set- 
ting a fine precedent for EMU. But in West 
Germany experts wonder whether the plan 
for a European central bank with the ecu as 
a common currency will still seem attractive 
in Bonn (or Berlin, the probable future capi- 
tal) once the D-mark has become the cur- 
rency of a united Germany and is playing a 
growing role in Eastern Europe. Mr Kohl 


would surely have liked more time to ponder 


all this, but 16m impatient East 
are making sure he does not get it. 





The EC and East Germany 


Growing pains 


FROM OUR BRUSSELS CORRESPONDENT 


HE chances are that, sooner rather than 
later, East Germany will become part of 
an enlarged Federal Republic and de facto 
inside the European Community. The pros- 
pect has got the keenest legal minds in Brus- 
sels reaching for their copies of the Rome 
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Global warming in Davos 





FROM OUR SPECIAL CORRESPONDENT AMONG THE GREAT AND THE GOOD 


paa was in short supply in Davos for 
its annual mega-meeting, but the lead- 
ers of a changing Europe fell upon the 
Swiss resort in drifts. The impresario of 
the World Economic Forum, Mr Klaus 
Schwab, generally manages to stage some 
modest drama of diplomacy. This year he 
outdid himself. Sheer numbers of states- 
men begat still more statesmen, until at 
one moment during the Davos weekend 
there were 70 ministers, prime ministers 
and heads of state among the delegates at 
the bunker-like conference centre. 

The meeting became a celebration of 
the great events in Eastern Europe. Dele- 
gates wandered dazed from one packed 
conference room to the next comparing 
notes on the words of this Czechoslovak 
minister, that East German mayor, those 
EC commissioners, Soviet deputies, the 
West German economics minister, not to 
mention the heads of the World Bank, the 
GATT, Singapore. 

These celebrity-diversions culminated 
in an impressive performance by the West 
German chancellor, Mr Helmut Kohl, 
and the lining-up on one rostrum to dis- 
cuss their future of much of the transi- 
tional communist (or ex-communist) lead- 
ership of Eastern Europe: Mr Hans 
Modrow, the prime minister of East Ger- 
many; Mr Marian Calfa, the prime minis- 
ter of Czechoslovakia; Mr Andrei 
Lukanov, the new prime minister of Bul- 
garia; Mr Peter Medgyessy, deputy prime 
minister of Hungary; and President 
Wojciech Jaruzelski of Poland, with Mr 
Gianni De Michelis, the Italian foreign 
minister, and Mr Franz Vranitzky, the 
chancellor of Austria, to keep them 


Treaty. But existing Community law 
is of limited help. It sets out how sov- 
ereign states can join. The enlarge- 
ment of an existing member is not 
foreseen in the rule book. The pro- 
cess is likely to be messy. 

The first thing to decide is 
whether East German entry requires 
a revision of the Rome Treaty. Sim- 
ple, you might think: as part of the 
Federal Republic, it would automati- 
cally be part of the Community. Not 
so simple, say some jurists in Brussels. 
To be sure, it could become part of 
the Community overnight. But only 
if it also overnight accepted the full 
force of Community rules: openness 
to the blast of competition in goods 
and services from anywhere in the EC. 
Anything short of that—in effect, 
putting a protective fence round this 
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Hot air and high-fliers 


company. 

The Economist's delegate left Davos 
with three main impressions: 

1. The start of the decade of Ger- 
many. Mr Schwab, as impresario, gave 
his opening address in German and not, 
as usual, in determinedly international 
English. Mr Kohl said he had no doubt 
that East Germans would vote to create 
one Germany. He “strongly rejected” the 
idea of German neutrality and envisaged 
negotiations leading to a future European 
security structure involving a “significant 
security role for America on our conti- 
nent". The panel of East European lead- 
ers endorsed German unification, given 
immovable existing frontiers and proper 





Hello, can I have a steel quota? 


guarantees of their security. Mr Edzard 
Reuter, the chairman of the West German 
industrial flagship, Daimler-Benz, urged 
western businessmen to invest in Eastern 
Europe, predicting a boom similar to that 
fuelled by West Germany's Wirtschafts- 
wunder. 

2. The critical condition of the Soviet 
Union. Mr Leonid Abalkin, a deputy So- 
viet prime minister who has tried to pro- 
mote bold economic reform, asserted that 
food and houses were now central to the 
evolution of Russian politics. Mr Nikolai 
Shmelev, a radical reformer and member 
of the Soviet parliament, spoke bleakly of 
the outlook for the Soviet economy. He 
feared it could not cope with a free-market 
system. Strung between a demoralised 
command economy and a non-function- 
ing market one, Russia was heading, he 
said, for “100% rationing of everything— 
a labour-camp economy”. 

3. The marginalisation of Britain. 
There was a strong sense at Davos of the 
centre of gravity of Europe moving east, of 
the European Community becoming the 
foundation of a larger one embracing East 
and West. With roughly 90 delegates out 
of 1,300, Britons seemed thin on the 
ground at such a powerful gathering, and 
its government weakly represented. Mr 
Kohl’s speech made much of West Ger- 
many's relationship with France and its 
loyalty to America, but did not mention 
Britain once. When during questions the 
chancellor. drew special attention to the 
presence of Mr Edward Heath, as an ex- 
ample of a pro-Ec British Conservative, 
the hall broke out in applause. Mrs 
Thatcher had the vision to point out, in 
her Bruges speech in 1988, that Europe 
stretched east beyond the EC, but her gov- 
ernment is not perceived as having a lead- 
ing role in constructing it. 


devastated economy— might require 
a treaty amendment. 

The trouble with a treaty amend- 
ment is that it would take time to ne- 
gotiate (with each EC member having 
a right of veto). But the Germans— 
partly through the force of events, 
partly through the mood of the peo- 
ple—are impatient. They will want to 
avoid long pre-entry talks. 

Even without a treaty change, 
there will be tough bargaining over 
the entry terms, not least over the bill 
for aiding an economically depressed 
region: how much will the (West) 
Germans themselves agree to pay, 
how much will come from the Ec bud- 
get? Germany would presumably lay 
claim to large dollops of EC aid from 
the regional fund, the social fund, the 
European Investment Bank and the 
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Coal and Steel Community. It would want 
the Ec’s lucrative guaranteed prices for East 
German farmers, though quotas for milk 
production would have to be negotiated. It 
‘would ask for a grace period to bring East 
Germany’s appalling environmental stan- 
dards up to Community level. It would also 
have to accept restrictions on East Germa- 
ny's st ing capacity and pledge to in- 
troduce a value-added tax system. 

In addition, temporary arrangements 
would be needed to phase out state subsidies 
to inefficient East German industries. Here 
the treaty (Article 92) is of some assistance. 
Although trade-distorting aids are banned, 
several exceptions are made. East Germany 
should easily get one. 

The negotiation of all this would lead to 
bitter rows. The main beneficiaries of EC 
handouts would not want to see aid other- 
wise earmarked for them going to Germany. 
They and the other members would also 
-ght any concessions on state aid or envi- 
.9nmental standards they consider exces- 
sive. But at least the process of integrating 
East Germany would not be held up during 
the fighting, as would happen if treaty 
amendments had to be haggled over before 
East Germany came in. 

Some changes, however, would have to 
wait for a treaty change. A bigger Germany 
would normally obtain greater representa- 
tion in Community institutions, but this 
could happen only through treaty changes. 
West Germany has the same level of repre- 
sentation in the decision-taking Council of 
Ministers (ten votes) as Italy, Britain and 
France. It also has the same number of Euro- 
MPs (81) and commissioners (two). 

With the addition of East Germany, the 
number of commissioners would not 
change, but Germany would be entitled to 
15 or so new Euro-wPs. Few of the other 
Community countries would object to the 
extra seats in the European Parliament. But 

give Germany more votes in the council, 
say, 12 instead of ten, could represent for 
some an unwelcome (and unnecessary) 
institutionalisation of united Germany's 
new clout. By avoiding treaty reform, this 
problem could be put to one side— perhaps 
until the Community's forthcoming inter- 
governmental conference on monetary (and 
other?) reforms. 





Germany and NATO 


Who laughs last? 


FROM OUR SPECIAL CORRESPONDENT MUNICH 


F YOU wanted a snapshot of a Germany 


suspended between the passionate expec- 
tation of unity and a sudden temptation to 
neutrality, you should have been at last 
weekend's Wehrkunde meeting in Munich. 
The Wehrkunde gathering is an annual as- 
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Quick, find an enemy 


sembly of the western world's top defence 
people—the defence ministers of NATO, a 
variety of senior officials who deal with secu- 
rity, and the usual penumbra of advisers, 
academics and journalists. The main issue 
on February 3rd and 4th was inevitably 
whether the collapse of East European com- 
munism, and the increasingly imminent 
prospect of German unification, will pull 
Germany out of the Atlantic alliance, and 
send the American army home to America. 
- [t began with a degree of harmony that 
produced audible suspicion. The Americans 
said their country wanted to stay in Europe, 
and to keep NATO alive. The West German 
defence minister, Mr Gerhard Stoltenberg, 
declared that "the security of Europe cannot 
be guaranteed without North America." 
The British, by and large, agreed, though a 
senior British officer correctly said that 
NATO's politicians had better hurry up and 
tell its soldiers exactly what they were ex- 
pected to do after the collapse of the War- 
saw pact, and how many men they would be 
given to do it with. The French stayed silent. 
The suspect harmony began to break up 
on Saturday afternoon. One of the most 
calmly intelligent members of West Germa- 
ny's Social Democratic party, Mr Karsten 
Voigt, had prepared a paper for the meeting 
which managed to paper over his party's 
large cracks. The western alliance was still 
needed, he had written: "Only when the se- 
curity of the western states can be guaran- 
teed in a peaceful European order without 
NATO will NATO... become superfluous.” 
When Mr Voigt actually came to that part of 
his speech, however, he omitted that sen- 
tence, and talked much more about his 
hopes of building a new European system 
that would make old alliances unnecessary. 
The careful balance of his paper had tilted. 
Another Social Democrat, Mr Egon 
Bahr, is a d'Artagnan of the defence debate: 
when he sees a gap, his rapier leaps. NATO, 
he argued, was the result of the 1945 divi- 





sion of Europe; everybody wants to end that 
division, and indeed it is to some extent al- 
ready ended; so one cannot say "NATO über 
alles". Somebody else had noted that at the 
moment most East Germans seem to prefer 
neutrality to joining NATO. Mr Bahr con- 
cluded that East Germany's voice in this 
matter should be equal to West Germany's, 
though the latter has nearly four times as 
many people. The Social Democrats' tilt 
away from NATO had grown sharper. 

The West German government is still, 
apparently, solid for the alliance. The chan- 
cellor, Mr Helmut Kohl, has just said he will 
have no part in its dissolution. His foreign 
minister, Mr Hans-Dietrich Genscher, is 
now avoiding the temptation of sounding 
neutralish. In a meeting on February 2nd 
with the American secretary of state, Mr 
James Baker, he said that NATO should con- 
tinue, though it should not expand its oper- 
ations into what is now East Germany. (At 
the Wehrkunde meeting a Norwegian help- 
fully pointed out that in his country non- 
Norwegian NATO troops do not operate 
right up to the Soviet border.) Mr Baker 
seemed to go along with this. 

Will. Mr Genscher stand firm, and will 
the Social Democrats continue to bend un- 
der pressure from the Russians? After his re- 
cent meeting with Mr Mikhail Gorbachev 
the current East German prime minister, 
Mr Hans Modrow, called for the departure 
of all foreign troops from both parts of Ger- 
many. He has since said this is "for discus- 
sion”; the Russians have also said they are 
prepared to "discuss" Mr Genscher's idea 
for Germany-in-NATO. But this week one of 
Mr Gorbachev’s colleagues, Mr Nikolai 
Portugalov, said the idea of Germany stay- 
ing inside NATO was a "joke". Those who 
believe in the Euro-American link are smil- 
ing bravely; those who for an assortment of 
reasons want America to go are wondering 


who will laugh last. 
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 Holland's drugs policy 
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War by other means 


7 ‘The Dutch have abolished most drug-related crime, and may be reducing 
drug-taking too. Our special correspondent reports 


NE small bar in Amsterdam boasts of 


XY selling 68 different brands of beer, 
E: 18 countries, and spirits from every- 
where between Finland and Peru. The 
Dutch have always liked to drug themselves 
merry. But alcohol, with its pleasures and 
, faces new competition, mainly 
from tolerated marijuana. 
= In 1976 the Dutch revised their so- 
called Opium Act, and made the sale of up 
. to 30 grams (one ounce) of cannabis leaf or 
resin a mere misdemeanour, like a parking 
offence. Now the big«ity police forces put a 
low priority on chasing stocks of up to 50 
| The Dutch, experts at green- 
house gardening, grow much of 
their marijuana at home. The out- 
lets are "coffee-shops" which pay 
taxes like everybody else; 400 of 
them in Amsterdam, and at least 
one in every sizeable town. 
= Grown-ups rarely use mari- 
juana. The young chat amid herbal 
clouds in their coffee-shops, and 
giggle home at the end of the eve- 
ning, less noisy and less violent than 
teenage drinkers. Since the stuff is 
cheap (as little as three guilders, or 
$1.50, for a gram of hashish), peo- 
ple do not steal to pay for it. No- 
body loses a job or a university place 
r non-criminal behaviour that 
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leaves no hangover next morning. peat, 
. “If we kept chasing grass or 2 ae 
hashish, the dealers would go un- The complaisant arm of the law 


derground, and that would be dan- 
gerous," a senior policeman explains. The 
Dutch worry about street crime. Mugging 
ind knifing are rare, but prudent diners-out 
P t chains on their bicycles, or deposit their 
car radio in the cloakroom. Most blame 
hard drugs and drink; almost nobody 
blames marijuana. Its use is deplored mainly 
because smoking pot means smoking to- 
bacco, which is dangerous and addictive. 
__ Stronger drugs are easily bought too. 
The docks and airports of Holland handle 
most of northern Europe's transit trade. 
ed in its bonded warehouses lie 
consignments of cocaine and heroin. Those 
drugs are freely and openly for sale on the 
street. The Dutch could not keep them out 
even if they tried. 
.. The police have strong powers against 
hard drugs. In 1985 the Ministry of Justice 
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told them not to use them, arguing that en- 


forcement turns a health problem into a 
crime problem. While the trade is open, its 
working can be seen and its victims looked 


after. Tolerated traffickers do not bribe po- 
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licemen or "protect" their sales outlets. 

The Dutch have no cocaine gangs. The 
drug is plentiful for those who want it. Few 
do. Most customers (says a leading re- 
searcher) are "the sort of people who go to 
the theatre a lot". They report few ill effects; 
their main complaint is not that the drug 
harms them, but that it is too dear. Al- 
though wholesale prices have slumped, the 
street price has stuck for some years at about 
170 guilders a gram (about two-thirds of the 
price in New York). Yet consumption seems 
to have been falling too. 

In 1987 1.796 of adult Amsterdamers 
said that they had taken cocaine in the pre- 
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vious year: 6% of New Yorkers said they had 
taken it in the past six months. Heroin may 
be slightly more common in Dutch cities 
than in Holland's neighbours’. It is far more 
noticeable. Dealers openly sell it on the nas- 
tiest street corners of Amsterdam and Rot- 
terdam. The trade is strictly illegal, but in 
the big cities the police (who in such matters 
must consult the elected local mayors) do 
not interfere. 

Most heroin is bought by regular takers. 
Some live discreetly with their habit, a few 
are self-destructive junkie rebels who make a 
noise, steal from cars, harass tourists. The 
police try to reduce the nuisance. But their 
main concern is to guide sick addicts to- 
wards welfare workers who, in turn, co-oper- 
ate with local associations of heroin takers 
(known as junkiebonden) and of takers’ par- 
ents. The hope is to keep junkies alive and 
healthy until they seek their own cure. 
Three-quarters of Dutch junkies have been 
steered towards institutional help, usually 
involving the substitute drug, methadone. 
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To be sure, the policy of controlled tol- 
eration can turn official morality upside 
down. The Rotterdam police even supervise 


a brothel where junkie prostitutes can make 1 


a safe living. Policemen agree that this is 
horrible, but think it better than creating a 
rich criminal underworld. 

The most intractable difficulty is that 
young people may come from neighbouring 
countries to buy tolerated drugs. Of Amster- 
dam's 6,000-odd heroin addicts, about 
2,000 are foreign. The peculiarly Dutch wel- 
fare system cannot cope with foreigners, 
who are sent home when they turn sick or 
criminal, and often drift back again when 
they find no help at home. 

The Dutch are realists. They have no in- 
tention of withdrawing from the interna- 
tional conventions that outlaw the sale and 
use of drugs. They simply ignore them, while 
collaborating with their less tolerant neigh- 
bours to catch consignments that seem des- 
tined for export (which does not stop th 
neighbours worrying about the im- 
minent prospect of open borders). 
The senior policeman of a tough 
district insists: "The Americans of- 
fer us big money to fight the war on 
drugs their way. We do not say that 
our way is right for them, but we are 
sure it is right for us. We don't want 
their help.” 


No crime, small harm 
Dutch policy aims "to lessen the 
problems attendant upon drug use, 
instead of decreasing the use itself". 
In fact it may do both. Cigarettes 
are reckoned to have killed 18,000 
people in 1987, and alcohol 2,000. 
The next most fatal drug was her- 
oin, which killed 64. More impor- 
tant, the death-toll was declining, 
and the average age of the dead was 
rising. Toleration meant that addicts wer- 
living longer, and fewer young addicts we: 
being recruited. They can get clean needles 
free—so, of the 605 Dutch who have AiDs, 
876 are junkies, while the proportion in the 
United States is 26%. 

ine takers are sometimes psy- 
chotic. But Holland has no cocaine-related 
crime, and no cocaine-related death. 

As for cannabis, the official figures for 
1988 show that 3396 of Americans aged over 
12 had at some time tried it. A comparable 
survey in Amsterdam showed that 2496 had 
tried it. The American figures cover an en- 
tire country whose people are told to say no, 
and often arrested for saying yes. In a tight- 
packed city with cheap marijuana available 
everywhere, the Dutch used the stuff less. 

Dutch brewers, meanwhile, were report- 
ing a drop in sales of ordinary lager beer, 
and a sharp rise in those of strong special 
brews. In open and free competition with 
cannabis and all the rest, beer was winning. 
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Carrots and sticks 


The prime minister hailed 
President de Klerk’s decision 
to legalise the African Na- 
tional Congress as a victory 
for her anti-sanctions stance. 
More carrot, less stick was her 
advice to apartheid’s oppo- 
nents. The Rev Jesse Jackson 
called at Downing Street to 
talk about South Africa. They 
“agreed to agree and agreed to 
disagree", he decided. 


Her Majesty's Inspectors told 
schools to try harder. A third 
of school work is poor or very 
poor, and under-achievement 
a serious problem. Black 
marks were given to shoddy 
accommodation, too few 
books and bad teaching. But 
teachers think they get a raw 
deal: a third of those asked by 
the National Union of Teach- 
ers say they want to leave the 
profession. 


The home secretary an- 
nounced new plans to relieve 
pressure on crowded prisons 
by keeping minor offenders 
out and violent criminals in. 
Courts will be able to choose 
various non-custodial punish- 
ments. Sceptics say conserva- 
tive judges cannot be relied 
upon to kick the “lock 'em 
up” habit. 


The first ever recorded fall in 
consumer credit, down 
£39m to £26.74 billion, 
proved high interest rates 
were taking effect. Retail sales 
rose 1.996 in December, mak- 
ing the annual real growth of 
2.196 the smallest since 1982. 


Nigel Lawson became a non- 
executive director of Barclays. 
He will work for two days a 
week, for an undisclosed fee 
that was promptly subject to 
wild press speculation: 
£100,000 a year, said some; 
double that, said others. En- 
raged bank staff demanded a 
strike ballot. Mr Lawson also 
joined the board of GPA, an 
aircraft leasing company. 
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Conservative MPs overwhelm- 
ingly oppose tax rises but want 
lower inflation to be the bud- 
get priority, according to a Fi- 
nancial Times survey. Most 
also said no to any increase in 
the £30,000 ceiling on mort- 
gage-interest tax relief, an idea 
the prime minister likes. 


Non-conformity 


The navy broke with hal- 
lowed tradition and allowed 
women to serve on its war- 
ships. Wren pilots and ma- 
rines may follow soon but sub- 
marines will stay off-limits. A 
hotline has been proposed to 
allow jealous wives to check 
up on sea-going husbands. 





they’re highbrow. But what 
would be revealed by a poll of 
what they watch? 


BRITAIN THIS WEEK 





Dustmen took to the catwalk 
to model the latest designs in 
refuse-collection wear. Paris- 
inspired, the matching green 
outfits will soon be London- 
stained. 





Beware the humble chewing 
gum. The Civil Aviation Au- 
thority warned airlines to 
check lavatory smoke-detec- 
tors. Nicotine junkies are 
bunging them up so they can 
have a quick fag in peace. 


Misbehaving 


Awful weather returned, this 
time bringing floods. Water 
authorities said it still would 
not be enough to prevent ra- 
tioning next summer. 


Police told seven IRA suspects 
to keep their heads down after 
faked security documents, 
showing their likenesses, were 
posted on walls around loyal- 
ist areas of Belfast. 











































Insider dealers in the City 
are being more careful, mak- 
ing their tracks harder to de- 
tect, a Commons select com- 
mittee was told by trade and 
industry secretary Nicholas 
Ridley. But those brought to 
justice should still face crimi- f 
nal, not civil action: cash pen- | 
alties would be too hard to 
share out among aggrieved 
parties. 


Ernest Saunders, the former 
chief executive of Guinness, | 
failed in a bid to get the media | 
banned from the first oftwo | 
trials where he will be in the 
dock. An earlier judge had =| 
said reporting would be in the 
public interest; but this was 
undisclosed until the appeal 
court decided it agreed. The 
first trial is due to start on 
February 12th. 


A kennel firm was fined | 
£11,000 after 79 beagles died | 
on a ferry journey to Sweden. | 
They were locked inside a 

near airtight lorry. The court 
was told that the firm had 

closed the doors for the dogs' 


own 


The public were warned not — | 
to intervene in armed crime. 
At the inquest of a man shot 
dead trying to tackle two 
armed robbers with a plank, 
the coroner regretted that the 
victim had not chosen to 
watch them instead. 


Investigators are searching for 
the amateur broadcaster who {| 
beamed a pornographic film — 
onto the screens of Cardiff — | 
viewers waiting to watch a reli- | 
gious programme. 4 


| 
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respect. A MORI poll in 1989 produced fig- 
ures of 43%, 41% and 14% for the same 
questions. 

Juries, to the unconcealed fury of the 
police, reflect public attitudes. Last summer 
Mr Frank Crichlow was acquitted on drugs - 
charges despite the testimony of 66 police- 
men. The jury decided he had been fitted 
up. Damages against the police are growing. 
Mr O'Callaghan got £30,000; last Decem- 
ber Mr Rupert Taylor got £100,000 after the | 
jury decided the police had planted drugs on. 

































An old force on a new beat 


A wave of public mer about the 
dam o 


ental reforms of the service. 


lice is strengtheni 


the case for fun- 
t has gone wrong? What could be 


done about it? The next five pages look for some answers 


OLICING is one measure of any soci- 

ety's health. So, every few years, bouts of 
feverish worry about the boys in blue break 
out like malaria and Britain nervously takes 
its social temperature. Eventually the fever 
burns itself out; but each attack seems worse 
than the last. 

The present bout is a particularly bad 
one. The Guildford Four, Irish people im- 
prisoned for a bombing they did not com- 

üt, after evidence had been suppressed by 
«ie police, have belatedly been released. The 
Birmingham Six, imprisoned on evidence 
that they claim was beaten out of them, are 
still inside, where many eminent persons 
think they should not be. The West Mid- 
lands serious crime squad is under investiga- 
tion, some of its members being suspected of 
fabricating evidence. The police stand ac- 
cused of undermanaging the Hillsborough 
football disaster and overmanaging the 
Wapping printworkers' marches. 

Nasty stories about  fittings-up 
(framings) and beatings-up proliferate. One 
man, Mr Anthony O'Callaghan, spent 76 
days in custody and was acquitted because 
the jury decided his confession had been 
fabricated. No criminal action was taken 
against the officers involved, and the Police 
Complaints Authority did not recommend 
a disciplinary hearing. Tribal loyalty among 
the police protects them against retribution. 
When a van-load of police beat up a group 
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of Asian youths in London’s Holloway 
Road, it took two years before one of the 
officers broke his silence. He was ostracised, 
had a nervous breakdown and left the force. 

It is not necessarily that the police are 
getting worse: rather, as Britain has 
changed, so have its expectations of them. 
In the old days, when society was more 
clearly structured, the police left the middle 
and upper classes alone and concentrated 
on the lower and criminal orders, no doubt 
fitting and beating them up more enthusias- 
tically than today. Among the articulate, no- 
body much minded. 

These days powerful people come into 
contact with the police more often. Univer- 
sal jeans and flat accents make it hard to tell 
teenagers apart, so influential parents find 
that their young have been roughed up like 
any other potential miscreants. Cars bring 
the police in contact with everybody: the 
editor of the touch-o’-the-cat Mail on Sun- 
day, pulled out of his car and done over for 
sounding his horn in a traffic jam, 
lambasted the police in his organ. 

If the public is concerned, the police are 
more so. They hate adverse coverage in the 
press, which they regard with combined dis- 
like and deference. The results of public 
opinion polls alarm them. A Royal Commis- 
sion found that in 1959 83% of people had a 
great deal of respect for the police, 16% had 
mixed feelings and none admitted to little 


The government, which has given the police - 





The public is not the force's only worry. 1 


an easy ride, is also beginning to look like a 
threat. The police won the miners’ strike for - 
the government and have put the victory to - 
good use ever since. Mrs Thatcher's grati- 
tude has preserved a pay deal that has given 
them increases each year above the rest of 
the public sector. | 
Now, as inflation pushes public-sector 
pay further up the agenda, the police's cushy - 
agreement seems to be under attack. As evi- - 
dence, the police point to the decision that 
they will have to pay the poll tax whereas, 
under the old rates system, their bills were | 
covered by the government. i 
Despite the worries, there is little sign 
that the police are planning to pre-empt th 


























Charge sheet 
667 THERE is a minority of police 
officers who are too free with || 
their language, and who adopt an ag- | 
gressive attitude in their relationships | 
with people in the street." Wolff - 
Olins report to the Met, 1988 














“With some notable exceptions, the || 
senior officers in command were de- — 
fensive and evasive witnesses.” 

Taylor interim report on the | 
Hillsborough stadium disaster, || 
1989 | 


s P 
“(Officers were] undisciplined and | 
uncontrolled [and their actions were] || 
provocative and violent.” B 
Wyrko report on the 1987 distur- 
bances at Wapping, 1989 



















"In sum, the present position is one jf 
of institutional rot . . . ." . 
Letter to the Independent from | 
John Alderson, ex-chief constable 
of Devon and Cornwall, 1990 
















by increasing their cost-effi- 


cy. There are more signs of action to im- 
rove relations with the public—at least in 
London’s Metropolitan police, the biggest 
and most troubled force in the land. 
The commissioner of the Met, Britain’s 
top cop, shapes the country’s policing dur- 
ing his time in office. Sir Robert Mark, com- 
missioner in 1972-77, was the cleaner-up of 
corruption—financial corruption, rather 
than the framing of suspects. Sir Kenneth 
Newman, another major figure, radically re- 
t ed the force, Sir Peter Imbert, who 
took up office in 1987, wants to win the 
hearts and minds of the public. 
_ The main tool he is using is the Plus Pro- 
‘gramme, introduced in April 1989 after a 
study done by a firm of corporate-image 
Wolff Olins. It is designed to in- 
culcate into the force the idea of public ser- 
vice. The offices of most of the capital's po- 
have its main points, printed in 
white on blue, framed and hung on the wall 
like a school prayer. It ends: “We strive to 
reduce the fears of the public and, so far as 
we can, to reflect their priorities in the ac- 
tion we take. We must respond to well- 
criticism with a willingness to 
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.. Critics argue that Sir Peter is using aspi- 
‘in for cancer; and, moreover, that he is rely- 
ing on exhortation when what he needs is 
some well-publicised sackings. There are 
sanctions, he says: "Last year, | dismissed 
possibly 30 officers for breaches of the disci- 
pline code". Since 40 were dismissed or re- 
quired to resign the year before, the Plus 
Programme does not seem to have wrought 
. Sir Peter evidently sees that tougher 
Sanctions may need to be applied. He also 
ees the dangers in a tribe whose prime value 
is loyalty. “I’m chancing alienation. I’ve got 
to shoot a few prisoners, but they've got to 
be deserving ones." The public, increas- 
ingly, would be happy to make the choice 
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Structure and accountability 


Too many chiefs 


RITAIN'S worst terrorist incident, the 

Lockerbie bomb on the Pan Am flight, 
is being investigated by its smallest police 
force, Dumfries and Galloway. True, the 
Scottish detectives are being assisted by out- 
side agencies, including the FBI, and by 
neighbouring forces. But responsibility for 
catching the murderers of the aircraft's 270 
passengers remains with a quiet rural 
constabulary of barely 300 officers, more ac- 
customed to catching poachers. 

The structure of Britain's police, last re- 
formed in 1964, does not fit the demands of 
the 1990s. On the one hand the 43 autono- 
mous forces (41 plus the Met and the City of 
London) in England and Wales, eight in 
Scotland and one in Northern Ireland are 
finding it increasingly difficult to deal indi- 
vidually with national and international 
problems like organised crime, drugs and 
terrorism, and are having to rely on mainly 
ad hoc co-operation to pursue criminals. 

On the other, these relatively local 
forces appear to have lost touch with what 
ordinary people want of them, partly be- 
cause they still cover areas (one or more 
counties) which seem large to the public, 
and partly because the mechanisms for mak- 
ing them accountable work badly. The 
elected police authorities are notoriously 
bad at exerting influence over chief consta- 
bles, who hide behind an ill-defined cloak of 
"operational independence". Consultative 
committees, set up at the recommendation 
of Lord Scarman to improve relations with 
the public, appear to have made the locals 
who sit on them more sympathetic to the 
police, rather than the police more sympa- 
thetic to the locals. 

Ideas for change include a single na- 
tional force, controlled from the Home Of- 
fice. This is generally thought to be an 


authoritarian and terribly un-British plan. 


METROPOLITAN 


Despite the obvious advantages of co-or- 
dination, it could create as many problems 
as it solved. London’s 28,000 Metropolitan 
Police, who already work under direct con- 
trol from the Home Office, make up one- 
fifth of the country’s total, excluding civil- 
ian staff. They are renowned neither for 
their efficiency nor for their closeness to the 
public. The past two home secretaries, 
aware of the huge political difficulty of wind- 
ing up the provincial forces, have ruled out a 
national force for the time being. 

Sir John Wheeler, chairman of the 





Commons home affairs committee, has sug- 
gested that the existing constabularies be re- 
placed by five to ten regional forces. Nei- 
ther chief constables nor civil servants think 
much of this idea—possibly because it 
would remove power from the former with- 
out handing it to the latter. Sir John suggests 
such forces should have boards of directors 
appointed by the home secretary. That 
would have the merit of getting outsiders di- 
rectly involved in the running of the police. 

But regional forces would be even fu 
ther from the customer than county ones. 
And they might still be too small: Sir Peter 
Imbert, the commissioner of the Met, wor- 
ries that today’s regional squads—which 
pool resources from the detective arms of a 
number of county forces—have no incen- 
tive to help with big international investiga- 
tions that do not affect their patch. 

Sir Peter has himself suggested a third 
solution, which could centralise detection 
work without making everyday policing 
more remote. A national investigative 
agency could take charge of the biggest 
cases, leaving existing forces to concentrate 
on policing their local areas. That might en- 
courage local forces to improve their every- 
day operations, and to give a bigger role to 
the consultative committees. 

The hottest potato in setting up such an 
agency would be whether to give it jurisdic- 
tion over specified types of crime. Chief con- 
stables would be reluctant to allow, FBi-type 
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detectives to sniff around without being 
asked. That is a good reason for forcing 
them to allow in such "feds": many chief 
constables are disinclined to support any na- 
tional body with jnvestigative teeth, so vol- 
untary arrangements are unlikely to get 
much beyond the swapping of information. 

Illogically, the Home Office has now 
given the task of examining reforms to the 
chief constables themselves. Their club, the 
Association of Chief Police Officers (ACPO), 
is hoping to come up with proposals later 
this year. Rather than recommending a new 
force with its own power, the chief consta- 
bles want to devise a national investigative 
arm firmly under their own control. They 
envisage a formal role for ACPO in control- 
ling such an agency, and a preservation of 
the chief constable’s role as commander of 
any outside policemen working in his patch. 

Such a cosy solution might not please 
some senior Home Office officials, who pri- 
vately have little confidence in the force's 
ability to change. But ministers, wary of em- 
barking on controversial legislation in this 
sensitive area, might be happy to let the po- 
lice get on with reforming themselves. 





Management and training 
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A force apart 

OLENCE, distrust and envy have 

combined in Northern Ireland to 
make the Royal Ulster Constabulary 
(RUC) a unique police force—self-suffi- 
cient and alienated from its community 
to a degree remarkable even in the clan- 
nish world occupied by policemen 
everywhere. 

Every member of the 13,000-strong 
force is a target for gunmen 24 hours a 
day; even retirement offers no immunity. 
Policemen live in specially 
houses; they check endlessly for booby- 
trap bombs; wives must hesitate before 
inviting neighbours home; children must 
. lie about their father's occupation. The 

price of carelessness is high: 270 have 
been killed since 1969, ten in the last 
twelve months. 
The consequences of the o-Irish 
agreement have added to the isolation of 
the force. Protestant Unionist dem- 
onstrations against the agreement were 











Frustration in the ranks 


FE commercial enterprises boast a 
workforce of 175,000 and a guaranteed 
annual income of more than £4 billion. 
None combines such huge resources with a 
management structure little changed since 
the early nineteenth century. 

The police force does. So far it has suc- 
cessfully defended its organisation—part ba- 
ronial, part militaristic—from Whitehall's 
efficiency experts. But its days may be num- 
bered. Worried about soaring costs and 

nounting public disquiet, the prime minis- 
ver would like to create an “officer class”: an 
elite cadre recruited more or less directly 
into the upper ranks. 

Those at the sharp end of policing com- 
plain that this solution owes more to patri- 
cian snobbery than to managerial common- 
sense. They say that officers who have had 
little experience on the beat will be ineffec- 
tive managers, incapable of commanding 
loyalty and out of touch with routine police- 
work. They insist that the army is a different 
beast from the police force. Privates are 
trained to obey orders, constables to exer- 
cise judgment under pressure. 

Mr Robert Reiner, who lectures on 
criminal justice at the London School of 
Economics, has a clinching objection to the 
"officer class" solution—that the force al- 
ready has a national managerial elite. High- 


fliers are spotted early for fast promotion M tian ing" 93,000 constables, and 6,000 insp: aç- 
e training. Once in the ACPO pr Sn tors “supervising” both. ` 

ranks, they see themselves as senior manag- A Punch view of the debate in 1933 The system for promoting good men is a 
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ers rather than top bobbies. They hop from 
force to force and conference to conference, 
says Mr Reiner, taking their views not from 
the “canteen culture” but from Home Of- 
fice circulars and academic inquiries. (The 
Police Federation confirms this analysis, 
with its grumbles about “butterfly-men”’ 
whom it sees as fluttering from one com- 
mand post to another in endless search of 
promotion.) 

The problem with police management is 
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policed by the RUC: it was promptly de- 
nounced by Protestant leaders with all 
the vehemence usually associated with. 
Republican tirades. Hundreds of police 
families moved out of the more working- - 


class areas and into affluent suburbia, at 















wage-rates shared with the mainland but 
boosted by enormous overtime bonuses, - 
is conspicuously high in a F 
depressed economy. Envy is growing. 
Young police couples taking their third 
sunshine-holiday of the year invariably 
travel with other police families who can — 
afford to do the same; less well-heeled ac- 
quaintances look the other way. , 
This has begun to breed a sinister in- _ 
difference even among Protestants. Be- 
cause some people now see it asa merce- | 
nary force, atrocities against the RUC do 
not evoke the concern they did a few - 
years ago. Small wonder the ranks of the 
RUC are growing more closed by the day. | 






































































not—pace Mrs Thatcher—that the force 
lacks high-fliers, but rather that it fails to 
train them properly and slot them re pidly 
into top positions. In January 1989 abou 
half of all assistant chief constables had not 
attended the senior command course at th 
police staff college at Bramshill—a course 
which provides the training considered es- 
sential to their posts. At the same time, 3: 
officers who attended the course betweer 
1978 and 1985 had not yet, by 1989, bee 
appointed to ACPO rank. A 

Belatedly, the government has agreed to 
make attendance at the senior commanc 
course a prerequisite for an ACPO appoint 
ment. But is the police staff college up t 
enhanced job? Many policemen—and no 
only those who think it lacks street-credik 
ity—say no. The college suffers from ar 
identity problem, uncertain whether it is a 
liberal arts college (as it was at its outset), a 
in-house university (as some academic 
would like to make it) or a mz nt 
training school. Still worse, it is short o 
high-quality staff. Officers regard a spe 
teaching at the college as an interruption it 
their careers—and certainly not as a path tc 
the top. For academics it is little more than: 
port of last resort. * 

As well as questionable training at the 
top, inefficiency is caused by an antiquatec 
structure of ranks. There are simply toc 
many: eleven in the Met and nine in other 
forces. Oddly, a service which boasts of the 
operational independence of each individ 
ual officer has 19,000 sergeants “‘s 


Wwe 
t £ 
Ty 


L Pn 
AECIIICIIL 
2 —— 


A 
Qu jx 
Dervis- 


i ta a "e ^" >á 


F 


Eee 


e 


—* 


i 


—— 


i 


nius 


T 


e 
us 


e 





— 


y 


a 


— 


Industry — | «CeBIT |  J - annover 

6,000 exhibitors, — 3,500 exhib |. 2200 exhibitors, i 

‘total display area 640,000 m?, total display area 360,000 m?, total display area 280,00! 
00,000 visitors 500,000 visitors — a 240,000 visitors - "ME 


lex 92 | 728, | elefa x | 511) 





































mi quated, opaque and quirky. Pro- 
motion to sergeant or inspector depends on 
things: passing examinations, winning 
over superiors, and impressing committees. 

... The examinations are pedagogical curi- 
osities. Ambitious constables already have 
to face crippling work-loads in the face of 
rising crime and new duties (see chart). The 
exams strain loyalties in many police fam- 
ilies by obliging officers to spend their few 
"spare hours learning arcane facts expressed 
in indigestible legal jargon. And outside the 
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Met, which offers automatic promotion to 
top examinees, even a good mark is no guar- 
antee of a better job. A bad word from a su- 
perior or an unaccountable committee can 
blight a policeman’s career. (It is not un- 
known for constables to remain on the beat 
despi ee as both a sergeant and an 
inspector. 

. Not surprisingly, many constables bit- 
terly resent the upper ranks, convinced that 
it is not what-you-know but who-you-know 
that matters. Belief in a Masonic conspiracy, 
always rife in the lower ranks, is one reflec- 
tion of deep career- ation. 
worrying of all, the force lacks an 
effective way of rewarding or punishing 80% 
of its manpower: the constables, The only 
way to reward a good constable is to pro- 
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mote him; the only way to punish a bad one 
is to subject him to military-style disci- 
pline—very much a last resort. 

__ Yet promotion is a realistic incentive for 
only one constable in five and one sergeant 
in three. And graduate entry, fast-tracking 
ind civilianisation are further reducing the 
average bobby's chances of moving up the 
ranks. At the other end of the scale, lazy 
constables can neither be demoted nor dis- 


— Mr Michael Hirst, chief constable of 
icestershire, suggests a neat solution to 
these problems: a more flexible system of 
punishments and rewards for constables, in- 
cluding lateral promotion. Constables 
should be frequen 
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OW successful are different police 

forces at their job? Local police au- 
thorities would jump at an index that re- 
lated activity—and spending—to local 
crime rates. But ——— are end- 
lessly collated, few of the conclusions 
drawn from them are worth a fig. 

The point is illustrated by an analysis 
from the Audit Commission of the clear- 
up rates—the kind of data most often pa- 
raded in public discussions—from two of 
the country’s biggest forces. Force A 
cleared up 27% of recorded offences; 
force B cleared up 43%. Obviously, B was 
better. Or was it? 

Two-thirds of A's clear-ups were “pri- 


Finances 


Footing the Bill 


| eigen a company whose shift rotas 
are determined a year in advance and 
whose workers, in return for accepting last- 
minute alterations, demand large bonus 
payments. It does not sound like a bulwark 
of Thatcherism—but yes, it's the police, 
whose inefficiencies have emerged from the 
1980s largely untainted by the prime minis- 
ter's dearest principles. 

The cost of the police force has risen by 
5596 in real terms over the past ten years: 
three times the rate of growth 
in defence spending and six 
times that of the education 
budget. Though few politi- 
cians will publicly question 
the Tories' largesse towards 
the service, the laxity with 
which police expenditure is 
monitored offers critics an 
easier target. 

The police have escaped 

the government's bar- 
rels. As local forces, they have 
not felt the spending cuts in 
Whitehall; as partners in a 
special relationship with the 
Home Office, they have been 
cushioned against the pres- 
sure on local authorities' 
spending. Rigid police proce- 
dures, most conspicuously the hourly wage 
structure, have been protected by the bob- 
by's trade union, the Police Federation. 
And attempts at external monitoring have, 
until recently, proved toothless. 

ake first the overall budget proce- 
dures. Each chief constable enjoys huge op- 
erational autonomy; yet in law he has less 
financial discretion over his force than the 
education bill is planning to give primary- 
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mary" —usually leading to court cases 
and therefore much less susceptible to 
cosmetic massaging. Only 14% of B’s 
were. B's high overall rate relied heavily 
on "secondary" clear-ups—crime files 
closed without court prosecutions. Most 
of those were crimes attributed, after 
prison visits, to men already convicted 
on other charges. Deals with prisoners 
are the commonest method of improving 




















res. 

To what did the prisoners admit? An- 
alysing clear-up rates by type of offence, 
the Audit Commission found the biggest 
discrepancy in thefts from vehicles: B 
cleared up 4996 of reported thefts and A 
just 12%. So B's high score was the result 
of a good many prisoners ready to admit 
to pilfering car radios. 


































school headteachers. 

Control over current spending belongs 
to the local police authority. Half its revenue 
budget is reimbursed as a direct grant from 
the Home Office; in theory, this is reviewed 
by Her Majesty's Inspectorate—but no 
grant has ever been refused. Nor is the sum 
of these grants cash-limited like other items 
of public expenditure. It is the nearest 
Whitehall comes to writing a blank 
cheque—value, in 1988-89, £1.3 billion. 

The other half of each lo- 
cal authority's spending on 
the police comes out of its 
block grant from the Depart- 
ment of the Environment. 
Here is another oddity. When- 
ever the home secretary— 
who controls manpower—; 
lows a force to have more uni- 
formed policemen, the block 
grant rises to pay for them and 
for some civilian support. 

If the chief constable for- 
gets about that support, he 
has won some spare cash. But 
what if he leaves his uni- 
formed force unchanged in fa- 
vour of recruiting cheaper 
(and more appropriately- 
skilled) civilians? The Home 
Office has urged this option, recognising 
that many police jobs do not require a po- 
liceman's authority. But these extra civilians 
will not bring more money. Their cost must 
come out of the existing budget. 

e this disincentive means civilian 
recruitment is shelved—and the civilian 
staff of the police has stuck at just under 
28% of total manpower since 1979 ——the 
opportunity cost is high. Excluding pen- 
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sions, the average cost of a 
Metropolitan police officer is 
estimated by the Home Office 
at £26,000 a year: twice the 

* £13,000 cost of a member of 
the police civil staff. 

Even without the incre- 
ments paid in London, police 
officers are handsomely re- 
warded. In line with the for- 
mula fixed by Lord Edmund- 
Davies in 1978, their basic pay 
is linked to the Employment 
Department’s all-earnings in- 
dex—putting them in line 
with private-sector earnings in 
the 1980s, and thus above the 
rest of the envious public sec- 
tor. They also get housing 
allowances. 

Recent home secretaries have cast a cold 
eye on both the formula and the allowances, 
without properly tackling either. But the 

| real target for any pay reform would surely 
be the hourly wage, the sacred rota and the 
service's archaic shift structures that mean 
fat overtime payments. 

Pressure to dump the traditional shifts 
has come up from the ranks in recent years. 
Modern policing dictates sharp peaks and 
troughs in the work-load: many officers are 
frustrated—and exhausted—by shifts that 
were devised to provide consistent manning 
around the clock. One proposal, called the 
Ottawa system, has proved popular after a 
trial run in Portsmouth. The only body 
firmly opposed to any change in sight is the 
Police Federation. Shifts are enshrined in 
police regulations, say representatives of the 
Federation, in tones reminiscent of a Cow- 
ley car-park. 

Prison officers said much the same in 
1986-87. But they were persuaded to accept 
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a new regime, “Fresh Start”, 
which eliminated excessive 
overtime while promoting 
greater efficiency. Coaxing 
the Police Federation along 
the same path still looks a 
daunting job. 

Part of the problem in 
launching any such reform is 
that the police are still so un- 
accustomed to external criti- 
cism. Local police authorities 
are conscientious but part- 
time, and unable to compare 
local practices with those of 
other forces. Her Majesty's In- 
spectorate, watchdog for a 
force of 175,000, has precisely 
20 inspectors and adminis- 
trators to do the job. It carries out continu- 
ous inspections but few of its reports have 
been published. Its impact is hard to dis- 
cern, beyond the voluminous statis- 
tics it produces. 

The Home Office’s police depart- 
ment has inspired no reforms. Eight » 
civil servants, set up as a special divi- 
sion last July, are mainly responsible 
for the Met; but they continue to share fi- 
nancial control with other divisions—and 
their monitoring role with the National Au- 
dit Office—in a way that seems unlikely to 
make much of a dent on the force. Although 
there are mutterings about efficiency, guide- 
lines to police forces along the lines that 
might be recognisable, say, to 
the middle manager in a com- 
mercial company still seem 
remote. 

The Police Requirements 
Support Unit (PRsU), part of 
the Home Office, is supposed 
to promote the standard- 





— 
PCs vs CPS 


HE Crown Prosecution Service was 
set up to shoot the police service’s 
foxes. That is one of several reasons for 
the current public spat between the two. 
The cps was established in 1985 in re- 
sponse to fears that the police, too keen to 
get convictions, might be bending the evi- 
dence they presented in court. These days 
the police investigate a case and hand the 
evidence on to the cps. But, like many so- 
lutions, the cps has brought new 
problems. 

An investigation into the CPS now be- 
ing conducted by parliament’s Home Af- 
fairs select committee has brought some 
of its troubles to light. In his evidence to 
the committee, the director of public 

| prosecutions, Mr Allan Green, said that 


.* , è ó 
| “the introduction of our service was a bit- 
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ter pill for certain police officers to swal- 
low" and "there are areas in which we do 
need, if we are to do our job properly, very 
much greater effort, co-operation and 
willingness on the part of the police.” 

Mr Mike Bennett, the chairman of the 
Met's branch of the Police Federation, re- 
sponded in a letter to the Independent: "'it 
was not the introduction of the cps which 
was the bitter pill but the manner in 
which criminal justice is 
administered. . . today the younger officer 
is disillusioned more quickly because of 
the crs”. At the Police Federation's con- 
ference last year, the CPS was described as 
the “criminals’ protection service”. 

Giving evidence to the committee, bar- 
risters from the south-eastern circuit de- 
scribed the crs as a “shambles”. A survey 
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around the country. Thus, a few years back 
it issued a strategy document on 
computerisation. Yet there is still astonish 
ingly little co-ordination between police 
forces in their purchasing of computers. In 
deed, there is little co-ordination over buy- 
ing anything at all. No two forces today even 
share uniforms similar enough to allow 
pooled purchasing; and individual items of 
clothing vary hugely in cost from one force 
to another. e 

The PRSU believes that civilianisz ion o 
the police has gone about as far as it can. 
The Audit Commission, which has a say in 
police matters as part of its brief to watch 
over local-government finances, takes a dif- 
ferent view. It has produced its first four re- 
ports on the police over the past two years 
and is currently preparing a range of further. 
studies. "There are many functions under- 
taken by police forces which police officers 
are not trained to perform," noted 
the commission in a review of the po- 
lice force's vehicle-fleet management. 

Initially wary, several chief con- 
stables have started to pay attention 
to ways the Audit Commission has 
suggested of saving money. Perhaps other 
civil servants will j 
start to take 
more of an inter- 
est in the subject 


























done by the Criminal Bar Association — 
found that nearly all think the system — 
worse than before 1985. i 

On one point, at least, the police and _ 
the cps are agreed: it does not have 
enough lawyers. In some areas the service 
is 30% understaffed, so it spends around 
£15m a year employing freelance lawyers. — 
According to Mr Green, he needs money — 
less than he needs the freedom to run his. 
own staff free from civil-service grades. —— | 

Another boost would come from al- 
lowing the service's lawyers to preser 
cases in crown courts. In America, al- 
though pay in the state- and district-attor- 
neys’ offices is relatively low, ambitious - 
young lawyers often do a spell e 
they get valuable exposure relatively. 
quickly. In Britain the Bar's restrictive 
practices condemn the crs's lawyers to 
magistrates’ courts: for anything grander, | 
it has to hire an outsider. | 
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| A study in blue 


I FI" MY opinion, the police need a 
b jolly good kick up the backside. 
_ They get bloody well paid and they're not 
much good at catching criminals. But we 
can't actually kick their bottoms, because 
our own supporters wouldn't stand for it. 
Anyway, we need them too much." Thus 
one jaundiced Tory, slumped in a West- 
 minster watering-hole, on the politics of 
. policing. 
. * The Home Office has just unveiled its 
dramatic liberalisation of criminal-justice 
licy—fewer prison sentences, but 
longer stretches in jail for crimes of vio- 
lence. But as the wide ripples of applause 
— for that reform bob away, ministers are 
. gazing with horrified fascination at the 
. next subject moving up their agenda: re- 
— form of the police. 
dà oi Tories accept, — that 
police reform is necessary. Sti rising 
. crime figures, low public confidence, in- 
ternational drugs-and-fraud villainy and 
. the poor quality of some senior coppers 
. are all cited as reasons for a thorough 
- overhaul. But accepting and doing are dif- 


Y 





z 
p. 
* 
D i 
X 
"2 
> 


. . Itsurprises no one at Westminster that 
the police have escaped the Thatcherite 
.— dawn raids that have shaken up other in- 
terest groups. The Police Federation has 
been the most successful trade union of 
. the 1980s. After all the police have coped 
. with in the decade, is it any wonder that 
_ this non-striking closed shop is treated 
pcautiously by Conservative politicians? 
This is, in truth, a special relationship. 
. In his memoirs Lord Whitelaw describes 
| his attempt to resign as home secretary, in 
. July 1982, in “utter shame and misery” af- 
| teran intruder reached the Queen's bed- 
. room in Buckingham Palace. What he did 
. not reveal was that there was a strong 
. Home Office view that if any resignation 
. were due it was not from him, but from 
. the Metropolitan police commissioner, 
-. Sir David McNee. 
— Still less did he reveal the result. In- 
. stead of summoning London's top police- 
. man to the Home Office, its permanent 
secretary Sir Brian Cubbon was sent to 
. confront Sir David at Scotland Yard. He 
. refused to resign. An unhappy Sir Brian 
returned to the Home Office to inform 
home secretary. In the words of one 
illie collapsed" and nothing 


.. The story causes rueful smiles but little 

X surprise in Whitehall. It would be wrong 
D NIME that no reforms have been insti- 

| under Mrs Thatcher—videotaping 
|| of police interviews and cut-backs on 


a! 
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perks are two obvious examples. But the 
quality and cost of the police have not 
been taken as seriously as, for instance, 
prison-building or penal reform. The 
Home Office’s police department is re- 
garded by politicians as being uncomfort- 
ably close to a producer lobby. 

There is no chance of the government 
launching a dramatic initiative on the po- 
lice this side of the general election, 
though Tory reformers like Sir John 
Wheeler, chairman of the Commons 
Home A ffairs select committee, have been 





Waddington has a pleasing growl 


appointed to the party’s manifesto group 
dealing with police matters. “It has to be a 
softly-softly approach: suggesting there is 
a policing crisis is simply not in our elec- 
toral interests," says one senior MP. 

What might such an approach throw 
up? It is clear that ministers would like 
more police functions to be gathered from 
local forces and placed on a national ba- 
sis—though a full-blown national police 
force is still a minority enthusiasm. It is 
clear, too, that senior Tories want to see 
better training for the higher ranks, per- 
haps at a handful of new national staff col- 
leges. And Treasury concern about police 
pay cannot be shrugged off for ever. 

The new home secretary, Mr David 
Waddington, an ambitious right-winger, 
is considered just the kind of politician to 
Oversee major reforms. No one thinks him 
soft on crime or anti-police, one admirer 
explains; “for any reformer, the growl in 
the back of the voice is very important.” 

But, newly submerged in the crisis- 
prone world of the Home Office, Mr Wad- 


dington would need reinforcements to 


take on police reform. Lord Ferrers is the 


Home Office minister in charge of the po- 
lice. He is considered more useful as a man 
of military bearing, who pins medals on 
constables’ tunics, than as a policy-maker. 
Someone of greater political calibre is 
needed: Mrs Thatcher should give the job 
to somebody who really understands the 
subject—Mr Douglas Hogg, say, or Mr 
John Patten. One day, ignoring police re- 
form will become even more dangerous 
than attempting it. 


What would Labour do? 
Special sensitivity to the feelings of the po- 
lice is not unique to Conservative govern- 
ments. One of the Police Federation’s 
most adored home secretaries was Lord 
Callaghan, subsequently Labour prime 
minister. This may have had something to 
do with his role, when he was a young MP, 
in helping the Federation turn itself into a 
hyper-effective lobbyist and negotiator. 
Lord Callaghan helped boost police 
pay partly by exploiting the 1960 Royal 
mmission. It was meant to deal with 
“public dissatisfaction with police behav- 
iour” but ended up recommending an in- 
crease in police pay of nearly 4096. In 1978 
it was the Callaghan government which 
accepted in principle the Edmund-Davies 
formula for index-linked pay for the po- 
lice—implemented by Mrs Thatcher. 
Under Mr Neil Kinnock, Labour has 
worked hard at shedding the anti-police 
image the party attracted during the wil- 
derness days of "loony leftism". (Mr 
Kinnock is personally very pro-police. In- 
deed, he once wanted to be a policeman 
imself—as a cursory glance at his highly- 
polished shoes or his approach to party 
discipline confirms.) His deputy, Mr Roy 
Hattersley, argues that by stressing the 
link between crime and “a society where 
the prevailing spirit is of unrestrained in- 
dividualism, and no sense of community", 
his party could yet challenge the Conser- 
vatives on their own territory of law and 
order. | 
Mr Hattersley dismisses the chestnut 
that a stately Royal Commission should 
be formed to inquire into the police. In- 
stead, a Labour government would bring 
in a new Police Act which would, for in- 
stance, strip local police authorities of 
non-elected members, remove the Metro- 
politan police from Home Office supervi- 
sion and place it under an elected (but so 
far undefined) body, and bolster the po- 
lice-complaints authority. 
ideas, every one: but there are 
ominous notes, too. For instance, the par- 
ty's policy review proudly states: “Labour 
has established a close working relation- 
ship with the Police Federation and we 
shall build upon it”. Oh, Lordy. 
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Drexel Burnham Lambert, 
the American investment 
bank which invented the junk- 


bond market, reported a net 
loss of $40m for 1989. The 
firm did make an operating 
rofit of $67m on revenues of 
1 billion. But this was 
wiped out by charges for prun- 
ing several businesses and a 
$75m bill for money spent 
fighting criminal and civil in- 


vestigations into the firm. 


Gloom at Britain’s Export 
Credit Guarantee Depart- 
ment: the ECGD revealed a 
record deficit of $720m for 
1989. The bulk of the loss is 
the result of cover given for 
exports to third-world coun- 
tries. 


Scandinavian surprises 


The first transnordic takeover 
bid for a Scandinavian bank 
was launched by Svenska 
Handelsbanken, Sweden's 
third-biggest bank. It made an 
agreed offer of $35m for Oslo 
Handelsbank, a Norwegian 
bank with assets of $309m. 
The Norwegian Ministry of Fi- 
nance said it had no objection 
to the deal. 


Baltica, a big Danish insur- 
ance group, has upped its 
stake in Hambros, a British 
merchant bank, from 12.3% 
to 14.3%, making it the firm’s 
biggest shareholder. Banque 
Indosuez, the French bank 
which just missed taking con- 
trol of Morgan Grenfell, has a 
23% holding in Baltica, mak- 
ing it, in turn, that bank’s big- 
gest shareholder. 


The Norwegian government 
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proposed measures to pep up 
the Oslo Stock Exchange. 
The government wants to lift 
the ceiling on insurance com- 
panies’ holdings in individual 
firms from 1296 to 2096 and to 
allow banks to buy shares 
equivalent to 496 of their capi- 
tal rather than only 296. 


Bids and deals 
Net acquirers in Europe 
1989 





A record 1,275 cross-border 
mergers and acquisitions 
worth 45.3 billion ecus ($54.9 
billion) were made in Europe 
last year, according to a survey 
by Translink, an American 
company which monitors the 
market. France headed the ta- 
ble of net acquirers, while 
Britain was the top target for 
foreign bids. Close to 240 
British companies were pur- 
chased for a total of 20.8 bil- 
lion ecus. 


Banco Bilbao Vizcaya (BBV), 
Spain's largest bank, is selling 
496 of its shares to Nippon 
Life, the world's largest insur- 
ance company, for a price said 
to be $250m. BBV hopes to list 
its shares on the Tokyo 
stockmarket. 


Peninsular and Oriental 
Steam Navigation, a big ship- 
ping and property group, has 
teamed up with Chelsfield, a 
private property company, to 
make a $750m hostile bid for 
Britain's Laing Properties. 
Laing's defences are strong: 
about 4096 of its shares are 


held by family and charitable 


trusts. 


Chrysler and General Mo- 
tors agreed to form America's 
first manufacturing joint ven- 
ture between any of the coun- 
try's big three carmakers. An- 
nual sales for the new venture, 
which will make gear boxes 
and transmissions, are forecast 
at around $650m. 


Paying up 


The mF approved a $723m 
loan to Poland, its first since 
Poland rejoined the Fund in 
1986. Separately, America an- 
nounced it will back a 5096 in- 


crease in the Fund's resources. 


Britain's Securities and Invest- 
ments Board ordered the 
winding up of the Duménil 
unit-trust group, which once 
managed $146m of investors' 
money. It is owned by Banque 
Duménil Leblé, a French mer- 
chant bank. About 13,000 in- 
vestors will share in a $54m 
compensation fund. 


Two subsidiaries of the Lux- 
embourg-based Bank of 
Credit and Commerce In- 
ternational (BCC!) agreed to 
pay $15m to the American 
government for their role in 
laundering $14m in cocaine 
money for Colombian drug 
barons. These are the first in- 
ternational banking institu- 
tions to admit to federal 
money-laundering charges. 


Flying high 





Holland’s national airline, 
KLM, has ordered ten new 
MD-11 aircraft from McDon- 
nell Douglas, a big American 
manufacturer, at a cost of $1.3 
billion. KLM is also spending 
$260m on two Boeing 747-4005. 





man 

signed in 1953, Germany's | 
creditors agreed to postpone 
interest payments on the 3 
bonds until East and West 
Germany were reunited. With — 
that prospect now looking 4 
likely before the end of the 
year, bondholders should fi- 
nally get their money. b 


Bowing out 





Tom Clausen, the chairman — 
and chief executive of Bank of 
America, the third-largest — — 
American banking group, said 
he would retire at the end of 
May. Mr. Clausen's successor - 
will be Richard E 
who is vice-chairman ofthe — 
bank's board and head ofits — 
Californian operations. 


Two sisters, Esther and Alicia 
Koplowitz, have elbowed their — 
husbands, Alberto Alcocer 
and Alberto Cortina, out of — 
the mangement of 
Construcciones & 
Contratas, one of Spain's 
leading construction firms. 
Banco Central, one of Spain's 
biggest banks, is reli ne 
two husbands had been trying 
to use the firm’s position as 
Central’s biggest h 
(with a 12% stake) to gain —— — 
control of the bank. l 


Andrew Lloyd Webber — 
wants to take his Really Useful 
Group private. The company taal 
owns the rights to "Cats" and © 
“Phantom of the Opera". His — 
offer is worth $131m. 
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increasing number of 



























organisations plan, operate ,and trade E 





d nternationally. | 





"Hence the growing demand for financial 


institutions unrestricted by national boundaries, 





and unli ited by national perspectives. 


And — d introduction of a new name 


in international merchant banking, Chartered 


WestLB,- 








‘Chartered \ WestLB is jointly owned — Standard 





Chartered Bank ana Westdeutsche Landesbank 





Girozentrale West Germany's foremost inter- 


national wholesale bank, 





The core of Chartered WestLB was formerly the 


London- -based business of Standard Chartered 





Merchant Bank. it thus inherits: a consistent 





record of achievement ac cross | a range of " 









international. merchant “banking | “services, 





including. international Proj "c ‘a dnd export | 





x finance mergers and acquisitions, LDC asset 





trading and international — raising. 





A:sister company, CWB Capital Partners, is a 











© major financier. and arranger of leveraged 





sequisitions. 











And C Chartered WestLB will als 
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TOKYO 


Soaring profits have enabled Japanese companies to invest heavil = ily both at 
home and abroad. . r is about to be let out of the profits bal 






when markets elsewhere turned bearish. 
Profits have even boosted tax revenues at 
home so much that the Japanese govern- 
ment will probably balance its books this f- 
nancial year, 12 months earlier than 
expected. 
Several misfortunes make it likely that 
^ the growth in corporate earnings wi 
. shortly fizzle out. Interest rates are turning 
e a ») traitor. After being at a postwar low of 
Jai 212% for most of the recent expansion, 
the Bank of Japan's official discount rate 
has been raised three times in quick suc- 
cession, to 444%, ina none-too-successful 
bid to nip incipient inflation in the bud. 


APANESE companies, accustomed to 
] booming profits cent years, are wor- 
ying about what to do now that profits have 
sanies’ plans for diversi- 
er value-added products, 
operations at home, building 
= additional factories abroad and acquiring. 
yet more foreign assets all depend on a 
continuation of the healthy earnings 
growth of the past few years. But re- 
cent forecasts suggest the profit stream 
that has propelled Japanese compa- 
nies since the high-yen recession of 
1985-86 is slowing—and more 
abruptly than anyone expected. 
Though their sales are likely to 
be up by 12% or so in the year to 
March, Japanese companies will 
count themselves lucky if they man- 
age to increase pre-tax profits by 8%. 
That is way down on the 27% increase 
in the year to March 1989. Profits have 
been hit by rising raw-material costs 
because of a weakening yen, fiercer 
competition at home from manufac- 
tured imports and slower growth 
in export markets. The year to 
_. March 1991 looks rockier still. 
he widely held belief that Japan 
would enjoy prolonged expansion 
despite slowdowns in Europe and 
America now looks like a delusion. 
Because so many businessmen ex- 
pected profits to continue rising, a profit 
slowdown will have immediate knock-on ef- 
fects in Japan. Since 1987 the growth in 
profits has allowed companies to hand out 
big summer and winter bonuses to workers. 
These have fuelled a retail boom which, in 
turn, has helped provide Japan with its an- 
nual 5% GpP growth over the past three 
years. Profits have also paid for most of 
the industrial restructuring forced on 
Japanese exporters by the high yen. 
Despite the trend for fancy new forms 
of equity financing, no less than 70% 
of Japan's X10 trillion ($70 billion)-worth 
of capital investment last year came from 
|. retained earnings. In addition, fat corporate 
.. profits have helped push the Tokyo stock- 
market to. dizzy: heights : and muc it 























































still some time away, big companies 





























































A further increase in interest rates is Of 
- cards once the general election on Febr 
18th is out of the way. Labour costs i 
be about to rise because of chrot 
shortages and growing union militanc 
Japanese companies may also fin 
selves in trouble because so man 
recent investments have been lauda 
term. Japan's boo "e 
tal spending. Last year Japan' $ inv 
ratio (ie, capital spending as a pe 
ONP} reached nearly 2396, its high 
since 1955. More remarkably, less 
P capital: spending has been used f 
ity expansion. The bulk has gone 7 
into stuffing more robots into e 
plants, diversifying abroad and buildi 
oratories complete with the latest hig 
tools for doing research. Such investm 
more for stimulating future production 
for satisfying present needs. a 
With growth in earnings beginnin 
drop off and returns on recent investi 





have to engage in the kind of mergers, acqt 
sitions and disposals which are common. 
the West but have been taboo for Japar 
corporate elite. Over the past three year 
lots of subsidiaries have sprung up. Pare 
firms have been diversifying away fro 
battered. core businesses. Much of that 
diversification: was the result of pai 
Japanese boardrooms after the Plaza 
cord of September 1985, which sent 
value of the yen through the roof. 

` these diversifications made: muc 
and many now néed to be unscramh 
. The best: solution is for Jap 


he requires a Y hostile — 
such: a reshuffle ofa assets | 108 ibl 





tions- ——— mergers. und a 
Last year a Tokyo district court 
firms that find themselves the tai 
unwelcome takeover bid. can ni 
sort to the age-old practice of se 
at knockdown prices to frie 
knights. This has been the favor 
diluting a hostile investor's stake 
the critical 33% level—abov 
investor has the right to call: 
ers’ meeting and demand cl 
ruling has since been contrad 
another court. What is neede 
is a government edict to p 
administrative resolve int 
first court's ruling. : 
"The second, and mo 
reaching, reform would 
overdiversified Japanese 
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| need to raise cash to float some of 
their more prosperous subsidiaries as sepa- 
rate companies on the stockmarket. Asahi 
Dreweries recently "unbundled" its Nikka 
Whisky subsidiary in this way. 

-~ Mr Chris Ruffle, an analyst with S.G. 
Warburg in Japan, says that the advantages 
of un ing are three-fold: the money 
raised can be used to repay costlier bank 
borrowings; internal made to the 
floated subsidiary can be recalled; and a 
value is put on any retained holdings in the 
floated subsidiary, increasing the parent 
firm s net asset value. 

_ Some of the more attractive candidates 
for unbundling would appear to be Fuji Xe- 
tox (from Fuji Photo Film), wrr Data Com- 
munications (from Nippon Telegraph and 
Telephone) and Sumitomo Pharmaceutical 
(from Sumitomo Chemical), The present 
unbundling prize goes to Japan’s largest 
aluminium producer, Nippon Light Metal, 
which says it intends floating off ten of its 
biggest subsidiaries over the next ten years. 

_ The betting is that—as the business cy- 
cle in Japan once again starts obeying the 
laws of gravity and corporate profits become 
arder to find—Japanese managers will em- 

mergers, ^ acquisitions and 
unbundlings just as vigorously as they re- 
sisted all such changes during the years 
when their earnings were soaring by double 


digits 
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Personal computers in Japan 
Late bloomer 


(| 
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"THE Ministry of International Trade and 
M Industry (mim) is the self-appointed 
guardian and guide of Japan’s computer 
business, not to mention the rest of Japanese 

. Yet until last month mim did its 
job with pen and paper. In January the mim 
officials ed with overseeing the na- 
tion’s computer industry became the minis- 
try's bureaucrats to receive laptop 
computers. 

- MiTlis not alone in taking so long to dis- 
‘cov er the joys of personal computing. Ja- 

pan’s factories may be world's most 
automated, but Japanese offices are only just 
beginning to use computers for word pro- 
cessing and for basic financial analysis. With 

ales of just over 1.5m units last year, Japan's 

'C market is far smaller than either Ameri- 
ca's or Europe's. But now that sales have be- 
gun to take off, analysts say they are likely to 
grow faster in Japan than in either America 
or Europe for the whole of the 1990s. 

_ America’s computer companies, which 
dominate at home and in Europe, have 
largely neglected the Japanese market. In the 
past the complexities of the Japanese lan- 
guage put them off. Most personal comput- 
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| My other car isa... 


EOPLE buy Porsche cars for all 

kinds of reasons: sexual frustration 
and too much money are two explana- 
tions often given by non-Porsche drivers. 
Now the company itself has bet $250,000 
that it can target the 300,000 Americans 
most likely to spend up to $75,000 on a 
German car. Each of these well-off (and 
frustrated?) folk will receive an elabo- 
rately personalised two-page letter invit- 
ing them to test-drive a Porsche. Gim- 
micky? Perhaps, but Madison Avenue 
will be watching the results closely. 

In time the "Porsche 300,000" may 
become as well known in the direct-mar- 
keting world as the Forbes 400 list of rich- 
est Americans is among Palm Beach gigo- 
los. Desperate to prop up sagging sales, 
Porsche's researchers began eight 
months ago with a list of America's 80m 
car-owning households; this was broken 
down to a smaller "universe" of 2m 
richer homes. Then the real weeding out 
began. The minimum annual income of 
the qualifying 300,000 is $100,000. 

Porsche has (legally) managed to find 
out much more than just the recipients’ 
salaries. A typical letter alludes to the re- 
cipient’s career as a doctor and his cor- 
responding “pursuit of excellence in all 
things, a quality you share with Dr Ferry 














Porsche, the creator of the original 
Porsche automobile.’’ Canny references 
are also made to the recipient's neigh- 
bourhood and his current car. 

Will such a personalised appeal work? 
Last year Porsche sold just 9,476 cars in 
America. The company reckons that the 
Porsche 300,000 will yield an extra 1,200 
this year. But many people may be put off 
to discover that a car company knows so 
much about them. Porsche insists that it 
will phrase its pitch “in a gentlemanly 
manner”, but even politeness could be- 
come irritating. The only way to escape 
the list will be to buy a Porsche, to write 
to the company begging to be taken 
off—or, presumably, to go bankrupt. 





ers lacked the advanced graphics needed to 
manipulate the 2,000-odd kanji characters 

to write even basic Japanese. The 
screen of Apple’s Macintosh computer has 
long been able to deal with kanji, but the 
company did not adapt its machine to the 
language until several years after it began 
trying to sell in Japan. Other foreign firms 
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just swallowed the received wisdom that the 


Japanese are shy of keyboards, and gave up. 


Meanwhile, Japanese companies were 
proving them wrong. They eased their cus- 
tomers into the computer age by selling Jap- 
anese language word-processors: scaled- 
down computers that do nothing but word 
processing. Waapuro, as they are called i^ 


Japanese, soon hit the mass market. 


Only two foreign firms have a respect- 
able foothold in Japan's personal-computer 
market: IBM, whose share of the market, ac- 
cording to Dataquest, an industry analyst, 
was 796 in 1988; and Apple (with a much 
smaller share). Zenith Data Systems, a lead- 
ing American laptop maker that was sold 
last year to France's Groupe Bull, has no 
sales or service network in Japan. Compaq, 
one of America's more aggressive clone- 
makers, is still wondering whether to dip its 
toe in the water. 

It is now harder for foreign firms to get 
into the Japanese market. Although import- 
ers of most kinds of PC face no Japanese tar- 
ifs, Japanese customers insist that personal- 
computer suppliers have extensive—and 
therefore expensive—distribution and ser- 
vice networks. 

Still, there is hope. Until now NEC has 
controlled more than half the market with 
computers that use an operating system in- 
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y Americans fear that their economy’s long expansion is coming to 
an end. GNP rose by onl 4% (at an annual rate) in the last quarter of 
1989. Relax. A statistical predictor monitored by the Fede 


Reserve 


says that the chance of recession within the next six months is just 676 


NES the chairman of the Federal 

| Reserve, Mr Alan Greenspan, gave 
evidence to a congressional committee on 
January 30th, he delivered a cautiously up- 

| beat message about the state of the Ameri- 
can economy. Why? 

Mr Greenspan’s remarks did justice to 
| the signs of slowdown in many parts of the 
| economy. Car production has fallen 
| sharply since the beginning of the year, he 

pointed out; the market is in a hollow af- 
ter the strenuous promotions and price- 
cutting of last year. Business and residen- 
tial construction is weak, partly because of 
earlier over-building and partly use 
the rate at which new households are 
forming is slowing down. Real business 
spending on equipment fell by more than 
4% at an annual rate in the fourth quar- 
ter, reflecting the mood of pessimism 
about sales prospects. 

Against all this he stacked the signs of 
continuing growth. The orders backlog in 
the civilian-aircraft industry is still enor- 
mous. Companies have not built up their 
stocks of materials and finished goods in 
the way they did before some previous re- 
cessions. Foreign demand (thanks partly 
to the depreciated dollar) is strong. De- 
spite job losses in manufacturing, overall 
employment continues to rise. 

Yes, but will there be a recession? To 
answer that, it would be nice to have a sta- 
tistical estimate of the risk—a single num- 
ber that synthesised all the conflicting bits 
of information that flood continuously 
from the official statisticians. Funny you 
should ask. There are such measures— 
and Mr Greenspan (a great fan of jazzy 

economic techniques) cited two of them 
in his testimony. 

| The Fed’s economists have worked out 

how to translate the Commerce Depart- 


Probability of recession in America 
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ment's familiar index of leading economic 
indicators into an estimated probability of 
recession in the next six months. The cur- 
rent reading is 2096, down from 30% last 
spring. The other index, calculated by 
economists at the National Bureau of Eco- 
nomic Research (NBER), is even more 
cheerful. Its reading for December (ie, the 
probability that America will be in a reces- 
sion next June) was just 696, down from 
1696 in the summer. This index stood at 
more than 5096 in the months before each 
of America's four previous recessions (see 
chart). No wonder Mr Greenspan felt 
reassured. 

The NBER’s measure—the “experi- 
mental recession index’’—is interesting 
both for what it includes and for what it 
doesn't. Econometricians would also find 
its use of up-to-the-minute techniques, 
and its neglect of others, riveting—but 
the less said about all that the better. The 
index includes four coincident indicators 
(which aim to monitor economic activity 
now) and seven leading indicators (which 
aim to predict future activity). The coin- 
cident indicators (all growth rates) are as 
follows: 

e industrial production; 

e personal incomes net of transfers; 

e manufacturing and retail sales; 

@ man-hours worked in nonfarm 
enterprises. 

The seven leading indicators (growth 
rates unless otherwise noted) are: 

@ new housing authorisations (level); 
eunfiled orders of durable manu- 
factures; 

e the trade-weighted dollar; 









































































e part-time work in non-farm — 
e ten-year Treasury bond yields (change); _ 
ethe interest-rate spread between six- — 
month corporate debt and six-month 
Treasury bills (level); 
e the interest-rate spread between ten- | 
year Treasury bonds and one-year Trea- — 
sury bonds (level). Ni 
The first of the two interest-rate : 
spreads—the gap between the interest | 
rates on private and public debt—is espe- _ 
cially novel. As a rule this spread is quite | 
small. Between 1959 and 1988 it averaged _ 
60 basis points (hundredths of a percent- _ 
age point). But during and before the re- | 
cessions of 1970 and 1980 it widened to — 
more than 150 basis points, and in 1975 it 
exceeded 350 basis points. The spread | 
presumably measures the default risk on 
private debt: it reveals the collective view || 
of lenders concerning the outlook for the 
firms that are borrowing from them. E 
More surprising are the variables that, - 
after much research, were not included in 
the recession predictor. The economists | 
found that looking at share prices, for in- 
stance, did not make their forecasts bet- — 
ter. This is odd, because stockmarkets are || 
supposed to predict corporate earnings. It} 
seems that this information about expec- || 
tations can be more readily derived from 
other variables—including the interest- || 
rate measures. Some monetarists may also 
be disturbed by the absence of measures. 
of money and credit. Again, they were left _ 
out for the simple reason that including — 
them did not produce better forecasts. || 
This may be because financial deregula- | 
tion has changed earlier relationships be- 
tween money and output, leaving money- — 
watchers and index-builders ingto - 
make sense of the numbers. -A 
For the moment, the recession predic- _ 
tor looks impressively accurate, though | 
"forecasting" the past has always been | 
much easier than forecasting the future. 1 
But will the predictor eventually prove — 
self-refuting? If Mr Greenspan sees the re- 
cession-probability shoot up, he might | 
quickly loosen monetary poli | 
thus prove countless hours of computer 
time wrong. 
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com Da rible with 
elsewhere in the world. More Japanese-lan- 
lage programs are available for NEC ma- 
chines than for anyone else's. But other 
makers have begun to fight back. Several of 
them— including Sanyo, Sharp, Sony and 
Casio—are trying to promote a rival operat- 
ing system called Ax. If they succeed, NEC's 
stranglehold could be broken. 

For many American firms, however, the 
biggest question may be how events in Japan 
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America’s trade unions 
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TQ USINESSMEN in America are right to 
D be alarmed. Figures published on Feb- 
uary 5th showed that last year America had 
its lowest productivity growth since the 
1981-83 recession. Hourly labour costs rose 
by 5.596; productivity by a mere 0.996. La- 
bour shortages are forcing companies to bid 
up wages and are helping America's unions 
to regain the offensive after a decade in 
which employers made demands and em- 
ployees made concessions. 

= Companies can no longer count on 
public support in standing up to "big la- 
bour”. Unions now win sympathy as the un- 
derdog. Polls that used to show more Ameri- 
cans were instinctively inclined to support a 
company than a union in a labour dispute 
(by 3296 to 2896 in 1978, according to 
Roper) now show the opposite (3396 pro- 
2596 pro-company). The decline in 
the number of union members also seems to 
be levelling off, at around 17m. 

_ Within the past year the unions have 
won three of four big strikes, while conced- 
ing only a Pyrrhic victory to management in 
the : 

0 Boeing underrated the militancy of its 
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the IBM standard that rules 


corporate cost-cutters have helped make them 













affect western markets. NEC has so far kept 
its western personal-computer operations 
separate from those at home, because tech- 
nical standards are so different. Toshiba, by 
contrast, has tried to tap economies of scale 
and has already scored a success in the West 
with a range of lap tops. Success for Toshiba 
in Japan could translate into tougher com- 
petition across the Pacific. That should grab 
the attention of even the most complacent 
western computer-maker. 





Return from the dead 
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58,000 machinists when it sought a smaller 
wage increase in return for a larger one-time 
bonus that would not push up base wage 
rates. After a six-week strike, the world's 
largest aerospace company had to concede a 
more costly package of wages and bonuses 
than the union had been willing to settle for 
before the strike. It also had to give way to 
union demands for lower limits on compul- 
sory overtime. 

@ The Communications Workers of Amer- 
ica achieved an even clearer victory after 
several strikes. The union dissuaded the 
telephone companies from requiring their 
employees to bear part of their health-care 
costs. 

€ At Pittston, a coal-mining company, a 
nine-month-long strike was set off by the 
company's unilateral decision to stop 
contributing to a joint industry-union fund 
that provides health benefits for 130,000 re- 
tired miners and their families. To settle the 
strike, Pittston was prodded by a “super-me- 
diator" sent in by Mrs Elizabeth Dole, the 
secretary of labour, to agree to resume pay- 
ments to the fund. In the settlement the 
company got only $10m of the $50m in cost 
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Reagan era, unions seemed to be — extinc- 
ain 





savings it set out to achieve. ; 

€ At Eastern Airlines the unions have lost, 
but so has the company. The airline did 
manage to stay aloft after its pilots and air 
stewardesses decided to support a strike by* 
Eastern’s machinists last March. But sales of 
aircraft, of gate slots and of the Boston-New 
York-Washington Eastern shuttle to Mr 
Donald Trump have shrunk the airline to a 
third of its former size. 

In these and other disputes, union 
organisers say, their job has been made eas- 
ier because hostile takeovers, leveraged buy- 
outs and mass sackings caused by corporate 
restructuring have won public support for 
worker militancy. Unions have been helped 
too by the change of administration in 
Washington. 

In sacking 11,500 federal air traffic con- 
trollers in 1981 after they had gone on 
strike, President Reagan signalled his ad- 
ministration’s approval, or at least toler- 
ance, of union-busting by businesses every 
where. Laws that make it illegal for bosses tı 
victimise employees for seeking to unionise 
a company fell into disuse during his admin- 
istration. President Bush, in contrast, has 
said he wants an open door at the White 
House for the leaders of America's labour 
movement. Mr Reagan would never have 
sent a mediator into the Pittston dispute. 

Despite their recent successes, union 
leaders themselves remain nervous about 
the future. Many have spent the past decade 
trying, with limited success, to resist corpo- 
rate demands for wage and benefit conces- 
sions. The standard of living of blue-collar 
employees has stagnated in America's big- 
gest peacetime boom. The take-home pay of 
the average production worker is no higher 
in real terms today than it was in 1973. 

The AFLCIO, the umbrella organisation 
for America's unions, has tried to regain the 
initiative with a slick $13m television ad- 
vertising campaign which uses popular film 
and TV stars to promote the slogan "Ame 
ica works best when we say Union YES . 
Union membership drives are also being 
supported by the AFL-CIO’s offer of perks 
such as a credit card, legal advice, life insur- 
ance and travel services at preferential 
prices, health benefits, and savings accounts 
with comparatively high interest rates. The 
perks and the “Union YES” campaign are 
making it harder for companies resisting 
union organisers to use the patronising, but 
still common, argument that union mem- 
bership is against the best interests of their 
employees. 

Mr Rudy Oswald, the AFL.CIO's director 
of economic research, regards the aging of 
America’s workforce as a plus for unions. 
Mature workers, he says, are more inclined 
than young ones to view their present occu- 
pation as permanent and to value the advan- 
tages of union membership. 

Nonetheless, union organisers still suf- 
fer from several handicaps. Professor 
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Charles Perry of Pennsylvania’s Wharton 
School notes that unions still have an old- 
fashioned and masculine image: only 12% of 
women workers are members of unions. 
‘Unions are also still unduly concentrated in 
heavy manufacturing industries, where new 
machines continue to replace workers on as- 
sembly lines. In the expanding service indus- 
tries, unions have found it easier to organise 
civil servants than company employees. 





The sale of Genentech 


Test-tube trauma 


HE dream is dead. Biotechnology will 

never produce an entrepreneurial suc- 
cess to rival the out-of-nowhere rise of the 
electronics industry's Apple, Compaq or 
Intel. The $2.1 billion purchase on February 
` “nd by Hoffmann-La Roche, a Swiss 
_harmaceutical giant, of a 60% stake in 
Genentech, the San Francisco-based leader 
of the biotechnology industry, has killed off 
the idea that it was possible to build a global 
drugs company solely on the back of gene- 
splicing technology. 

If any biotechnology firm stood a 
chance of making the big time, it was 
Genentech. Founded 14 years ago with the 
avowed aim of becoming a “billion dollar 
company” by 1990, Genentech found the 
task of moving products from laboratory to 
market trickier and more expensive than 
any of its founders had anticipated. Last 
year the company’s sales of $401m and net 
profit of $44m were respectable, but still left 
it a pygmy in the world drug industry. 
Merck, the world’s top drug firm, had sales 
in excess of $6.5 billion and net profit of 
$1.5 billion in 1989. 

Despite this disappointment, Genen- 
tech is one of only two of America’s 500- 

us biotechnology start-ups to clear the 


X 
From little bottles, big companies no longer grow 
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technical and regulatory obstacles to putting 
its own genetically-engineered drugs on the 
market. Its human-growth hormone, which 
combats dwarfism, has yearly sales of 
$150m. An anti-heart-attack injection called 
TPA has yearly sales of $200m. The company 
also licenses two other products for sale by 
big drug companies. Apart from these four, 
there are only two other genetically engi- 
neered drugs on sale. However, Genentech’s 
research pipeline seems stuffed with prom- 
ise: AIDS and anti-cancer treatments, a drug 
that promotes tissue growth and another 
that assists in child delivery. 

It was this promise that attracted Hoff- 
mann-La Roche. Short of good products, 
the Swiss company was willing to pay the 
equivalent of an amazing 100 times last 
year's earnings to gain access to 
Genentech’s undisputed R&D prowess. For 
their part, Genentech’s managers said they 
could no longer afford the huge develop- 
ment and marketing costs required by their 
promising products. Mr Robert Swanson, 
the founder and boss of Genentech, is also 
tired of courting increasingly sceptical inves- 
tors for new money every time a promising 
new product is identified in the laboratory. 
Small wonder. Genentech’s share price has 
fluctuated wildly. In May 1987 Wall Street 
analysts became disenchanted with the firm 
after it encouraged unreasonable expecta- 
tions for sales of TPA. 

Now that Genentech has, to all intents 
and purposes, lost its independence, many 
experts are predicting a wave of takeovers in 
the biotechnology industry. This is unlikely. 
With the exception of a few larger firms— 
Cetus, Centocor, Amgen—most biotech- 
nology companies have little to offer a buyer 
but a few prestigous scientists, whom big 
companies will find it cheaper to lure away 
separately than to pay a hefty price for a 
struggling company. Rather than look for a 
buyer, most biotechnology companies will 
try to make the most of a role many have 





BUSINESS 
already assumed: as research boutiques 
working on behalf of traditional pharma- 
ceutical companies who have the financial 
muscle and large staffs needed to develop 
and market their ideas. But now that it is 
clear there is no infant multinational lurki 
among these independent firms, they 
find it harder to raise money, especially 
through public offerings of shares. The in- 
dustry has absorbed some $10 billion of in- 
vestors’ money over the past decade. 

As for Genentech, it believes it can re- 
tain some semblance of independence and 
entrepreneurial flair. Its shares will continue 
to be traded on the New York Stock Ex- 
change. Only two Hoffmann-La Roche exec- 
utives are to sit on Genentech’s 13-strong 
board. Nevertheless these are just empty ges- 
tures designed to keep Genentech's scien- 
tists from fleeing to greener pastures. The 
company's days of going it alone against the 
drug industry's behemoths are over. Not 
only does Hoffmann-La Roche have a con- 
trolling 6096 stake, it has an option to buy 
the remaining 4096 at an already agreed 
price. And the Swiss company is to inject 
immediately $500m-worth of cash into 
Genentech, almost as much as the biotech- 
nology firm has raised since its inception. 
Biotechnology has plenty to offer, but not, it 
seems, entrepreneurial excitement. 





Trade in strategic goods 


Plus ca change 


HE communist world has changed be- 

yond all recognition. Now the western 
allies must decide if they will similarly trans- 
form the trade regulations designed to stop 
communists from using western techno 
to military advantage. The first steps to- 
wards change will be taken on February 
14th in Paris, at a meeting of COCOM (the 
Co-ordinating Committee for Multilateral 
Export Controls). The road will be rocky. 

COCOM’s members—that is, the mem- 
bers of NATO minus Iceland plus Japan and 
Australia—will have before them in Paris 
proposals to ease export rules governing 
computers, telecoms and machine tools. In 
computers, machines using 32-bit 
microprocessors (like Intel’s 80386) are likely 
to become freely exportable—until now 
they have required special government ex- 
port licences. But a single pruning of the re- 
stricted list will not solve COCOM’s basic 
problem: keeping trade regulation abreast 
both of changing technology and changing 
political realities. So long as the western al- 
lies choose not to sell weapons to Russia, 
COCOM must struggle with the problems of 
extending that principle to the tools from 
which weapons are made. That is not easy 
even in the simplest of times. 

In the mid-1980s a team of American 
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Would you sell a personal computer to these guys? 


colonels toured Europe demonstrating how 
missiles could be launched from an Apple 1 
computer to highlight the dangers of this in- 
nocent-looking machine. Though many 14- 
year-olds would give their eye-teeth to get 
that feature in their next computer-game, it 
hardly seems a credible threat to the security 
of the western world. But it is harder to 
laugh off the dangers of high-precision ma- 
chine tools which, by improving the finish 
of missile nose cones, can improve the accu- 
racy of nuclear warheads. 

America's answer to this dilemma is to 
build a multi-tier system of trade regulation. 
China already faces looser trade controls 
than do Russia and its allies. The Americans 
reckon that Eastern Europe, which has re- 
formed most (and which lacks nuclear weap- 
ons), should now be rewarded with controls 
much laxer than Russia's. Such a plan 
would require westerners to monitor cus- 
tomers within East European countries to 
ensure that sensitive technologies are not di- 
verted to Russia. 

Many Europeans, however, are scepti- 


cal. They reckon that effective monitoring 
within Eastern Europe is impossible and 
that the time-consuming labour of monitor- 
ing—plus the complications of administer- 
ing multiple trade regimes—would make 
COCOM a bureaucratic nightmare, prone to 
manipulation for the commercial advantage 
of its strongest member (ie, America). Bet- 
ter, they say, just to prune the restricted list 
right down, and then to keep pruning 
regularly. 

Telecoms are likely to bring this issue to 
a head. Though liberalising sales of 32-bit 
computers sounds sexy, the Russians cannot 
afford even humble 16-bit machines. Mean- 
while, the West Germans are eager to mod- 
ernise East Germany's telecoms system, 
which badly needs it. And two consor- 
tiums—one led by America's Us West and 
another led by Britain's Cable & Wireless— 
propose to lay a fibre-optic cable across Si- 
beria to complete a global telecoms network. 
Their proposals should land on cocow's 
desk soon—and proposals like them will 
keep landing there, frequently. 





Eastern European factories 


Unfinished business 


WARSAW 


UST how badly run are the East Euro- 

pean firms now hoping to compete or 

collaborate with their western counter- 
parts? [n most cases, very. Poland's Ursus 
tractor plant near Warsaw, founded in 1893 
and named after the hero of a Polish novel, 
is typical. Destroyed during the second 
world war, then rebuilt as a state monopoly 
under the aegis of Stalinist central planning, 
it squandered generous foreign loans during 
the 1970s and was strikebound in the 1980s. 
Ursus is a model of state-planned ineffi- 
ciency. It churns out only 50,000 tractors a 
year, barely enough to replace outdated 
models. Meanwhile 200,000 Polish farmers 
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would like to buy a tractor but can’t. 

In the wake of Poland’s economic re- 
forms, Ursus’s managers are trying to be- 
come capitalists. It will be a struggle. Take 
the company’s elaborate accounting system. 
Accountants in Ursus’s 13 divisions spend 
their time tracking components through the 
production system. Everything must be ac- 
companied by a piece of paper explaining 
how much was paid for it, where it came 
from and whither it is going. Drowning in a 
sea of paper, Ursus’s accountants have 
never attempted to calculate depreciation 
and cannot even guess at the return on fu- 
ture investment. 


Ursus “has always made a profit of 10- 
1296", says Mr Michal Gawrylak, its chief 
accountant. But in years when the differ- 
ence between expenses and sales revenues 
did not quite add up to 10-12%, Poland's: 
central bank made up thé difference. The fi- 
nance ministry then decided whether the re- 
sulting “profit” should be spent on holiday 
homes for workers, bonuses or new invest- 
ment. Getting bank loans, at the standard 
state-subsidised 396 rate, was a question of 
political pull, not economics. Unsurpris- 
ingly, debt piled up. Now, with interest rates 
at a more realistic 36%, Ursus takes a more 
cautious tack. Tractor prices, it has just an- 
nounced, will rise 5096. Mr Gawrylak admits 
that even this is arbitrary, since he has “no 
idea now what Polish farmers will be willing 
to pay for a tractor in six months' time." 

Mr Aleksander Burnowicz, Ursus's pro- 
duction manager, starts each day with a 
glance at his Taiwanese IBM-clone computer, 
which tells him the state of supplies and th 
number of completed tractors on the fa 
tory's production lines. On a typical day, 
most lines are missing something: perhaps a 
cigarette lighter for the cabin, maybe a steer- 
ing wheel or a tyre. Mr Burnowicz spends his 
morning frantically calling suppliers, beg- 
ging them to deliver. He then decides which 
assembly lines will have to be halted for the 
day. More than half of Ursus's tractors leave 
the line missing a vital part, which then has 
to be fitted later. The factory grounds are 
full of half-&nished tractors. 

A licensing agreement in the mid-1970s 
with Canada's Massey-Ferguson promised 
to help with modernisation, boost output to 
100,000 tractors a year and expand foreign 
sales, which Mr Henryk Poddany, Ursus's 
foreign-trade director, describes as “our 
main impetus towards technical develop- 
ment". But modernisation never quite lived 
up to the plan, and only 5,000 tractors a year 
are exported. 

Ursus’s local Solidarity branch recent 
held a two-hour strike calling for bett.. 
working conditions, higher pay and fresh 
management. In the past, such demands 
would have been met. This year, pleading 
near-bankruptcy, Ursus’s directors did 
nothing but reshuffle their own jobs and 
raise tractor prices. Ursus finds recruiting 
unskilled labour a struggle: these days fewer 
workers are willing to live in the bleak 
"worker hotels" surrounding the plant and 
most prefer to find jobs that pay more than 
the average 700,000 zloty ($74) monthly 
wage. If Poland gets the unemployment ex- 

from its economic reforms, Ursus's 
recruitment problems may end. 

Ursus has taken a few—mostly bogus— 
steps towards privatisation. Several "pri- 
vate" companies, employing Ursus workers 
and materi and owned, invariably, by 
Ursus directors—have been formed. One 
modifies export-bound tractors to interna- 
tional safety standards. As the formation of 
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such companies run by communist party 
bigwigs or factory bosses is now illegal, 
Ursus’s managers hope to sell shares in the 
tractor plant itself to raise cash. They don't 
yet know who they will sell shares to, or 


how, but the idea has caught on. Poland's 
national mint has been asked to print the 
certificates, a pleasant break from the ardu- 
ous task of printing money in a country 
where inflation is 5096 a month. 





South Africa's economy 
Out of the laager 


CAPE TOWN 


HE dramatic speech by South Africa's 

President F.W. de Klerk on February 
2nd legalising black political parties and an- 
nouncing other reforms looks like a victory 
for the controversial economic sanctions im- 
posed by western countries. Sanctions have 
clobbered South Africa's economy and have 
become an obsession with the country's 
white leaders. But, ironically, sanctions have 
also injected some much needed discipline 
into South Africa's business and forced the 
government to consider shaking up an inef- 
ficient public sector. If apartheid goes and 
sanctions are lifted, South Africa's economy 
may soon be healthier than ever. 

Since 1985 South Africa has been 
tarved of foreign capital. Assuming that, in 
the absence of politics, money might have 
flowed into the country at the rate it did be- 
fore 1985, economists at Trust Bank, a 
South African commercial bank, calculate 
that South Africa has forgone some R32 bil- 
lion ($14 billion) in loans and direct invest- 
ment over the past five years. They add to 
that an estimated R8 billion of exports lost 
as a result of trade sanctions (most notably 
on coal, iron and steel, and fruit), bringing 
the total amount of foreign exchange lost to 
R40 billion. 

The resulting pressure on the balance of 
payments weakened the rand, boosted infla- 
tion, forced interest rates up and depressed 
consumer demand. Business gloom and po- 
litical pressure have persuaded some 280 
foreign companies to quit South Africa 
since 1984. Local companies have been al- 
most as reluctant to risk their money in the 
country; the worst year was 1986, when do- 
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mestic fixed investment declined by 1896. 
According to the Trust Bank's economists, 
the economy's 296 annual growth in 1985- 
89 might have been nearer 4% if it had not 
been for sanctions. 

And yet adversity also brought benefits. 
South African exporters, excluded from tra- 
ditional markets in America and Europe, 
were forced to seek new customers in South- 
east Asia and elsewhere. Helped by a weak 
rand, South Africa's non-gold exports have 
risen 13696 in rand terms since 1985. The 
South Africans have developed new exports 
as well as new markets. In the early 1980s car 
exports were worth around R25m a year. 
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The future face of South African capitalism 


BUSINESS 


Despite disinvestment by General Motors, 
Ford and British Leyland, South Africa's car 
exports last year were worth R225m. Nearly 
all of that was in components such as wind- 
screen glass. 

Hard times also persuaded the ruling 
National party, which for four decades had 
not bothered much with economics, to set 
about cutting the public sector. The govern- 
ment talks of trimming "thousands" from 
the civil-service payroll. In November it 
privatised Iscor, the state steel company; 
public transport, the post office and electric- 
ity are next on the list. The government is 
also planning to sell 600,000 public-sector 
houses to their (mostly black) occupants. 
Elaborate regulations on everything from 
transport to building are being abolished or 
simplified. 

Equally heartening, both government 
and business are remarkably unencumbered 
by debt. In 1986 South Africa’s foreign debt 
amounted to 171% of the value of its ex- 
ports; today the figure is under 8096. The 
average debt-equity ratio for the top ten 
companies quoted on the Johannesburg 
stock exchange has come down to 3396. Im- 
pressed foreign investors have been at- 
tracted back to the exchange, where share 
prices have leapt 6596 since January 1989. 

South African businessmen now feel 
confident that a future black government— 
probably dominated by Mr Nelson 
Mandela’s African National Congress—will 
co-operate with business. Despite recent 
ANC statements reaffirming the party's com- 
mitment to nationalisation, the optimists 
may be right. With millions of blacks unem- 
ployed and with a desperate need for educa- 
tion and other services that only a buoyant 
economy can pay for, any black government 
should be loth to kill off a private sector that 
has weathered years of sanctions and auster- 
ity so well. 
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Roller-cc 
bond me rkets | 


NEW YORK 





ARELY a year ago financial commen- _ 
tators were predicting a growing short- . 





age of long-term government bonds. A 
month ago many mainstream economists 
were forecasting furthe 
interest rates. Doi 
term forecast: 










emand short- 


hav fallen in 1990 in Jè 
A lest Germany and pretty 






‘have risen. The picture is not of surplus 
savers who cannot find sufficient 
bonds to buy, and thus bid their 
prices higher. It is of fears of a 
worldwide liquidity squeeze, cen- 
tral-bank tightening, renewed 
stagflation and (especialiy in 
America) mounting distress 
among debtors. 

The biggest bond-market 
drop has been in Japan, 
where ten-year government- 
bond yields have jumped by 
150 basis points since mid- 
December. The Japanese bond 
market has taken fright at the 
apparent hawkishness of Mr 
Yasushi Mieno, the recently ap- 
pointed governor of the Bank of 
Japan. Investors had become used 
to governors who did what the 
J vc nistry of Finance told them (ie, 
= ont rock the boat, especially just 
before a general election, and help 
keep unpunctured Japan's stockmarket 

and property bubble). Mr Mieno seems to 
be made of sterner stuff. He worries about 
-the inflationary pressures posed by money- 





supply growth running at more than 10%a 
year, about continuing property speculation — 


and a weak yen. 7 


Mr Mieno gave a Christmas shock to ine 
vestors: he raised Japan's official discount _ 
rate by half a percentage point to 4.25% on | 


.. December 25th, when many non-Japanese 
— . bond traders were stuffing themselves with 
— turkey. Merrill Lynch expects Mr Mieno to 
‘raise the discount rate by another half a 
. point, once Japan's February 18th elections 


- are out of the way. Short-term interest rates — 


are already over 796. Ten-year government- 
bond yields were 6.6296 on February 6th, 
down slightly from a 1990 high of 6.87%. 
.. The jump in yen interest rates has 






scared investors in American Treasury 


~ bonds. Notably, it has given Japan's huge fi- 


nancial institutions, such as its life-insur- 
ance companies, an incentive to keep their 
money at home. Tokyo life insurers can now 


pay policy holders their promised returns of © 





















6.596 or so by staying in the local money 


markets, without having to take any cur- - 
rency risk. If they all start doing this at once, 


there would be a sharp cut in the customary 
30-4096 share which the Japanese have been 


taking in American Treasury auctions. 


This concern is one reason why Ameri- 
can 30-year Treasury-bond yields rose from ~ 


7.75% in November to over 8.596 in ad- 
vance of the Treasury's $30 billion bond 


- auction held on February 6th-8th. Another 
reason is that America's inflation rate is 


now running at 4.6%, The Federal Reserve 


had been calling for just such an easing 
omy will intensify those calls. In Jan 
-good forward indicator of orders i i 
~ facturing—fell to its lowest level since L 
 cember 1982, before the seven-ye: 
.world boom got going. | 


-be screamingly bullish for bonds. 
"stead of celebrating weakness, bor 


ZN called Refcorp sold $5 bil 


 «apital markets has been the dramati 






~ Brothers thinks that a record $23. 
of private long-term capital poured i 


pares with an inflow of $12 billion 


against the dollar, as the D-mark goes 




























































chairman, Mr Alan Greenspan, re 
warned Congress that this precluded 
easing of monetary policy. The White Ho 





the latest signs of a slowing American e 


purchasing managers’ index—whic 


Normally such signs of weakness 


ers still arrive, not savers. 
when a savings-and-loan : bail-o 


40-year bonds at a much highe 
than expected. This caused Treas 
yields to. rise alongside. 1t.: 
\ — painful reminder of the enormou: 
W^ overhang of long-dated quasi-gov- 
X. ernment paper which the Ameri- 
V can market will have to absorb in 
(^ coming years. All talk of a short 
j|- ageof government paper has dis. 
j| appeared. The federal govern 
` ment is not merely bailing 
the thrift industry; it is borr 
ing to bail it out. l 
The weaker dollar is als 
hurting America’s bond market 
. Bond investors know that dolla 
. yields. look increasingly less at 
. tractive as long-bond yields 
- in other countries, greatly re 
ing the Fed's own room for 
 noeuvre. Ín 1989 America 
the only big country to enjoy fa 
— ing interest rates. The Fed coi 
ease because the dollar. 
` strong and inflation was fallin 
. Now the dollar is down arm 
flation up. AZ 
The main feature of intern 





flow of capital into West Germany. $ 


* 


ing the fourth quarter of 1989, to cel 
the breaching of the Berlin Wall. Thi 


` preceding three quarters, and a tota 
billion for the whole of 1988. For the 
-time since the 1979 oil shock, the yen 
Demark have parted company in th: 
change markets. The yen is going : 


Logically, the torrent of money. 
West Germany should put interest re 






down in that country. But this money 
. iscoming in because people expect re- 
union with East Germany, which has 
a 45-year backlog of investment. The 
pressures from this could raise infla- 
tion in West Germany, and thus 
mean still higher D-mark interest 
rates even in the short term. They are 
already pretty high. D-mark short- 
. term interest rates are around 8.25%, 
virtually matching dollar money-mar- 
ket rates. There has been a wiping out 
= of the four-percentage-point advan- 
. tage the dollar enjoyed over the D- 
. mark at the start of 1989. West Ger- 
J man ten-year government bonds 
- yielded 7.9% on February 6th, not so 

. far below American bonds. 

The West German government 
has said that reunion with East Ger- 
many could and should be preceded 
by a currency union (see page 49). It says this 
will not be inflationary since any extra D- 

. marks printed would accommodate genuine 
demand. But the prudent Bundesbank 
thinks it will be asked to accommodate emo- 

— tional demand, and does not like ideas for 
currency union one bit. Nor may 

investors in West German bonds. 
The point is that the reasons why bond 
. prices have been falling worldwide are many 


United States 


and various. They are not all connected with 
inflation fears; indeed, some say that those 
inflation fears are rather well covered. Real 
yields remain attractively high. Most econo- 
mists’ forecasts still seem to expect inflation 
in Japan in 1990 to be around 2.5%, and 
around 3% in West Germany. America’s in- 
flation rate could drop to 3.5% later in 
1990. These are not alarming numbers. So 
perhaps justification for present high inter- 



























est rates should be sought in fears of a 
worldwide liquidity squeeze instead? 

The risk of credit shocks caused 
by ebbing liquidity was behind a deci- 
sion on January 29th by Comstock 
Partners, a New York money-manage- 
ment boutique, to sell half its hold- 
ings of Treasury bonds. Comstock 
has been Wall Street's biggest bull 
about Treasury bonds, and one of the 
biggest bond holders. Comstock fears 
that a looming credit crunch could 
take American Treasury bond yields 
back up to 9.596 or higher. Mr Barton 
Biggs, Morgan Stanley's usually bull- 
ish investment guru, echoed such 
worries when he warned on Janaury 
29th: “There may be one more piece 
of bad news in the form of a liquidity 
shock, squeeze, credit crunch or 
whatever.” 

If bond prices are falling because of such 
jitters, Federal Reserve governors do r 
seem to accept it. They are saying tł 
American monetary policy cannot be eased 
because falling bond prices reflect concerns 
about inflation. This suggests that, as hap- 
pened with the October 1987 stockmarket 
crash, the central bankers will ease only after 
a shock. Welcome to the roller-coaster of 
world financial markets. 





. Europe's banking trades unions 


Militant tendency 


"T'RADITIONALLY a docile lot, Eu- 
A trope's banking unions, which have 
about 800,000 members, are starting to 
throw their weight around. In the past six 
weeks there have been strikes in Sweden 
ind Finland and lightning stoppages at 
banks in France, Belgium, Italy and Greece. 
The nominal demands are for better pay 
and working conditions for bank employ- 
ees. But below the surface lurks the real fear 
— that the restructuring brought about by Eu- 
. rope 1992 will cost thousands of bank em- 
ployees their jobs. The European Commis- 
. sion has predicted that its new Europe will 
_ bring big cost reductions in financial 
services. Concerted union action 
could make achieving those cuts a 
long and painful task. 
. Banking is going through a pe- 
. riod of particularly wrenching change 
in Scandinavia. Nordic bankers, wor- 
ried that they will be left out in the 
cold by the single EC market, are brac- 
ing themselves for belated deregula- 
tion. This will force them to become 
. more competitive—ie, force them to 
announce redundancies, since sala- 
ries represent two-thirds of their 
= costs. Unsurprisingly, managers at 
banks that have merged (like Bergen 
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Bank and Den norske Creditbank in Nor- 
way and Den Danske Bank and Copenha- 
gen Handelsbank in Denmark) are coy 
about how large these redundancies will 
have to be. But they will have to bite the bul- 
let soon. 

In Sweden, where around 9096 of bank 
employees are union members, pruning staff 
will be difficult. Svenska Bankmanna- 
fórbundet, the country's largest bank union 
with 50,000 members, is said to have a war 
chest of around Skrl billion ($164m) to 
fund strike action. Swedish bank bosses, 
though, are playing tóugh. On January 29th 





That shrinking feeling 


they locked out employees just before a 
strike for a 15% pay rise began. Despite at- 
tempts at arbitration, the dispute rumbles 
on. About 35,000 Finnish bank employees 
have also been locked out of their branches 
since February 1st, for similar reasons. 

Within the Ec itself, relations between 
banks and unions are turning sour. In 
France staff at Banque Nationale de Paris 
(BNP) staged sporadic strikes throughout De- 
cember and January in support of a pay 
claim, until the bank struck a deal with them 
on January 30th. Mr Rodney Schwartz 
banking stock analyst at Shearson Lehn... 
Hutton, reckons that the settlement could 
cost BNP some FFr200m ($35m). Not much 
compared with BNP's FFr13.8 billion annual 
wage bill, but the extra cash is just for 1989. 
The horse-trading for 1990 begins on Febru- 
ary 16th. 

In Belgium bank unions are fish- 
ing for guarantees of job security as 
well as a pay increase. They have 
staged a one-day national strike, fol- 
lowed by a series of local protests. 
These seem unlikely to succeed. 
Générale de Banque, Belgium's big- 
gest bank, has already announced 
plans to axe 1,000 staff. Expect other 
Belgian institutions to follow suit. For 
employees, the writing seems on the 
wall: banking is no longer a job for 
life. Try telling that to the trades 
unions. 
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It is no longer sufficient for in- 
vestment banks to offer issuer or 
investor clients advice purely on their 
domestic capital market. 

These days, after all, investors 
are focusing more and more on 


global sector trends. Not just at an 


“ALTHOUGH 215.5: i; 
individual country's investment 
WE DEAL potential. 
ON 24 Thats why, at BZW, we have 
one of the world’s largest teams of 
STOCK EXCHANGES, economic, fixed income and equity 
TO US analysts, 


They provide the cross-border 


THERE IS ONLY 


intelligence on 21 countries and 2000 
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can now produce the right inter- 
national investment package for any 
client, anywhere in the world. 

Indeed, we now have the re- 
sources to help industry and business 
treat the world as one market. 

Just as we treat it as one invest- 
ment market. 

To find out how David Band's 
view of the investment market could 
help your business, send your 
business card to him at the address 
below. Or telephone us in Hong 
Kong on 5-8415123. 


BARCLAYS de ZOETE WEDD 
> THE INVESTMENT RANKING ARM OF THE BARCLAYS GROUT 


Barclays de Zoete W edd, Ebbgate House, 
2 Swan Lane, London ECAR 3T5. 














The added values of British Steel. Number four of a series. 


was galvanized steel from Britain which made the 
prospectors’ gold-washing pans, tent equipment and 
portable buildings. 

It was also a British supplier (one John Thompson) 
who shipped the first four-roll galvanizing machine to 
America in 1892. 

Of course, the process has changed beyond all 
recognition since the days when twelve men dipped 
each steel sheet in a pot of molten zinc. 

But our attitude to customers hasn’t. 

You tell us what you want the steel to do. And we'll 
supply the right steel to do it. 

Our galvanized steels, for example, are now pro- 
longing the life of cars and machinery all over the world. 


To keep out the elements, we add one of our own. 


Wind and water are the elements which attack steel 
most. And zinc is the element which helps steel keep 
them out. 

Given Britain’s abundance of the former, it’s no 
surprise that we've been using the latter for more than a 
hundred and fifty years. 

As early as 1837, Henry Crawford took out the first 
British patent for weather-proofing iron by dipping it 
in molten zinc. 

Just eight years later, the new material had already 
been used in the naval dockyards at Woolwich, Deptford 
and Portsmouth, and for dockside warehouses in 
Liverpool. 

And scientistsall over Europe were arguing over who 
had actually invented the process we now call galvanizing 
(after an Italian — Galvani — who had discovered the 
apparent life-giving effect of combining two metals 
during an experiment with dead frogs in 1786). 

While the scientists squabbled, British manufacturers 
quietly beat the world in developing it commercially. 

Creating a flourishing export market in the process. 

When the Californian Gold Rush started in 1849, it 


Photograph courtesy Shell UK Exploration and Production 






Our pre-painted Colorcoat steels 
are reducing manufacturing costs in 
white goods, brown goods and the 
construction industry. 

Our lightweight steels are helping to 
improve fuel consumption in cars. 

Our structural steels are taking over as the 
backbone of buildings in Britain and abroad. 
And our stainless steel cladding is increas- 
ingly becoming the most attractive face for them. 

We finish each one of these steels to the precise 
specifications of the customer, and the demands of the 
environment. 

Anoil-rig in the North Sea. Structural support for the 
Channel Tunnel. Or an airport in the Saudi Arabian desert. 

Fora dramatic example of the principle in action, take 
a look at the Thames Barrier in London. 

With 18,000 tonnes of British structural steel in the 
foundations and flood-gates, it's keeping out the 
elements in spectacular fashion. 

WE'RE ADDING VALUE 

AT BRITISH STEEL. 
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The joys of south-east Europe 
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The Greek 4nd Turkish stockmarkets are booming. For how much 


longer? 


HE evidence from south-eastern Eu- 

rope seems to be that some stock- 

markets can do well even when govern- 

ments are messing up the economy. The 

| world’s bounciest stockmarket so far this 

year has been in Turkey. It has risen 80%, 

| despite the government’s inability to slow 

| inflation running at an annual rate of al- 
most 7596. 

| The Greek stockmarket’s rise has not 

| been as spectacular: it is up a mere 21% 

since the end of December. Yet it too is 

trading at a record level and is enticing 

foreign investors. Greece’s problem is 

-" government spending. Last year three suc- 

( — cessive governments managed to achieve a 

budget deficit of more than 20% of GDP; 

the present caretaker coalition govern- 

ment—Greece faces another general elec- 

tion in April—plans to cut the deficit to a 

mere 18% of GDP. 

There are three reasons for the Turk- 
ish stockmarket’s rise. Probably the most 
important has been the small Turkish in- 
vestor, and he has been causing trouble. 
Until the turn of the year, the usual size of 
trade was around Im liras ($450). Now, 
however, Turkish stockbrokers are tired 
of such small and troublesome trades. At 
the end of January, when the stockmarket 

fell slightly, the stock exchange was be- 
sieged by angry investors complaining at 
stockbrokers’ inability to sell their shares 
promptly. Several big stockbrokers have 
now introduced minimum trade sizes 
(ranging from 5m liras to 15m liras), hop- 
ing to burn off this business. 

Small investors became involved in the 
stockmarket because bank deposits, 
which account for around 80% of Tur- 
key’s financial assets, are not as attractive 
as they once were. Until October last year, 
one-year lira deposits paid an interest rate 

| of 83%. This was well over the rate of in- 
flation (in the third quarter of last year 
consumer prices were up 73% on 12 
months earlier), Then the rate was low- 
| ered, to only 62%—in real terms, proba- 
| bly negative. 
| The small investors’ discovery of the 
| stockmarket coincided with the arrival of 
a lump of money from foreign investors. 
| Two funds, a $55m Mediterranean Fund 
run by Britain's Schroders (which invests 
in five other stockmarkets besides Tur- 
key), and the $104m Turkish Fund, 
quoted on the New York Stock Exchange, 
arrived at the end of last year expecting to 
invest most of their money by the end of 


| the first quarter of this year. Other foreign 











funds are waiting in the wings. The Istan- 
bul market's capitalisation is now around 
$11 billion. 

The growth of foreign money has 
speeded up the turnover of shares. Last 
summer, before foreign funds were al 
lowed to invest freely in Turkey, turnover 
was a mi le $1m-2m a day. Now turn- 
over runs at anywhere between $6m and 
$34m a day. So far the exchange's settle- 
ment system has kept up with this frenetic 
pace. Trades have to be settled within 24 





hours. 

The stockmarket's third engine is the 
government. Brokers and investors com- 
plain that the National Housing Fund, a 
state-owned fund which plays the stock- 
market, is hyperactive. The fund tends to 
lead the market. Typically it is a heavy 
buyer of shares, often in state-controlled 
companies, for a couple of days before 
selling rather more shares than it bought 
and depressing the rest of the market. 

Although the government’s privatisa- 
tion plans are suspended, a higher stock- 
market is obviously in the government's 
interest if it should decide to sell more 
shares. This is encouraging the wiser of 
the foreign investors to stick to privately- 
owned companies, such as the Koc 
Group, where prices are more in line with 


ues. 

The Turkish stockmarket seems to be 
overdue for a substantial correction—as it 
has been for almost six months. Most 




































































shares now trade at a price that is between — 
17 and 18 times their prospective annual — 
earnings. That is expensive com | 
with the rest of the world, and anyway | | 
probably overestimates the amount of . 
earnings growth that Turkish companies || 
can produce this year. i 

The Greek stockmarket has yet to | 
reach the wildness of the Turkish one, - | 
where a fraud involving forged share cer- || 
tificates (worth over $15m) in Cukurova || 
Elektrik, one of the most heavily traded | 
Turkish shares, was discovered at the end i 
of January. The Greek market's turnover || 
remains a much more modest $1m-2m a. | 
day and its capitalisation is around $8 bil | 
lion. Yet the Athens stockmarket has | 
similarities to Istanbul's: foreigners are be- || 
ginning to get into this market too. Alli- | 
ance Capital, a New York-based money | 
manager, has registered a Greece Fund | 
with America’s Securities and Exchange — 
Commission. E 

There are also similarities in corporate || 
structure between the two countries. Li | 
their Turkish rivals, Greek companies || 
have learnt to live—more exactly, grown || 
up living—without efficient capital mar- - ! 
kets by borrowing from banks. In both || 
countries most companies tend to be ei | 
ther family- or state-controlled. However, || 
as befits a member of the European Com- — 
munity, Greece seems to be learning fi- | 

ial tricks faster than Turkey. Take- || 
overs, which usually do not involve — 
quoted companies, are becoming more | 
common in Greece. Grand Metropolitan, || 
a British leisure and drinks firm, last year. || 
bought Metaxa, the country's leading || 
brandy maker. Jacobs Suchard and Nes- | 
té, both Swiss sweetmakers, have bought — 
Greek chocolate firms. 

Even those companies that do float - 
their shares on the stockmarket usually 
sell only a small proportion of their eq- — 
uity. This makes for jerky, illiquid mar- — 
kets. A few companies stand out: like || 
Ergobank, a go-ahead commercial bank — 
which, thanks to its more efficient com- _ 
puter systems, can both pay more to de- — 
positors and lend at lower rates than most 
of its rivals. This bank trades at a discount 
to the market (its price/earnings ratio is — 
11, as against the market's 13) and its. 
yield is 3%. 3 

The best investment in Athens is the 
government's ECU bonds. The latest issue, 
which is bought in drachmas but re- | 
deemed in ECUs, pays interest (also in. | 
ECUS) at the rate of 12% a year. OtherECU || 
bonds issued by European governments - 
offer yields of only 10.5%. As the next. | 
Greek government has to regain control | 
of public expenditure and broaden the - 
tax base, these bonds should prove to be 
good investments. 
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Japan’s banks and capital adequacy 


Turning the tables 


TOKYO 


RCING Japanese 
banks to adopt the 
same capital-adequacy rules 
as western banks was sup- 
posed to nobble them once 
and for all. The scheme was 
dreamed up by the Bank for 
International Settlements 
(BIS) in Basle in late 1987. It 
was designed to remove any 
unfair advantages that insti- 
tutions with low capital ra- 
tios (ie, equity as a propor- 
tion of assets) might have in 
competing for international 
customers. Banks doing business abroad, 
declared the Bis, would be required to have 
capital ratios of at least 8% by March 1993. 
That, agreed smiling bankers in America 
and Europe, would slow the Japanese insti- 
tutions’ massive growth in assets. 

It didn’t. If anything, Japan’s major city 
(ie, commercial) banks have turned the Bis 
requirement into an advantage. It provided 
them with the incentive, just as they really 
needed it, to tap Tokyo's buoyant markets 
for enormous dollops of capital. In less than 
two years the big five of Japanese banking 
have raised a massive Y3 trillion ($21 bil- 
lion) from issuing equity and CBs (convert- 
ible bonds)— "sums", say banking analysts 
at Salomon Brothers in Tokyo, "beyond the 
wildest dreams of western bank chiefs." 
With three years still to go, Japan's five larg- 
est city banks (Dai-Ichi Kangyo, Sumitomo, 
Fuji, Mitsubishi and Sanwa) have cleared 
the 8% hurdle already. The most aggressive 
of the lot, Sumitomo Bank, already has a 
capital adequacy of 10.6%. 

Last week Sumitomo announced that, 
as far as BIS requirements were concerned, 
its fund-raising days were over. After its 
planned rights issue at the end of March, it 
will not need to raise any more capital for 
three years. Including its March issue, it will 
then have raised some ¥930 billion ($6.6 bil- 
lion) since the Bis guidelines were an- 
nounced. The time has come instead, says 
Sumitomo, for some good old-fashioned as- 
set growth. 

If it converts its outstanding CBs and 
carries on realising more of its hidden assets, 
says Ms Alicia Ogawa, a banking analyst at 
S.G. Warburg Securities in Tokyo, 
Sumitomo could increase its assets by no less 
than 40% over the coming year. Odds are 
being laid that Japan's other big city banks 
are not going to let Sumitomo run away with 
the race. 

Admired and feared, Sumitomo Bank 
has much the same reputation in Japan as 
Citicorp used to have in America. It has 
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At the summit 





gambled boldly, sometimes disastrously. But 
it has always clawed its way back to the top 
of the bank profitability league. Of all Ja- 
pan's city banks, Sumitomo has the highest 
exposure to Latin American debt. But it has 
done more than most to get the problemati- 
cal bits of its loan portfolio under control. 
And, better than its city-bank rivals, 
Sumitomo has thrust into retail banking at 
home. Its gamble in 1986 in acquiring Heiwa 
Sogo Bank—a savings-and-loan institution 
that was going belly up—has provided the 
Osaka-based bank with more than 100 extra 
branches in the huge and profitable Tokyo 
district. 

Having concentrated for the past few 
years On getting its domestic business in or- 
der, Sumitomo Bank can now press on with 
its plan to become an international invest- 
ment bank. And where Sumitomo leads, 
other Japanese banks eventually follow—ie, 
down the asset-acquiring trail. 

During the next year Dai-Ichi Kangyo 
Bank's potential for growth (without hurt- 
ing its capital ratio) is reckoned to be 
around 15%. Fuji Bank is expected to be 
able to achieve 10% growth and Sanwa 


Bank around 8%. Conservative Mitsubishi 
Bank is thought to be capable of increasing 
its assets over the next year by 24%. War- 
burg expects the city banks (other than 
Sumitomo) to go through at least one more 
major financing, or to start 
realising the hidden profits 
in their investment ac- 
counts. So far Dai-Ichi 
Kangyo Bank has issued 
Y670 billion ($4.8 billion) 
in fresh equity and cas. Fuji 
Bank has raised Y530 bil- 
lion in new capital, 
Mitsubishi Bank ¥485 bil- 
lion and Sanwa Bank X545 
billion. 

In one way, though, the 
foreign bankers were right. 
Over the next couple of 
years Japanese institutions 
are less likely to do anything too ambitiov« 
overseas that would jeopardise their Bis r 
tios. For the time being at least, most will be 
looking more to the domestic market for 
their asset growth. As successful banks like 
Sumitomo and fast-rising Sanwa have 
found, the key to fatter profits at home is to 
shun the easily-obtained business that 
brings in only interest income. With interest 
rates now largely deregulated, the cost of 
money has become (by Japanese standards) 
exorbitant. Commission and fees are much 
more attractive—especially when doing 
business with smaller companies. Treasury 
operations and foreign-exchange dealings 
are attractive, too. 

This picture of domestic bliss could 
change quickly. With around 30% of the 
city banks’ assets being dollar-denominated, 
Japanese city banks received a handy boost 
to their assets as the dollar hardened to over 
¥140 last year. Any future weakening in the 
dollar will have the opposite effect. But 
simultaneously it will help buoy up Japane 
banks’ capital ratios as they seek to expat 
their assets even more vigorously at 
home—and, once again, abroad. 


a a a re ee 
Pensions funds and managed futures funds 


Jam tomorrow 


OME pension funds in America— 

among them Eastman Kodak’s, Detroit 
Policemen and Firemen’s, the State of 
Massachusetts’ and Boeing’s—have in- 
vested almost $1 billion of their money in 
managed futures funds. They held next to 
nothing in them five years ago. British pen- 
sion funds now have the chance to put cash 
into the same market, using unauthorised 
unit trusts. Would that be wise? 

The main claim made for managed fu- 
tures funds is that they reduce the risk of 
portfolio investment, since futures funds 


tend to do less badly when stockmarkets and 
bond prices fall. Speculators make most 
money in futures trades when there is a lot 
of uncertainty about future economic condi- 
tions—ie, usually when the price of equities 
drops. Over the past decade an investor who 
puts some of his money in futures would 
have found that his average return varied 
less than if he put his money just into equi- 
ties and bonds. 

What kind of returns can a futures-fund 
investor expect? A futures contract is similar 
to a forward contract. In a forward contract 
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two people agree to exchange a commodity, 
currency or interest rate for a specific price 
at some future date. If at that date the cur- 
rent price exceeds the contract price, the 
seller of the contraet pays the buyer the dif- 
ference. In a futures contract, participants 
settle with each other at the close of business 
each day, rather than when the contract ma- 


Adminstrative costs in a managed fu- 
tures funds are (so far) exorbitant—roughly 
20% of assets invested—so a fund needs to 
make more than that before an investor 
clears any money. If managed funds make 
these returns, there must be consistent los- 
ers, who nevertheless stay in the game. The 
losers (in money terms) are the market's 
“hedgers” —commodity producers and 
companies vulnerable to a rise in interest 
rates or a change in exchange rates. They, so 
the argument goes, are willing to lose money 

_in futures trading, as long as the benefit 

om reducing risk through locking in a 
‘ commodity price or interest rate exceeds the 
money losses. 

Speculators, in contrast, are uncon- 
cerned about the risk of a single trade. They 
focus exclusively on the likely trend of 
prices, and can profit from the fickle hedger 
who prevaricates about the level of risk his 
firm should take. Given the high leverage 
available in futures trading, a speculator 
needs only a small forecasting edge over 
other traders to make big profits. 


Financial reform in Czechoslovakia 


The evidence on returns is inconclusive. 
A paper by Messrs Edwin Elton, Martin 
Gruber and Joel Rentzler of New York Uni- 
versity's Business School examined the 
prospectuses of 80 futures funds that went 
public, and their subsequent performance. 
After being public for two years their aver- 
age return was a twentieth of the earlier re- 
turns they reported in their prospectus; 
those that had the highest historic return 
while private commodity traders turned out 
to be no more likely to do well once public 
than those that had reported the lowest 
returns. 

The same professors calculated the re- 
turns of all publicly available funds between 
1979 and 1984. The monthly returns were 
high enough to justify their inclusion in a 
portfolio of investments—but only just. But 
1979.84 is about the worst period that could 
be chosen for futures funds. A new version 
of the NYU study by academics at Ohio State 
University looked at 1979-88, and con- 
cluded that managed future funds were a 
good investment. 

Futures funds are bound to look less at- 
tractive with time. New speculators entering 
the market will gradually squeeze profits un- 
til they are the same as for any other asset 
whose pattern of returns offers a hedge for 
investors in equities and bonds. Even then, 
institutions wanting to reduce the risk of 
their portfolio may well benefit from some- 
times dipping into the futures market. 


A conversation with Vaclav Klaus 


DAVOS 


(€ A. MARKET economy without any ad- 
jectives." That is what Mr Vaclav 
Vlaus insists is needed in Czechoslovakia, 
vere he has been finance minister since 
early December. Not for him the "social 
market economy’’, a phrase being bandied 
about elsewhere in Eastern Europe. This 
soft-spoken but smilingly confident 48-year- 
old economist believes that half measures 
will be worse than useless. To bring the mar- 
ket in quickly, Mr Klaus and his ministry are 
preparing a slew of new laws to permit west- 
ern-style financial markets. 

Mr Klaus has just been in Switzerland 
for the World Economic Forum, an annual 
gathering of top businessmen, politicians 
and fellow-travellers. For Mr Klaus, who is 
delighted to be called a Friedmanite, the 
first priority is to ensure that ending central 
planning does not bring rapid inflation. So 
on February 1st he appeared on Czech tele- 
vision, warning that he plans to cut subsi- 
dies by at least 1596 in an austere budget due 
by March 8th. The idea is to run a surplus 
equal to around 296 of state spending, com- 
pared to last year's deficit of around 11296. 
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At the same time, he says, the last thing 
Czechoslovakia needs is financial aid from 
the West: that would be disastrously 
inflationary. 

Such prudence is not as surprising as it 
might seem. Czechoslovakia has long run a 





Friedmanite Vaclav 


FINANCE 


tight ship, with last year's budget deficit the 
first for 20 years. The country's foreign debt 
is the lowest in Eastern Europe (bar Roma- 
nia) and would be matched by overseas as- 
sets in Russia and Eastern Europe, if only 
they were realisable. 

Although inflation is the prime target, a 
tight macroeconomic stance is also intended 
to squeeze the country's monopolistic pro- 
ducers. At the same time, private enterprise 
and foreign competition will be unleashed 
on the supply side. On February 8th the 
government was presented with a decree to 
create a bond market. A law to permit pri- 
vate shareholdings will follow, as part of a 
reform package due to be completed in 
March and implemented on April Ist. 

This sounds implausibly fast, given that 
the country has lagged behind Hungary and 
Poland. Mr Klaus has two replies. He thinks 
the neighbours are in a "reform trap”, in 
which partial reforms are proving worse 
than none at all. And he argues that 
Czechoslovakia has been laying foundations 
for reform for more than a year. Notably, 
from January 1 1990 Czechoslovakia re- 
placed its monopoly banking system with a 
western-style two-tier structure: a central 
bank, plus seven independent commercial 
banks. The finance ministry is on the verge 
of selling a 40% stake in one of these to Aus- 
tria’s Creditanstalt. 

Some western misconceptions are per- 
sonal to Mr Klaus. In particular, the account 
of his career that appeared in these pages 
last week was over-romantic: he says that he 
did not turn up in Chicago in August 1989 
as a “mystery man", but rather had met the 
dean of Chicago University’s business 


school at a conference in Prague the previ- 


ous March. More important, Mr Klaus was 
not an adviser to Alexander Dubcek in 
1968; at that time Mr Klaus was an "angry 
young economist" who led a campaign 
against both the old regime and the reforms. 
Mr Klaus and his fellow Czechoslovak 
delegates in Davos were anxious to distance 
themselves from the 1968 reforms. But they 
were happy to cosy up to western business. 
Equity capital and not aid is what they are 
after, and they appear unfussed about 
whether it arrives through joint ventures, 
greenfield investments or direct pu | 
of Czech firms. As a good Friedmanite, Mr 
Klaus shows no interest in dictating the out- 
come of market forces: his role is to keep 
prices stable while business does its work. 
One group that does look likely to play a 
role is the Czech diaspora. Among those 
emigrés who have already been in touch is 
Mr Thomas Bata, head of the eponymous 
shoe multinational based in Canada. Re- 
cently, the logical Mr Klaus was asked what 
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would be the future role in Czechoslovakia — 


for the communist party. “It will grow," he 
said. “After all," he added after a pregnant 
pause, “Its role is now zero.” 

SO ——— —— — 
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AS NEXT December's govern- 
4 A mental conference on eco- 
‘nomic and monetary union 
(EMU) approaches, the indepen- 
e of the EC's 11 central 
banks will become a crucial po- 
question. Low-inflation 
countries such as West Germany 
will refuse to accept a new Euro- 
pean central bank unless it is free 
of political control; otherwise, 
they fear, politicians could make 
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t print money whenever 
ele rally convenient, risking 
inflation in the long term. 

. The president of West Germa- 
ny s Bundesbank, Mr Karl Otto 
Pöhl, has laid down rigorous 
conditions for any new central 
bank. He says it must be legally 
committed to price stability and 
free from political influence. He 
: wants national central 
banks in Europe to be made in- 
dependent. At present, most of 
them are under the thumb of 
their ministries of finance. 

Last year's Delors report on 
EMU proposed that the new 
bank's ruling council should 
have two sorts of member: the 
governors of the existing na- 
tional central banks (nominated, 
in effect, by national govern- 
ments), and others chosen by the 
furopean Council. The bank's 
:ouncil would decide monetary 
and exchange-rate policy; the na- 
ion: sp peste would help 
to carry the policy out. 

Suppose that a group of gov- 
ernments opposed moves in the 
| central bank to raise 
interest rates. They could try to 
their own council 
members against the change. If 
that failed, they might ask their 
irap banks xdi 
mplementing the new policy. 
the independence of the new 
Bank of Europe will partly de- 
pend on the independence of the 
national banks. Mr Póhl stresses 
that council members should be 
DDOI ted for long (say, eight- 
year) terms of office, and that 
they should commit themselves 
to the conduct of Community 
policy, rather than pay 
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Liberating central bankers 





D 





If the European Community is one day to have one currency and a 
single central bank, should that bank be "independent" or *'ac- 
countable”? For the answer, look to experience: a variety of ar- 
rangements has been on trial in Europe for years 


attention to national interests. 

Mr Pöhl is in a strong position 
to insist that Europe's govern- 
ments give their central banks 
the sort of autonomy his own 
bank enjoys. For West Germany 
is the one country that can block 
EMU. The D-mark's dominance 
would make it pointless to set up 
an EMU without it. 


Poles apart 


No other European central bank 
asserts its independence with as 
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council's remaining 11 members 
are the heads of the regional cen- 
tral banks. All council members 
serve eight-year terms. 

ermany's experience of eco- 
nomic collapse and hyperinfla- 
tion in the 1920s and the 
Bundesbank's peerless record of 
keeping inflation in check in 
modern times have made the 
bank the country's most presti- 
gious institution. This, as much 
as its legal safeguards, is the 
source of the bank's indepen- 
dence. Governments are usually 
wary of challenging the 
Bundesbank. When they do, 
they regret it. In 1980 and 1981 
the then Chancellor, Mr Helmut 
Schmidt, did all he could to per- 
suade the Bundesbank to lower 
interest rates—and failed. 

The Bank of England takes 
the wooden spoon for central- 
bank independence. Its relation- 
ship with the Treasury was best 
summed up by Mr Nigel Lawson, 





much truculence as the 
Bundesbank. A law of 1957 
gives it independence from the 
federal government in the con- 
duct of monetary policy. The 
bank "shall be required to sup- 
port the general economic policy 
of the federal government”— 
but only if this does not preju- 
dice the performance of its func- 
tions, which are to ensure “sta- 
ble prices, high employment, 
balanced foreign trade and con- 
stant and reasonable economic 
growth", 

The state secretary of the fi- 
nance ministry sits on the bank's 
council and can order a decision 
to be held up for two weeks, but 
not longer. On the government's 
advice, the federal president ap- 
points the bank's president (who 


can attend cabinet meetings), its willed governors have influenced 
vice-president and up to eight government policy by using their 
other council members. The ability to ass as a Weapon. 
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then chancellor of the exche- 
quer, in a statement to a House 
of Commons select committee in 
1987: “I make the decisions and 
the Bank carries them out." 
(The same Mr Lawson, when he 
resigned last autumn, said he 
had worked on a blueprint for 
making the Bank of England in- 
dependent.) The act of 1946 that 
nationalised the empow- 
ered Treasury officials to direct it 
if they considered it in the public 
interest to do so. The Treasury 
consults the Bank before interest 
rates change, but their relation- 
ship is understood by both sides 
to be one of principal to agent. 
The Queen, on the advice of 
the prime minister, appoints the 
governor for a five-year term. 
Despite the handicaps, strong- 
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Coded rather than open dis 
putes have been the rule. For ex- 
ample, if an article in the Bank's 
quarterly economic bulletin is 
less than enthusiastic about a 
government policy, it means the 
Bank dislikes it. Such protests, 
though, have been rare since 
Mrs Margaret Thatcher chose 
the present governor, Mr Robin 
Leigh-Pemberton. 

The Bank has always had 
more leeway in banking supervi- 
sion, an area in which some 
other central banks including 
the Bundesbank, play no role. 
However, the collapse of John- 
son Matthey Bankers in 1984 led 
to some clipping of the Bank's 
supervisory wings. The supervi- 
sors are now monitored by an ex- 
ternal Board of Banking 
Supervision. 

The Netherlands Bank i 
probably the second-most inde 
pendent Ec central bank. It nor- 
mally conducts its own policy on 
interest rates and intervention in 
the foreign-exchange markets. 

A law of 1948 allows the min- 
ister of finance to issue a direc- 
tive ordering the Bank to comply 
with government policy. If the 
Bank’s board objects, it can ap- 
peal to the cabinet. If the govern- 
ment backs the minister it can 
order the Bank to obey the direc- 
tive. But it must publish its rea- 
sons for doing so together with 
the Bank’s reasons for opposing 
the directive. This would lead to 
a motion of no confidence and a 
debate in parliament. If the gov- 
ernment won—no certainty in a 
country of  coalitions—the 
Bank’s board would almost cer- 
tainly resign. If the government 
lost, it would resign. 

No government has yet riskeu 
issuing a directive. Instead, dif- 
ferences are usually hammered 
out behind closed doors. The 
governor and board members 
are appointed by the govern- 
ment on the recommendation of 
the Bank’s board and a supervi- 
sory board, for a fixed term of 
seven years. 

Apart from its legal position, 
the strong personalities of its 
governors have helped the Neth- 
erlands Bank protect its inde- 
pendence. The present gover- 
nor, Mr Willem Duisenberg, is a 
former minister of finance, while 
his predecessor, Mr Jelle Zijlstra, 

d been prime minister. The 
government's ability to interfere 
has also been limited by Hol- 
land's zr d —* for wo 

years) of pegging the 
guilder's exchange rate to the D- 
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mark, with only rare deviations. 
The rest of Europe’s central 
banks fall into two groups: those 
resembling the Bank of England 
in their servility, and those that 
fall somewhere between the Eng- 
lish and West German models. 


The art of compromise 
Among the non-servile group is 
the National Bank of Den- 
mark whose independence from 
the government is enshrined in a 
law of 1936. The governor is ap- 
pointed until he retires. Mr Erik 
Hoffmeyer, the present gover- 
nor, has spent 25 years in the job 

will stay on for another five 
until he reaches 70, The law al- 
lows the Bank to decide interest 
rates but gives the government 
the right to express its view. In 
practice, the Bank listens and is 
less assertive than the 
Bundesbank. 

In the days of credit rationing 
and exchange controls, govern- 
ment ministers used to criticise 
the Bank for setting interest 
rates too high. Now that mone- 
tary policy is market-based, such 
conflicts are rare, although the 
Bank still lectures the govern- 
ment on economic policy. 

The Central Bank of Ire- 
land is proud to be more inde- 
Ee than the Bank of Eng- 

^ isions on interest rates 
are taken by Bank officials, not 
by the Department of Finance. 
The governor is appointed for a 
seven-year term by the president 
of Ireland. The directors are ap- 
pointed by the ministe? of fi- 
nance, who has the right to sack 
them but has never done so. 

In practice the clubby nature 
of Ireland's political elite means 
that the Bank is unlikely to ig- 
nore the government's views. By 
tradition, the governor—cur- 
rently Mr Maurice Doyle— is al- 
ways a former secretary of the 
Department of Finance. And the 
current secretary is always a di- 
rector of the Bank. So the two in- 
stitutions do not row. Such har- 
mony is easier to achieve now 
that the Irish pound is in the Eu- 
ropean monetary system (EMs) 
and interest-rate changes are 
triggered by the Bundesbank. 

The Belgian National Bank 
falls between the stronger and 
weaker central banks. The prime 
minister appoints the governor 
for a five-year term but can sack 
him at any time. A government 
commissioner—by tradition the 
senior official in the finance min- 
istry—sits on the Bank's council 
and board and can veto deci- 
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sions. The veto has never been 
used. Frequent contacts between 
the Bank and the ministry 
smooth differences. However, 
the Bank is no pushover, and is 
usually the party that initiates 
changes in monetary policy. 

In 1982 relations between the 
Bank and the finance ministry 
turned sour when the govern- 
ment ignored the Bank's pro- 
tests and devalued the exchange 
rate. The Bank's influence was 
restored under the diplomatic 
governorship of Mr Jean 

odeaux. But the recent ap- 
pointment of his successor, Mr 
Alfons Verplaetse (a politician 
and former adviser to the prime 
minister, Mr Wilfried Martens) 
makes it unlikely that the Bank 
will strain on its leash. The Bel- 
gian National Bank also carries 
out some central-bank functions 
for Luxembourg. 

De jure, the Bank of Italy 
has little independence from the 


surys director-general, Mr 
Mario Sarcinelli, is a former 
Bank official, while the Treasury 
minister, Mr Guido Carli, was 
once governor. 

Traditionally the Bank of 
Greece lacked autonomy be- 
cause interest rates were set by a 
currency committee that in- 
cluded representatives from the 
economic and finance ministries 
as well as the Bank. The Socialist 
government abolished the com- 
mittee in 1982, giving the Bank 
greater scopé to set interest rates. 

But the personality of the gov- 
ernor, who is appointed for a 
four-year period, has counted for 
as much as the Bank's legal posi- 
tion. The forceful Mr Xenophon 
Zolotas, governor from 1955 to 
1981, was economic mentor to 
successive conservative govern- 
ments. (He is now, at 85, prime 
minister.) The Bank was less as- 
sertive in the early 1980s when 
its governor, Mr Gerasimos 





German shepherd 


Treasury, which sets the dis- 
count rate. But, de facto, the 
Bank has a higher standing than 
any other part of the Italian ad- 
ministration, thanks to its inde- 
pendence from party politics and 
the quality of its senior staff. The 
transient nature of Italian gov- 
ernments has increased the 
Bank's influence: there have 
been 48 governments since the 
second world war, but only five 
Bank governors. The Bank of It- 
aly helped push Italy into the ems 
ten years ago. 

The current governor, Mr 
Carlo Ciampi (who does not 
have a fixed term of office), ar- 
gues that the Bank should be 
given sole authority over mone- 
tary policy. Many politicians re- 
ply that the Bank is already too 
ex L At present, relations 

een the central bank and 
government are good: the Trea- 


Arsenis, doubled up as finance 
minister. Since 1984 the Bank 
has regained some clout under 
Mr Dimitrios Chalikias. He has 
criticised the government in his 
annual reports and reacted to 
the present political uncertainty 
by tightening credit. 

The Bank of Spain is for- 
mally dependent on the finance 
ministry. The governor is ap- 
pointed by the minister for a 
four-year term to implement the 
government's monetary policy. 
But in other areas of economic 
policy the Bank wields consider- 
able power. The quality of its 
economics department gives the 

k's pronouncements weight. 
Although it often criticises gov- 
ernment policy, the conflicts can 
be stage-managed. The gover- 
nor, Mr Mariano Rubio, is per- 
sonally close to the ruling Social- 
ists, and his calls for even more 


austerity helped the government 
sell its fairly tough policies to its 
left wing. 

The Bank of Portugal is one 
of the least autonomous central 
banks in Europe. The law that 
nationalised it during the revolu- 
tion of 1975 gave the Bank con- 
trol of monetary policy "under 
the direction of the finance min- 
istry”. In practice the last word 
always belongs to the govern- 
ment. This may change. The fi- 
nance ministry is working on a 

law to increase the central 
bank's independence. 

French politicians are among 
the most reluctant to accept the 
idea of an independent Euro- 
pean central bank, mainly be- 
cause they are used to bossing 
the Bank of France around. A 
law of 1973 defines the Bank's 
mission as "to watch over mont 
and credit within the framewor 
of national economic and finan- 
cial policy". The government 
can remove the governor of the 
Bank at any time—though gov- 
ernors usually stay for five years. 
Big decisions on monetary policy 
are taken after talks between the 
governor, the director of the 
Treasury and the minister of fi- 
nance, but in case of conflict the 
government's view prevails. 

The top officials in the Bank 
and the Treasury have the same 
educational background. Fre- 
quent job swaps also smooth re- 
lations. The Bank's current gov- 
ernor, Mr Jacques De Larosiére, 
hopped into the central bank in 
1987 in an exchange that gave 
Mr Michel Camdessus the mF 
throne. Mr Camdessus had him- 
self been director of the Treasury 
before becoming governor. Bai 
and Treasury now agree that t. 
chief aim of monetary policy is to 
maintain the franc's position in 
the EMs. This makes the 
Bundesbank the major influence 
on French monetary policy. 

Indeed, throughout Europe 
the development of the Ems has 
made the division of power be- 
tween national central banks 
and their finance ministries grad- 
ually less important. Central 
banks and finance ministries 
alike have yielded power to the 
Bundesbank—whose reliability, 
thanks to its own independence, 
is unquestioned. A single-ur- 
rency Europe will have to create 
the institutions of sound money 
for itself. If experience is any 
guide, Europe will have to follow 
West Germany and build a truly 
independent central bank. 
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Trade finance. Treasury services. 
Merchant banking. Stockbroking. 
Insurance. Years of experience in 
different departments and offices of 
the HongkongBank group have given 
our staff specialized financial skills. 


That's why the HongkongBank group 
member companies have gained a 
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formidable reputation for their 


specialized financial services. Wardley 


in corporate finance and investment 
management. James Capel in 
securities. Carlingford and Gibbs in 
insurance. To name a few. 
Advanced technology links these 
independently successful companies 
into a global network: over 1,300 
offices in 50 countries. The result: 
a unique mix of knowledge and 
experience worldwide. 


For more information, contact your 
nearest office of the HongkongBank 
group. 

Specialized skilis providing fast local 


decisions, backed by global resources. 


That's our strength. 
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Hongko eBank 


The Hongkong and Shanghai Banking Corporation Limited 


Marine Midland Bank « Hang Seng Bank 
The British Bank of the Middle East « HongkongBank 
of Australia « Hongkong Bank of Canada 


Wardley « James Capel e CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 30 JUNE 1989 
EXCEED US$124 BILLION. 





CLEARING THE AIR ABOUT 












The professional television 
industry already has all 
the ingredients to succeed in 
high-definition television. 
In fact, what we really 
need from the Federal 
Government is not a cup 
of sugar, but the recipe. 


DOES AMERICA’S PROGRESS 
IN HDTV DEPEND ON UNCLE SAM? 
OR UNCLE SUGAR? 










Spending is no substitute for leadership. 





e need Uncle Sam to set the technical 
parameters for delivering motion-picture- 
quality television into the home. Once these 
delivery standards have been set, the industry can imple- 
ment production standards for making HDTV programs. 
Only by setting standards can we reasonably limit 

the risks of entering the market. 





But it's to no one's advantage to make a decision as far- 
reaching as this without examining all the options. And 
considering all the consequences— economic, cultural 
and political. 

Unfortunately, the delivery standards for conventional 
television, set almost 50 years ago, cannot accommodate 
true high-definition television with its voracious demands 


on our limited broadcast spectrum. 

Economics and common sense suggest that HDTV 
should be compatible with existing television receivers. 
Some sort of enhanced-definition tele- 
vision could be an interim step to true 
HDTV. However, other nations are 
already moving ahead and the U.S. 
should not accept standards that | ae 
are substantially and permanently E ER 
lower than those of the nations : 
we compete with. 

What appears to be a safe path 
today could turn into a dead end 
tomorrow. Or a mine field. 


eh... 












The U.S. should choose an 
HDTV standard that ensures 
a path to the future. 








— The current NTSC standard, 
ud named for the National Televi- 
sion System Committee which 
established it, was probably 

: higher than it needed to be at 
= = / the time it was set. That's one 
il reason why it has lasted for 
almost 50 years. 

Likewise, the standard for 
HDTV needs to be of high-enough quality to allow for 
the ingenuity of a free market. To allow for innovation, 
natural cost reductions, and a free flow of technology 

other industries. At a minimum, it should allow the U.S. 
to compete successfully in other markets, like Europe and 
Japan, which already have committed to the higher 
standards of true HDTV. 

We're not talking about competing just for the sale of 
TVs and VCRs. People who view HDTV solely as a poten- 
tial savior of the American consumer electronics industry 
are missing the big picture. Granted, the manufacture of 
consumer electronics is a large industry—one which rep- 
resents a lot of money and a lot of jobs. But making 
television sets is a narrow endeavor compared to 
making Television. 
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It looks good at home, but 
can it compete in open waters? 








Just think of the dollars and people involved in the 

professional TV industry. The thousands of program pro- 
` ction and post-production companies who make and 

export TV shows and commercials. The 1400 American tele- 
vision stations and nearly 10,000 cable systems who bring 
those programs into the home. And the professional equip- 
ment manufacturers, 
like Ampex, who make 
the equipment and 
videotape for recording, 
producing and deliver- 
ing television programs. 

You may be surprised 


to know that the United 





IF You WATCHED TV TODAY. 
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States is the world leader 
in all of these areas. 

More important, it's 
in the professional TV 
industry where new tech- 
nology such as HDTV 
is spawned—not in 
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consumer electronics. 





The VCR and portable 
video camera were 
professional tools long 
before they became 
available at local retailers. The professional television : 
industry has also spawned technology now used in myriad _ E 
other fields—from education to aerospace, from medicine » 
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amazing number 
advances in other fields are a direct 
outgrowth of TV technology. 


to police investigation. 

Most of these technical achievements were produced x 
by independent American companies without govern- T 
ment assistance. E 

HDTV can happen the same way. Whether or not b 


we need "Uncle Sugar" to subsidize research and devel- 
opment or to provide tax breaks or trade restrictions 

is a matter of opinion. One thing's clear: Uncle Sam must — 
set the standards and if those standards aren't competitive _ 
in world markets, all that sugar is going 
to go to waste. 

We need some decisions. Fast deci- 
sions would be good. Educated ones 
would be better. For more information 
about this important issue, write to us 
on your letterhead and ask for your 
copy of our HDTV brochure. EE 
We're the world's leading ge 
professional TV company. POS 
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Ampex Corporation, 401 Broadway, Dept. 8K, Redwood City, CA 94063 
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SCIENCE AND TECHNOLOGY 


Opossums and career women 


CAMBRIDGE, MASSACHUSETTS 


POSSUMS frequently appear to be 
dead. In part this is because of their 
well known ability to avoid attack by feign- 
ing death—that is, to play possum. lt is also 
because they often are indeed dead. Few 
opossums make it far into their second year. 
For mammals of their size (they grow about 
ae hig as a domestic cat) they have extraordi- 
ily short lives. 

This makes them extraordinarily inter- 
esting to evolutionary biologists. Some 
opossums on an isolated island off 
Georgia are helping to confirm one 
fashionable theory of aging. Accord- 
ing to the theory, aging is not simply a 
matter of a creature wearing out; it is 
caused by a decline in the power of 
natural selection. This turns out not 
to be quite as odd or complicated an 
idea as it might at first sound. 

Imagine a gene that killed people 
before they reached the age of sexual 
maturity—and thus before they re- 
produced. This gene would not get 
far; its possessors would have no de- 
scendants. As Dr Richard Dawkins 
put it in "The Selfish Gene": "No 
doubt some of your cousins and great- 
uncles died in childhood, but not a 
single one of your ancestors did. An- 

"ors just don't die young." How- 

r, as far as natural selection is con- 
cerned, ancestors can get up to 
whatever they like once their off- 
spring have been born. A gene that 
killed at age 90 could happily pass down the 
generations. Evolutionary biologists express 
this by saying that natural selection operates 
more strongly on the young. 

What would happen if you could make 
natural selection continue to operate 
strongly in later life? According to theory, 
the creatures involved would live longer. 
And the way to make natural selection keep 
on working is to ban reproduction until 
some relatively advanced age. That way, 
plenty of harmful genetic mutations that 
emerge later in life (and traits that are useful 
when young but harmful when old)—which 
natural selection previously ignored— 
would get the evolutionary chop. 

This can easily be arranged for fruit 
flies. Dr Michael Rose and Dr Joseph Graves 


from the University of California at Irvine 
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recently bred some flies in an unusual way: 
in each generation they destroyed the eggs 
of all but the oldest mothers, thus creating 
an advantage to late reproduction. After a 
few dozen generations, the average lifespan 
of the flies had grown by more than 50%. 
Similar experiments have shown how the 
lives of worms can also be extended. 

Now back to opossums. They seldom 
live for more than 1! years, which is a puz- 
zle. One popular view about rates of aging in 
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different species says that smaller creatures 
have higher rates of metabolism, so they 
wear out more quickly. Yet dogs and cats 
that are the same size as opposums neverthe- 
less live many times longer. Bats have faster 
metabolisms than opossums but they outlive 
them by a decade or more. 

Opossums may be slow and defenceless, 
but they are not all merely being wiped out 
young by predators and accidents. Dr Ste- 
ven Austad, a professor of biology at Har- 
vard University in Cambridge, Massachu- 
setts, was struck by the symptoms of 
advanced old age shown by two-year-old 
opossums. They become clumsy, lose weight 
and get cataracts. He believes that a long his- 
tory of death from accidents and predators 
at early ages has made natural selection fade 
out especially early in opossums’ lives. If 






most animals in a population are dead by 
the age of two, there is no natural selection 
against any mutations which would have 
their effects at two years or older. Mutations 
that are bad for old opossums will accumu- 
late. So if one does happen to live past the 
age of two, everything will start to go wrong 
with it. 

To test his idea, Dr Austad looked for a 
group of opossums that are exposed to natu- 
ral selection all the way through to old age— 
to see if they age slowly. He found a small 
island where opossums have lived for some 
9.000 years without predators, and which is 
far enough from land for its population to 
be genetically isolated. He soon found that 
not only do they live longer than their main- 
land cousins (hardly surprising on a peaceful 
island), but that several tests suggest that 
they also age significantly more 
slowly. For example, the few main- 
land opossums that produce young in 
their second year produce smaller lit- 
ters and the young grow more slowly. 
But the island opossums produced 
larger and faster-growing litters in 
their second years than in their 
first—a sure sign that they are aging 
more gradually. 

The natural-selection argument is 
rather abstract. lt explains why popu- 
lations become longer-lived if off- 
spring are born at a later age: selec- 
tion is thereby maintained. But it 
does not tell you how the trick is 
done. What did the Californian flies 
inherit—or not inherit—from their 
short-lived ancestors? And what is 
different about the island opossums? 
There are few sure answers to such 
questions, but quite a few hints. 

Diet, time of reproduction and 
longevity seem to be linked somehow. 
If a mouse is semi-starved (but not malnour- 
ished) it will live up to 5096 longer. Animals 
that live longer because of eating less also 
start to reproduce later. To Dr Austad this 
suggests that creatures may have only a lim- 
ited amount of energy for life. If more energy 
is used up in early reproduction, less may be 
available later for fighting disease and cell 
repair. There is some evidence that the hu- 
man immune system starts to decline only 
after reproduction has begun. 

The good news for mankind is that nat- 
ural selection is fading out later in life than it 
used to. That should eventually add many 
years to human life. Only 100 years ago most 
people died younger and from causes (such 
as infectious diseases) that, from a genetic 
point of view, are accidental. As with opos- 
sums who are run over by cars when young, 
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| selection did not get a fair chance to 
act on late-appearing mutations. Now it is 
. managing to act at more advanced ages 
thanks to later reproduction, which fewer 
"accidental" deaths and more career 
women have both helped to foster. It should 
take only a hundred generations or so for 
the effects to be felt. 
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Linking computers 


otworking 


i ACH new year since the birth of the per- 
_ &2 sonal computer has been hailed as “the 
year of the network”. This year is different. 
This time it is “the decade of the network”. 
Do not hold your breath. 
. Market researchers at Dataquest in Sili- 
. con Valley think that American companies’ 
worldwide sales of the hardware and soft- 
ware needed to make personal-computer 
networks will grow by about 2596 a year for 
the next two or three years. That is faster 
than the growth expected for personal com- 
puters themselves, but still not the boom 
that many had predicted. The step-by-step 
volution of computer standards makes 
t ooms unlikely. 
. Standards are the key to successful 
networking. lf they are to communicate, 
computers must all speak the same language. 
Everything from how to establish a connec- 
à on over the telephone to how to detect and 
correct errors must be agreed in detail at the 
outset. Devising flexible, reliable standards 
takes time; building reliable programs based 
. on them takes yet more. To see how compli- 
cated the process can be, look at what ought 
. to be a fairly simple step in the evolution of 
. computer networks: the ability to share files 
D machines. 
= Most of the basic problems of 
sending the strings of Os and Is that 
make up computer data from ma- 
chine to machine have been solved. 
This does not mean that one machine 
can be plugged straight into another, 
or that networks do not suddenly and 
‘mysteriously break down. But there 
are at least procedures for diagnosing 
and repairing breakdowns and over- 
‘coming incompatibilities. 
_ Computer files are merely named 
collections of data. In theory, know- 
ing how to send data should make 
sending files a snap. Unfortunately, 
in computing, things are never so 
simple. There are three or four differ- 
ent "standards" for sharing files. The 
differences between them lie not so 
much in how they solve the problem, 
— but in how they set it. 
— Start with the Network File Sys- 
tem (NFS) created by Sun Micro- 
. systems, the leading manufacturer of 
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high-powered Unix workstations. NFS is 
probably the best means of swapping files 
between different types of computers. It en- 
ables one computer to get at files stored on 
another as if they were its own. That is much 
harder than it sounds. 

Simply getting Os and 1s from one ma- 
chine to another provides no guarantee that 
the recipient can make sense of them. The 
string of Os and Is which denotes the letter 
"A" on most IBM mainframes means some- 
thing else altogether on an IBM PC—as does 
the string which denotes the number 3.14. 
NFS must translate from one to another. It 
must also keep track of details such as the 
different naming conventions for files used 
by different machines. Most personal-com- 
puter file names, for example, can be only 12 
characters long. Those for other operating 
systems can be much longer. 

But NFS is less good at letting personal 
computers share files among themselves. It 
was created for, and often runs on, high- 
powered workstations. These use the Unix 
operating system which does lots of things 
that Microsoft's Dos (the most popular op- 
erating system for personal computers) does 
not. For example, it handles the co-ordina- 
tion necessary for a computer to do two 
things at once. And Unix, unlike pos, en- 
sures that the computers in a network do 
not all try to get at the same file at the same 
time. The inventors of NFS, therefore, did 
not have to worry about such things. 

When it came to working with Dos, 
America's Novell, the leading maker of per- 
sonal-computer networks, built these fea- 
tures into its technology. So did 3Com, its 
biggest rival. Meanwhile, Microsoft, the 
largest personal-computer software com- 
pany, is taking another approach. To make 
best use of today's more powerful personal 
computers, it is promoting a new operating 
system, called 05/2. Microsoft has joined up 








with 3Com to develop a new technology to 
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get OS/2 to work with networks; it is called 


LAN er. 

Because Microsoft built both the op- 
erating system and the network software, 
LAN Manager probably makes best use of the 
facilities Os/2 offers for managing communi- 
cation over networks. But it is, inevitably, 
different from both pos-based networking 
software and Nrs. So customers face several 
choices even about the humble task of get- 
ting computers to share files. There is a yet 
more bewildering array of solutions to even 
more complicated problems, such as getting 
computers to share work. No wonder many 
customers want a bit of time to think before 
they buy; meanwhile the decade of the net- 
work ticks by. 





The AIDS virus 
Measured 
progress 


RUG discoveries make headlines. But 

steady advances in laboratory tech- 
nique seem calculated to bring on the 
yawns. An announcement in last week's 
Nature that some compounds related to di- 
azepam, a tranquilliser, seem to stop the 
AIDS virus—at least in test-tubes—has had 
plenty of attention. Less has been said about 
improvements in ways of measuring the 
amount of virus in blood samples. These im- 
provements may be as valuable as the com- 
pounds, or more so. 

To spot a virus in the blood, take blood 
cells or plasma from a patient and incubate 
them with uninfected cells under conditions 
that the virus likes. Then test the cell culture 
for the virus. In the early years of AIDS re- 
search it was notoriously hard to find vi- - 
particles in people. Trial and error have 
proved the finicky protocols for culturing 
cells. Instead of relying on the activity of a 
viral enzyme, they now spot the presence of 
the protein, called p24 antigen, which 
makes up the core of the virus itself. 

Dr David Ho and his colleagues at the 
University of California at Los Angeles 
Medical Centre have studied blood samples 
from 54 people with antibodies to IV (the 
virus that causes AIDS) and from 22 unin- 
fected people. In all those with antibodies 
(even people who showed no symptoms) 
they found blood cells carrying the virus and 
free-floating virus in the blood. They found 
none in the uninfected people. Such accu- 
racy has never been achieved before. And 
the amount of HIV in the blood was much 
higher in those who had symptoms of dis- 
ease than in those who did not. 

In a paper published in the same issue of 
the New England Journal of Medicine as Dr 
Ho's, a team from the University of Wash- 














‘ington led by Dr Robert Coombs reported 
similar results. They found infectious cells in 
97% of samples from infected people. But 
their virus particles were not as ubiquitous 
as Dr Ho's. They found the virus in 23% of 
the patients without symptoms, 45% of 
those with some, but not all, the symptoms 
of alps, and 82% of those with full symp- 
toms: It may be that the Washington team is 
y ; sensitive test, or that Dr Ho's 
es some free virus where there is none. 
_. Either way, direct measurements of the 
virus could make a big difference to some 
trials of treatments for AIDS. For people who 
are infected but not ill, any trial to find out 
whether a new drug will help them must, at 
‘the moment, continue until an appreciable 
number of them (those who are allotted pla- 
cebos in the trial) fall ill. If, rather than wait- 
ing for symptoms, such trials looked for vari- 
ations in the amount of virus, then evidence 
a drug's effectiveness—or lack of it— 
tht be found much more quickly. If the 
g works, those on the placebo could 

move to the drug before becoming ill. 

Quick, small trials of people with AIDS 
are another use for the new virus-spotting 
techniques. It might be possible to tell if an 
anti-viral drug works by using only a dozen 
people and monitoring the virus in their 
blood for about six weeks. If the drug does 
not affect the virus in their bloodstreams 
then a full-scale trial can be avoided. 

Such trials are needed because stopping 
the virus from reproducing in cultures and 
having an effect in the body are different 
things. Consider the new family of drugs de- 
scribed in Nature by Dr Rudi Pauwels and 
his team in Belgium. They describe a family 
of compounds that stops HIV from reproduc- 
ing. Like azr, the only antiviral drug ap- 
proved for use against HIV, the compounds 
block part of the mechanism by which the 
virus gets its genes into host cells. The ad- 
cvctage of the new compounds is that the 
rence between HIV-blocking doses and 
“doses that kill the body's cells is larger. All 
this is encouraging but is not the same as 

success with people. | | 

Dr Ho's paper describes a study of seven 





























patients taking AzT. Their amounts of free 
virus were low, but the levels of infection in 
their blood cells stayed constant. This is be- 
cause AZT stops infection but can do noth- 
ing for cells that are already infected. The 


drop in free virus may imply that most virus. 


in the bloodstream comes from newly in- 
fected cells—which would be useful to 
know. As new drugs come along, viral mea- 
surements will illuminate their effects— 
even if they turn out not to tell the whole 
story. Because the measurements are ex- 
tremely labour-intensive, it is unlikely that 
they will replace all other markers, or be- 
come common practice in hospitals. But in 
some clinical trials they may begin to make a 
.. difference, perhaps within the next year. 
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Screw-worm flies and cattle 


The fruits of 
sterility 


"HE latest epidemic to hang over Afri- 

ca's northern countries is, for now, lim- 
ited to a small area in Libya. But it has never 
sat still in the past and shows no sign of do- 
ing so now. It usually leaves economic ruin 
in its wake. The good news is that in theory 
it can. be stopped quickly. The bad news is 
that American politicians would have to 
change their attitudes to Libya first. 

The problem is not a disease but an in- 
sect: the screw-worm fly, which has a metal- 
lic greenish-blue body and is about three 
times larger than a housefly. For the most 


part, Cochliomyia hominivorax innocu-. 


ously samples nectar and pollinates flowers 
during its two or three weeks of life. It also 
has a parasitic habit that condemns its vic- 
tims to an agonising death. 





Females need only about five minutes to 
lay 200-300 eggs in the wounds of warm-. 
blooded animals (a tick bite will do). Mag- 
gots hatch a day later and feed on nearby 
flesh. The festering wound smells sickly 
sweet and attracts more screw-worms until 
the animal dies. After five days of dining, 
the maggots drop to the ground and pupate. 
Then the flies need only three days to find a 
mate, and females just four days thereafter 
to lay eggs in another wound. 


The fly is native to Central America. It 


spread north and south with the Spanish 
and their cattle. In 1935 the flies affected at 
least 1.2m cattle in the United States. By 
1960 they were costing the cattle business 


some $100m a year (mostly spent on cow- 


boys to tend the animals). Now they have 
been eradicated from the United States and 
most of Mexico, thanks to a method known 
as sterile-insect technique (SIT). ] 
The idea is simple: flood the population 
with sterile insects. Since mating produces 
no offspring, the flies die out. Dr Edward 
Knipling, who ran the entomological re- 
search division of America's Department of 
Agriculture, first toyed with the idea in 
1937. His problem was how to make flies 
sterile and. yet still attractive to mates. In 


| 1950 he hit on the idea of using 


not. The most effective time to irradia 
flies turns out to be 51 days after 


unstable element that emits gamma 


- America's law against trading with 

























































SCIE 


In 1958 50m sterile flies wer 
each week over 13m hectares in Arr 
south-east. The scheme wiped the re 
screw-worm flies out within six m 
They were virtually gone from the 
west by the mid-1960s and a joint Mexi 
American programme has now tackled 
fly as far south as the Tehuantepec Isth 

If the theory is simple, its executi 


Doing it earlier causes too much 
and waiting until they are airborne 
practical. They should be released wl 
natural population is at its least nu 
and vigorous. The best way to fry the 
productive systems is to use coba 


tremely short-waved, penetrating elec 
magnetic energy). The best dose is. 8,00 
roentgen, enough to kill a person 1 
over. Flies survive this elec 
flagration, but emerge from the o 
altered genes. The females lay egg 
progeny complete their embryonic 

The flies are now in: Libya, 
brought by imported infested 
present, they are confined to some 1X 
ares around Tripoli. But females 


needs co-operation between rai 
entomologists. When flies are fou 
must be tackled quickly. Dumping steri 
sects from aircraft calls for good roads 
airstrips. Wars do not help. — = 

The United Nations’ Food and Agi 
tural Organisation (FAO) and the 
government are spending $6m on 
cides trying to quarantine inf 
Some education is also afoot it 
geria, Niger, Chad, Sudan and Eg 
such measures will probably not 


The use of SIT is blocked by : 





my prohibits the use of American mo 
technology in Libya and bars. 
from going there. Dr Bjorn Sigu 
director of a joint division of th 
the International Atomic Energy 
that would be responsible for any Lib 
project, cannot imagine starting the jol 
large scale without American help. =- 
According to Dr Waldemar Klasse 
American entomologist who oversees 
SIT project in Mexico, the joint America 
Mexican insect factory in Tuxtla Gutie 
could produce the necessary irradiated fli 
Dr Sigurbjornsson thinks that wiping. 
the fly in Libya would mean shipping st 
flies for 12-18 months, and would: 
$60m. This is much cheaper than wat 
the fertile version multiply and conquer. 
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For the first-time, the Year Book of Labour 
<: Statistics, first published in 1935-36, is ap- | 
. pearing in this form. Covering 180 countries, | 
areas and territories, this reference work 
presents statistical information derived from 
some 530 population censuses throughout the _ 
world. The data relate to: = — |] 
@ the total and economically active popula- 
tion by sex and by age group; .— 
4 the economically active population by 
industry, by status in employment and | 
by sex; (| 
O the economically active population by | 
occupation, by status in employment 
| and by sex; 
€ the economically active population by 
. industry, by occupation and by sex. 
. ISBN 92-2-006428-6 £74.80; US$119; SF170 
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Portugal and the Challenge of 1992 


How prepared is Portugal for 1992? This in-depth special report was prepared specially for the Camóes 
. Center of Columbia University by Diana Smith, former Financial Times correspondent in Lisbon and long-time 
. Portugal watcher. Portugal and the Challenge of 1992 constitutes the most comprehensive analysis available. 
Diana Smith places Portugal's prospects and problems in their European context. She examines specific 
-problem areas, such as the public sector, national debt, bureaucracy, education, and labour relations, and also 
pinpoints growth areas and promising developments. 


. Trenchant commentary on management, government leaders, and the performance of specific ministries is 
complemented with comprehensive statistics on foreign investment and privatisation prospects. Portugal and 
the Challenge of 1992 is essential reading for anyone with business interests in Portugal. 


_ "Diana Smith's candid style leaves nothing unbared. Portugal and the Challenge of 1992 offers keen insight 
into the recent past and an excellent foundation from which to project the political and industrial future of 
: Portugal in the nineties. This document is ‘a must’ for anyone interested in the European Community." 

<> J. P. Morgan 


‘An excellent portrayal of Portugal’s unique road to full European integration. Ms. Smith delivers a forceful 
ription for Portugal’s financial future, backed by a wealth of statistical detail and fascinating insights.” 

bara Cassidy — | | B — 

ferrill Lynch JT | | eee 

. “Diana Smith's Portugal and the Challenge of 1992 is essential reading for Portugal’s leaders as well as for 

foreign observers. It is the best substantive, succinct monograph I have seen on Portugal’s economy today.” 

Professor Douglas L. Wheeler s Tcu Tus 
















Conference Group on Portugal i 





)btain a o oy of Portugal and the Challenge of 1992, send a cheque for $125.00, mad e out to “The 
nies OW Yum u mb a University” to The Camoes Center, Box 19, Internation il Affairs Building, 
New York, New York 10027. irc ey EN 
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BOOKS AND ARTS 


The barricades unbroken 


Is NOTHING SACRED? By Salman Rushdie. Granta Publications, Freepost, Cambridge, CB1 


IBR; £2.50 


A SATANIC AFFAIR: SALMAN RUSHDIE AND THE RAGE OF ISLAM. By Malise Ruthven. Chatto; 


184 pages; £14.95 
T FIRST, he thought it might be more 


eloquent to say nothing; here was a 
ter, whose business was language, unable 
speak. But after almost a year in hiding 
under the threat of the Ayatollah's fatwa, 
Salman Rushdie has begun to think differ- 
ently. His 7,000-word defence of “The Sa- 
tanic Verses” appeared in last week’s Inde- 
pendent on Sunday; on February 6th a 
lecture, “Is Nothing Sacred?”’, was forcefully 
delivered for him by Harold Pinter at the In- 
stitute of Contemporary Arts in London. 
He has also given an interview by telephone 
to Newsweek. From all these it appears that 
Mr Rushdie is bearing up bravely, managing 
to write and gaining an addiction to televi- 
sion soaps; and that the gulf of understand- 
ing between most British Muslims and him- 
self yawns as wide as ever. 

His essay for the Independent on Sun- 
day, entitled "In Good Faith", was puzzled 
and sorrowful; his speech at the ICA was a 
passionate “declaration of love" for the 
novel in general. In neither, as Muslim lead- 
ers complained, did he give the slightest hint 

^ apology. A convinced anti-racist, Mr 
hdie regrets the damage his book has 
done to race relations in Britain, but argues 
that it is not his fault if people do not under- 
stand that dreams are dreams. When he 
called Mohammed “Mahound”’ and com- 
pared his wives to whores, he was describing 
“visions of faith-shaking allegations", delib- 
erately impure and coarse. Knowing what he 
was doing, he was not therefore “asking for 
it". On the other hand, he admits that “the 
use of fiction was a way of creating the sort 
of distance from actuality that I felt would 
prevent offence from being taken.” 

His own sense of God having gone 
"long ago”, Mr Rushdie in effect put his 
faith in fiction to save him; and even though 
it did not, his ICA speech was precisely about 
the idea of literature as a replacement for 
God in the post-modern world. Might it be 
good, he wondered, “to set aside as holy the 
idea of the absolute freedom of the imagina- 
tion and alongside it my own notions of the 


World, the Text and the Good?" He could 
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have Beckett's tramps for his Prophets. In 
the end, however, he settled for a little less: 
literature, "invented to discuss the frag- 
mentation of truth", could simply swallow 
up both the secular and spiritual worlds; it 
was the ideal filler for the “God-shaped 
holes" in the heart of modern man, and in 
his own heart. 

Mr Rushdie still cannot understand why 
"that great mass of ordinary, decent, fair- 
minded Muslims", to whom he imagines 
himself writing, cannot see at least the at- 
traction of that idea; why they cannot cele- 
brate, with him, the glorious hotch-potch of 
nuance and uncertainty that makes up the 
world of the unbeliever. He might find one 
answer from Umberto Eco, who argues that 
the mass media now brings novels to people 
who have never read them and who do not 





Fiction didn't save him 


share "the fictional agreement, the suspen- 
sion of disbelief.” He might find another, if 
he could bear it, by reading i 
Ruthven’s book on the sources and progress 
of the controversy that surrounds him. 

Mr Ruthven is a long-time student both 
of Islam and of Christian fundamentalism. 
He knows the mind-set, and can sympathise 
with it without endorsing it. A firm fan of 
“The Satanic Verses” (a “riotous post-mod- 
ernist pudding’’), he is less sure about the 
motives of Mr Rushdie. Where he is sharp- 
est and best is in his appraisal of why the 
book caused so much offence among Mus- 
lims, in Britain in particular, and why the 
two sides, as Mr Rushdie pleads, cannot sim- 
ply agree to differ. 

The Bradford Muslims, as Mr Ruthven 
discovers, live in back-to-backs and talk 
Yorkshire; but there the similarities end. 
Encouraged by their imams to see them- 
selves as an embattled group, they make the 
Koran and the figure of the Prophet the 
foundation of izzat, or community honour. 
Attack one, and the other is endangered. 
The Koran is not only a perfect text, but one 
that must be memorised and recited orally; 
this is therefore a society where words retain 
their power as active, living, dangerous 
things. It is difficult for the western homo 
typographicus, more accustomed to dead 
words on the page, to see how words can in- 
flame; but, as Mr Ruthven notes, it did not 
take the white racist thugs of Bradford long 
to find out. These too came out for Rushdie, 
as if they had suddenly discovered "the vir- 
tues of post-modernist fiction.” 

The debate, in effect, was polarised long 
ago: on the one hand free speech, on the 
other the defence of the absolute. Neither 
side will shift, although Muslim leaders are 
now calling on Mr Rushdie to come and ex- 
plain himself to them: a move he would pre- 
sumably have made long ago, if he thought 
he could do so with any safety or success. 
The controversy, ignited in India and 
brought to conflagration in Tehran, has 
never rested on private talks between British 
Muslims and one writer; and Mr Rushdie's 
conciliation, in any case, only goes so far. He 
insists that the paperback version of "The 
Satanic Verses” should be published in Brit- 
ain; to refuse that, he says, would be tanta- 
mount to suppressing the book. 

Muslim leaders say the paperback would 
be "another provocation"; the families of 
the hostages in Beirut have appealed to Pen- 
guin not to publish it. Penguin has been 
pausing for thought. If it is to publish, as it 
should, it must do so soon; the longer the 
pause, the higher grow the old barricades. 
——— Án ——— — —— Gà  —— 
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BOOKS AND ARTS 
. Ways of spying 


X, Zand Y 


. SPtES OF THE Airwaves: A History or Y 
- Sections DURING THE SECOND WoRLD 
War. By Hugh Skillen. Published by the au- 
. thor, 56 St Thomas Drive, Pinner, Middle- 
sex; 550 pages; £23 


OPULAR belief has it that nothing 
_ A which happened 40, or 80, or 100 years 
. ago ought any longer to be secret. That may 
be wrong. Various tricks of secrecy are re- 
usable, over and over again, till someone 
publishes them; after which, against alert 
enemies, they may be no use at all. Among 
such tri ubjects regarded as unsuitable 
- for public discussion—means of listening to 
the enemy talking to himself have mattered, 
ever since ancient times. The discovery of 
wireless some 90 years ago has multiplied 
























































B Y A JITH events in Eastern Europe mov- 
J. ing too fast for any author to keep 
| pace, what should readers do to inform 

| themselves? Here is our own short list of 
|| recommended works, good when they 
were written and still (fingers crossed) in 
date today. 

The best overview remains 
"Eastern Europe Between the Two 
World Wars" (University of Co- 
lumbia Press, 1974) by Joseph 
Rothschild, an American historian. 
A shorter, also useful, guide is 
"The Little Dictators" (Routledge 
and Kegan Paul, 1975) by Antony 
Polonsky, who teaches interna- 
tional history at the London 
School of Economics. An essential 
| guide to nationalism and commu- 
nism in the Balkans is “Eagles in 
Cobwebs” (Macdonald, 1970) by 
Paul Lendvai, a Hungarian-born 
. writer, now director of Austria's ex- 
| ternal broadcasting. 
| To understand why, even now, 
|| after more than four decades of democ- 
| racy and decency in West Germany, there 
|| are still misgivings in Eastern Europe at 

. the thought of a united Germany, the 
|| book to read is "Germany's Aims in the 
|| Second World War” (Chatto, 1967) by 
| Fritz Fischer, a controversial German his- 

| torian. His thesis, well-documented in this 
book, is that Hitler's aims in the second 

. world war had much in common, at least 
as far as Eastern Europe was concerned, 
|| with those of the Prussian Junkers. On 
.. Poland itself, by far the most illuminating 
book is "God's Playground" (Oxford 
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ways of doing this; officials the world over 
dislike having them probed. Nevertheless, 
they played and play a leading if hidden part 
in modern warfare. 

The branch of British wartime intelli- 
gence which, under the umbrella of Mis, in- 
tercepted enemy radio messages was known 
as Y. This cryptic letter covered the activities 
of such high-powered code-breaking estab- 
lishments as Bletchley Park, as well as those 
of the subject of this book—the 40 or so 
army Special Wireless Sections (sws) scat- 
tered around the world, mainly in continen- 
tal Europe and the Mediterranean. (The 
navy and the RAF had busy separate Y units 
of their own.) 

Major Skillen, as he became, spent six 
years in the Intelligence Corps and saw ac- 
tive service in France and North Africa. He 
has compiled a highly detailed account of 
the histories and achievements of Y units 
which must surely stand as the definitive 
version. As he clearly shows, one of the Brit- 


| Keeping up with the crumbling east 


University Press, 1980) by Professor Nor- 
man Davies of London University. 

A vital book for understanding 
Czechoslovakia is “T.G. Masaryk”, a 
collection of essays edited by Robert 
Pynsent (Macmillan, 1989). Masaryk, a 
professor of philosophy and the first presi- 
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You could listen to him, too 


dent of an independent Czechoslovakia 
from 1919 until his death in 1935, is a cult 
e to today’s generation of Czechs and 
Slovaks: a man of deep integrity, who in- 
sisted that national causes should not be 
founded on lies. The best book on inter- 
war Hungary is “October Fifteenth” 
(Edinburgh University Press, 1981) by the 
late C.A. Macartney of All Souls, Oxford, 
who is sympathetic to the Hungarians and 
their traumas over dominions lost after 
1918, but not uncritical of them. 
Romania’s history up to the 1930s is 
authoritatively covered in “A History of 





ish army's great advantages over the Ger- 
mans in the field was its commanding lead in 
intercept technology—an advantage which 
the Americans were quick and grateful to 
benefit from in what pfoved to be a highly 
successful intelligence partnership. 

e author records, among many oth- 
ers, two intercepts of special interest long fa- 
miliar to those who served in sws units but 
little publicised elsewhere. One, during the 
battle of El Alamein, caused General Mont- 
gomery to change his whole plan of attack in 
the northern sector when he learnt from his 
Y units that the German 21st Panzer Divi- 
sion had moved up there. He launched his 
own attack farther south, compelling Rom- 
mel—who had been ordered by Hitler to 
stand firm—to retreat in order to avoid an- 
nihilation. 

Another incident of far-reaching impor- 
tance was the decoding by the Polish sws at 
Monte Cassino of a message giving in det” 
the route the German 4th Parachute Re 


the Romanians" (Cambridge University 
Press, 1934) by R.W. Seton-Watson, a 
Scotsman who was the pioneer of serious 
South-East European studies in Britain 
and who, between the wars, played an im- 
portant political role himself. For in- 
trigues and machinations in and over Ro- 
mania during the second world war, there 
is Ivor Porter's "Operation Autonomous: 
With soe in Wartime Romania" (Chatto, 
1989). 

On Bulgaria, there is the excel- 
lent short “History of Bulgaria” by 
Richard Crampton (Cambridge 
University Press, 1987), which can 
usefully be read in conjunction 
with his longer monograph on Bul- 
garia from 1878 to 1918 (University 
of Columbia Press, 1983). An in- 
dispensable book on Yugosla- 
via—and one of the most impres- 
sive works on Eastern Europe for 
decades—is “The National Ques- 
tion in Yugoslavia” (Cornell Uni- 
versity Press, 1984) by Ivo Banac, 
who teaches history at Yale. 

For those who cannot see why 
the former subjects of the Austro- 
Hungarian empire dream of a new ver- 
sion of it in the shape of a post-communist 
Mitteleuropa, two books are especially 
useful: "Danube", a learned and most en- 
joyable literary-historical reportage by 
Claudio Magris, an Italian academic from 
Trieste (Collins Harvill, 1989); and “Das 
Blieb vom Doppeladler” (What Remains 
of the Double-Headed Eagle) (Austriaca, 
Vienna, 1981), a superb account of the 
still-surviving heritage of the old monar- 
chy in its old dominions, by Ernst Trost, 


an Austrian historian and journalist. 





Good reading. 
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ment was to take in falling back from the 
monastery which they had defended so bit- 
terly. The time of evacuation was to be sig- 
nalled by two German aircraft flying over 
the area and each dfopping one bomb. At 
the stated time two German aircraft did just 
that. General Anders, commanding the Sec- 
ond Polish corps, promptly ordered the at- 
tack; in a matter of hours the Polish flag was 
flying over the ruins. 

As this book admits, exciting moments 
under shellfire were usually outnumbered by 
those spent fighting flies or malaria or by 
hours when there was neither action nor 
even coded traffic to puzzle over. But there 
was always the exhilarating sense that, at 
any moment, a breakthrough could come. 
Mr Skillen's book catches that mood and is 
a valuable addition to intelligence history. 





iting tools 
pe it never SO 
humble 


Tur Pencit: A History OF DESIGN AND 
CIRCUMSTANCE. By Henry Petroski. Knopf; 
434 pages; $25 


A high time. Too long has it ranked as 
the pen's understudy and poor rela- 
tion. Forced to borrow a name (the word 
meant a fine brush) and filled with mis- 
named "lead" (in fact, graphite, which is 
near-pure carbon), this modest tool shared 
by the artist, the engineer and the common 
man has never evoked such phrases as “the 
power of the pen”. Yet, even in the age of 
the ballpoint and the word-processor, 14 bil- 
lion new pencils are bought every year. 
Here, at last, the pencil's tale is told—by a 

essor of civil engineering who fully ap- 
. ates its value both in his own craft and 
as a long neglected example of technical 
progress. 

Sketching in lightly the record of the 
stylus, the plummet and other unsatisfac- 
tory precursors, Professor Petroski soon 
comes to the Elizabethan age of discovery: in 
this case the discovery near Keswick, in the 
Lake District, of graphite (then known only 
as plumbago or black lead) whose high qual- 
ity gave it three centuries of international 
primacy. In the 1790s, war, as so often hap- 
pens, stimulated advance. In revolutionary 
France, cut off from supplies of Borrowdale 
graphite, Nicholas-Jaques Conté developed 
the knack of mixing graphite with clay and 
water, shaping this paste into long thin 
"leads" and baking them. On this process 
modern pencil-making was based. 

But what.of the Germans? By 1900 
Faber was "the most common maker's 
name" on pencils—according to Sherlock 
Holmes in "The Three Students". The dy- 
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nasty went back to Old Kaspar, who, not 
long after the Battle of Blenheim, "before 
his cottage door, was sitting in the sun” af- 
ter a hard day's pencil-making (did a Faber 
pencil inspire Southey's poem!) But a 
week's output from Kaspar Faber's Bavarian 
cottage industry filled only one basket. Not 
until the mid-nineteenth century did the 
Fabers establish their pre-eminence by buy- 


The perils of musical sequels 
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ing exclusive rights to use the 
pure graphite then found in 
the Sayan mountains in 
Siberia. 

In America, meanwhile, 
Henry David Thoreau, before 
building his cabin at Walden, 
was helping to improve the 
pencils made by the family firm 
with New Hampshire graphite. 
Joseph Dixon of Marblehead, 
Massachusetts, began to make 
pencils when he realised that 
graphite from Ceylon was be- 
ing dumped into the bay after 
serving as ballast in ships re- 
turning from Asia. 

The story is carried on up 
to the present day, bringing in 
consumers as well as produc- 
ers, with Thomas Edison or- 
dering special short pencils in 
batches of 1,000 and John Steinbeck blunt- 
ing 60 pencils a day; with the popular Mi- 
kado brand being hastily renamed the day 
after Pearl Harbour; with recurrent fears 
that the pencil had had its day being proved 
false as demand steadily grew. Thus the pen- 
cil has at last found a worthy (and, fortu- 
nately, also a humorous) chronicler. More 
power to them both. 


No sister for "Annie" 


NEW YORK 


HE death late last month of “Annie 2” 

in Washington may mark another notch 
in the melodramatic decline of the Broad- 
way musical comedy; or, more likely, it may 
prove that sequels are a bad bet, at least on 
the musical stage. "Annie 2”, apparently a 
sure-fire goldmine, turned into a crashing 
disaster, to the consternation of its creators 
and the secret delight of its rivals. 

The original “Annie”, based on the 
famous comic strip, had surmounted similar 
odds in 1977. Opening to no particular en- 
thusiasm in a modest production at the 
Goodspeed Opera House in rural Connecti- 
cut, the musical was rethought and re- 
worked into presentable shape for a pre- 
Broadway try out in Washington. There, 
and later in New York, it opened to excel- 
lent notices. "Annie" eventually ran 2,377 
performances in New York, more on the 
road, and hundreds more in foreign produc- 
tions from London to Madrid to Sydney. 
The 1982 film version, uncomfortably di- 
rected by John Huston, helped kill the big 
Hollywood musical, but was seen by thou- 
sands more tots. 

This time, the wealthy writers and eager 
backers expectantly opened their stage se- 
quel in Washington, only to be met with 


critical mauvais mots and befuddled audi- 
ences. In "Annie 2", subtitled “Miss 
Hannigan's Revenge", the focus was shifted 
from the little girl to her scheming former 
orphanage directress. Bowing to the public’s 
craving for spectacle, David Mitchell pro- 
vided scenery ranging from Manhattan’s 
Women’s House of Detention to an ocean 
liner nearly running over a tugboat in the 
fog, along with recreations of Yankee Sta- 
dium and Wall Street. 

From the first preview, when little went 
right, to the delayed Washington opening 
night, "Annie 2" was in a state of creative 
flux. The local press was pernicious, and the 
all important Variety out-of-town review 
(run on the same page as the weekly obituar- 
ies) began “Leapin lizards! ‘Annie 2’ is in big 
trouble!” 

Taking the criticisms constructively, di- 
rector-lyricist Martin Charnin, book-writer 
Thomas Meehan and composer Charles 
Strouse feverishly and radically revamped 
the show, discarding whole sets and scenes 
and calling back Annie’s orphan chums, 
missed by the public. The company, 
stunned by the press reaction, worked day 
and night playing performances and putting 
in new material. But in the sophisticated 
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BOOKS AND ARTS 
show the writers had created for the 1990s, 


the sentimental heart of the original “An- 
nie’’ was missing. 

On January 15th the producers an- 
nounced that the show would close the fol- 
lowing Saturday in Washington. Approxi- 
mately $5m of the $7m had been spent, a 
great deal of it on advertising. It was pro- 
posed, with fine irony, that “Annie 2” 
should go back to the Goodspeed Opera 
House for intensive work this summer, with- 
out its elaborate production. A notion to re- 
vive the original "Annie" with the new trap- 
pings and, ideally, some of the stars of the 
sequel seems to be stalled: Dorothy Loudon 
(Miss Hunnigan) has already declined, and 
refinancing a revival with a new show's capi- 
tal would be no easy task. 

Financially, the collapse of “Annie 2” 
was probably not as horrible as the killing of 

season's notorious "Legs Diamond", 
and there is still the chance that the show 
can be refashioned into a money-maker. But 
its premature exit will undoubtedly deter 
prospective angels from investing in sequels, 
which so far have not succeeded on the mu- 
sical stage. "The Wreck of the Pinafore" 
and “The Son of the Mikado”, not by Gil- 
bert and Sullivan, are totally forgotten, 
while only specialists recall the Gershwins’ 
“Let 'Em Eat Cake" and Mr Strouse's own 
"Bring Back Birdie", taking off from “Of 
Thee I Sing" and “Bye Bye Birdie” 
respectively. 

Even after a sudden Broadway death, 
however, life may still go on for a big new 
musical. "Chess", a big flop on Broadway 
despite a long run in London, has begun a 
multi-million dollar touring version in Mi- 
ami, with a rewritten book better attuned to 
the age of glasnost. And in Washington, 
where “Annie 2” died, the Arena Stage is 
preparing a revised version of Stephen 
Sondheim’s 1981 fiasco, “Merrily We Roll 


Along”. 





JLS id 


L Pes 


ji 








Woofing all the way to the bank 
96 





The Prado 
Move over, army 
I yet aint seventeenth-century 


princesses, dwarfs and drunks, perhaps 
the most familiar and endearing figures in 
Spanish art, gathered in Madrid on January 
23rd for a grand family reunion. King Juan 
Carlos and Queen Sofia inaugurated the ex- 
hibition, which will run until March 30th. 
This is a fitting way to celebrate the end of 
the modernisations the Prado has been un- 
dergoing for 13 years. But even though 50 of 
the 80 paintings on show belong to the mu- 
seum, the display has shed light on a chronic 
problem made worse by the renovations: 
shortage of space. 

This is the biggest Velazquez exhibition 
ever, containing 80% of the works that are 
known to survive. Several had never visited 
Spain before. The star of the show, for 
Spaniards, is the “Rokeby Venus" from 
London’s National Gallery, which they 
more sensibly call "Venus with Mirror”. 
She and Goya's more provocative “Maja 
Desnuda" are the two outstanding nudes in 
Spanish art, which remained somewhat cor- 
seted until Picasso and Dali. 

Last year the Prado received 2.3m visi- 
tors. Elbow space will be even tighter during 
the next two months: 800,000 Velazquez 
fans are expected to visit the exhibition. 
Some 5,000 people turned up on the open- 
ing day alone. Velazquez has overflowed 
from his usual suite at the Prado to occupy a 
total of eight rooms. Even without the addi- 
tional Velazquez, the Prado's permanent 
collections are cramped. Restoration work- 
shops have been enlarged; paintings have 
been given more wall space. And more 
works of art have made things worse. 

In 1981, the centenary of Picasso's 
birth, New York's Museum of Modern Art 
handed over to Spain his “Guernica” and a 
series of sketches around the same theme, 








which the artist wished his country to have 
only after its return to democracy. Pice«se 
thus took over the ground floor of om 1 
the museum's two nearby annexes, where 
his work looks doubly out of place. 
Sheathed in bulletproof glass, “Guernica” 
takes up the whole end-wall of a large, elabo- 
rately ornate eighteenth-century room; and 
the Prado has no other contemporary art. 
The other annex is being renovated to 
house the 750 paintings of the Thyssen- 
Bornemisza collection, which are due to be 
transferred from the Villa Favorita, in Swit- 
zerland, to Madrid within the next two 
years. 

For all these reasons, barely 1,200 of the 
Prado's 8,600 paintings are on show at any 
given time. More than half the works are 
scattered throughout Spain and even 
abroad, where they hang in the offices of 
lucky ministers, senior civil servants and am- 
bassadors. The rest are stacked away in 
storerooms, as are most of the museum's 
5,600 drawings, 719 sculptures and 5,000 
other oddments, ranging from engravin: 
coins. 

A multi-volume inventory, due to ap- 
pear later this year, will provide the first ex- 
haustive catalogue of the Prado’s riches. 
The museum's director, Alfonso Perez San- 
chez, will be using it to press his case for 
more space. Dozens of paintings could be 
housed, for instance, in the under-used, 
rambling Royal Palace. King Juan Carlos 
does not live there, preferring a country 
house outside Madrid; but it is not within 
easy walking distance of the Prado. Officials 
close to Mr Perez grumble in private that the 
government should have tried to persuade 
Baron Heinrich von Thyssen that the palace 
was a more regal setting for his collection 
than a mere annex. 

One solution being considered is to 
move the “Guernica” collection to the new 
Queen Sofia Centre, which specialises in 
contemporary art. Mr Perez also has his eye 
on two nearby buildings, one housing a mili- 
tary museum and the other the army head- 
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Japan's 


Best-selling 
Cigarette 





Theres An 





Ocean Of Difference 
Between Them. 





IT TAKES AN OCEAN TO DEMONSTRATE 


THE DIFFERENCE BETWEEN THE BAE | 


800 AND THE NEW BAE 1000. 


WITH ITS UNPRECEDENT. gf ™ 


ED MID-SIZE RANGE OF 4,150 
STATUTE MILES, THE 1000 CAN EASILY 
CROSS THE ATLANTIC. THE 800 EASILY 
CROSSES CONTINENTS WITH ITS OWN 
IMPRESSIVE RANGE OF 3,450 STATUTE 
MILES. 

THIS DIFFERENCE ASIDE, THESE 
TWO REMARKABLE AIRCRAFT HAVE A 
STRIKING, BASIC SIMILARITY. BOTH ARE 


BORN OF THE SAME UNPARALLELED 





EXPERIENCE, THE SAME RIGOROUS 


DESIGN STANDARDS THAT BRITISH 





AEROSPACE IS FAMOUS FOR. 
> THE 1000 HAS A CABIN NEARLY 


THREE FEET LONGER. AND 


—] NEW PRATT & WHITNEY 305 TUR- 


BOFAN ENGINES THAT ARE THE MOST 
POWERFUL IN THEIR CLASS AND SIGNIFI- 
CANTLY MORE FUEL EFFICIENT THAN 
THE COMPETITION, 

THE 800 IS THE ESTABLISHED MAR- 
KET LEADER IN THE MID-SIZE CATEGORY. 
ITS RELIABILITY IS LEGENDARY, WITH A 


REMARKABLY LOW MAINTENANCE 


HOURS TO FLIGHT HOURS RATIO. PRo- 
DUCTION IS SET TO CONTINUE WELL INTO 
THE 1990'S. 

BOTH AIRCRAFT HAVE CABINS FIVE 
FEET NINE INCHES IN HEIGHT. HEAD- 
ROOM FOUND IN NO OTHER MODERN MID- 
SIZE CORPORATE JETS. BOTH OFFER 
CABIN INTERIOR ARRANGEMENTS TO 
CUSTOMER CHOICE. AND BOTH REPRE- 
SENT CONSIDERABLE IMPROVEMENT FOR 


THOSE WEIGHING THE BENE- 





FITS OF UPGRADING FROM 





` 


SMALLER AIRCRAFT. 








THE 800 IS 
/ AVAILABLE RIGHT NOW. 


1000 DELIVERIES, STARTING 





IN THE SPRING OF 1991, ARE AT 
LEAST THREE YEARS AHEAD OF THE 
COMPETITION. 

FOR MORE INFORMATION ON THE 
BAE 1000 OR THE BAE 800, WRITE: COR- 
PORATE AIRCRAFT SALES, BRITISH 
AEROSPACE (COMMERCIAL AIRCRAFT) 
LIMITED, HATFIELD. HERTFORDSHIRE. 
AL10 9TL ENGLAND, TELEPHONE 
(0707) 262345. IN THE USA: KENNETH C. 
SPINNEY, VP MARKETING-CORPORATE., 
BRITISH AEROSPACE, INC., P.O. Box 
17414, WASHINGTON-DULLES INTERNA- 
TIONAL AIRPORT, WASHINGTON, D.C. 
20041. OR CALL 703-478-9420. 

BRITISH 
AEROSPACE Sm), 


CORPORATE JETS. 
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ENGHIS KHAN was a thoughtful 
husband and a good father. He was 
married at 15, and though his was an ar- 
ranged union designed to placate two 
quarrelling families, he seems to have 
grown fond of his bride, called Burte. 
Shortly after their marriage she was kid- 
napped and had a child by another man. 
Genghis apparently shrugged his shoul- 
| ders when he was reunited with Burte, 
and said that it was not her fault that 
Mongolia had a kidnapping problem. He 
accepted the child, a boy, into his family. 
| The boy grew up to be a general, and ev- 
eryone said he had done rather well. 
A lot is on record about Genghis's do- 
mestic life, mainly from quite possibly 
truthful contemporary accounts, but it 





quarters. The former would provide a fitting 
home for, say, Velazquez, since it was for 
one of its main rooms that he painted his 
"Lanzas"', as Spaniards call his "Surrender 
at Breda". Negotiations are under way be- 
tween the Culture and Defence Ministries, 
and Mr Perez is hopeful; but the idea of 
moving the army out of central Madrid to 
make room for art, unthinkable during 
Franco's dictatorship and even afterwards, 
is unlikely to happen either smoothly or 
soon. 





Literary characters 


What's in a nose? 


PARIS 


VEN before the opening night on Feb- 

s ruary 6th, Parisians had decided Jean- 

il Belmondo's stage “Cyrano” would be a 
hit; the $8m production at the Marigny 
Theatre is sold out until April. But Mr 
Belmondo, bouncing off a stage success two 
seasons ago with “Kean”, a Dumas play re- 
written by Sartre, knows that shadows of 
past Cyranos loom Constant 
Coquelin’s recording of excerpts at the end 
of the last century is still unequalled for pa- 
nache; Jose Ferrer's film version still pops up 
on late-night television; and Steve Mart- 
in’s modern-dress-but-same-old-nose "Rox- 
anne” is still a favourite in the video shops. 
Mr Belmondo’s task is made tougher by 

the French media, which have programmed 
a classic 1960s telefilm of Cyrano to be re- 
played right after his opening, and by re- 
minding him at every turn that at the end of 
March Gerard Depardieu’s film of “Cy- 
rano” will open in cinemas throughout the 
land. But Mr Belmondo's monumental self- 
confidence is unshaken. He perhaps sees 
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The canonisation of Genghis 





hasn't had a lot of attention. Genghis the 
ruthless twelfth-century warrior who terri- 
fied Asia and threatened Europe is a more 
entertaining story. Now, though, the 
Mongolian Peoples’ Republic is seeking to 
persuade anyone who will listen that Gen- 
ghis had qualities other than a talent for 
conquest; that his patriotism is an exam- 
ple to Mongolians seeking a future less 
tied to Moscow. It is going to be a hard 
task. Calling the newest hotel in Ulan Ba- 
tor the Genghis Khan is not going to help 
much. Indeed, if it offers the standards of 
service usual in communist hotels, visitors 
will find the name cruelly apt. 

Only a doting wife like Burte (who 
gave him a sable coat because she feared 
he might catch cold) could have loved 





more of himself in “Cyrano” than one 
might expect. In the 1950s an acting teacher 
told him he would never play leading-man 
roles, because “with that face, no one would 
ever believe you'd get the girl." His recent 
interviews have been so bombastic that it is 
clear the role is getting under his skin; in 
one, disturbingly in character, he confides 
his desire to "believe again, believe always in 
the stars, those that twinkle in time's night, 
stars of madness, friendship, love and joy." 

In some ways, the fascination of the 
piece is mysterious. Edmond Rostand 
dashed it off at the age of 28, in between 
works that have been justly ignored. Cyra- 
no's alexandrine verse is hard to take, and 
English translations, even by Anthony Bur- 
gess, only make matters worse. The play is 
outdone in panache by the novels of Du- 
mas, or indeed by the writings of the original 
seventeeth-century Cyrano, Savinien de Cy- 
rano de Bergerac, who reinvented science 
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He hoped to live for ever, and was taken 
in by a Chinese who promised him an 
elixir. He died after falling off a horse. | 
Genghis's empire, if that is what it was, 
fell to pieces after his death. His grandson, 
Kublai Khan, sensibly saw little future in 
tearing around Asia on horseback, prefer- 
ring instead the comforts of Xanadu 
where, in a gesture that would have ap- 
palled Genghis, he apparently decreed a 


stately pleasure dome. 


fiction. Yet when the Rostand play had its - 
premiere in 1897 the author was a d 
the Legion of Honour during act two, and - 
afterwards strangers kissed in the streets. — 
At least four factors explain its success. 

It is funny: to ensure the comedy in the | 
present production, Belmondo’s false 
proboscis has been fashioned by a mz M 
up veteran once entrusted with the nasal 
pulchritude of General Charles de Gaulle. - 
There are some wonderful sword-fights. The 
death-cene is incomparably sad; Mr. 
Belmondo's is said to be so poignant as to 
make fellow actors weep in the wings "like - 
Mary Magdalens”’. And, last but not least, it 
satisfies the dreams of the none-«too-hand- - 
some everywhere that they too can soar 
above their condition, as lovers or as poets. 
It has worked its charm on Mr Belmondo 
too, who confided to an interviewer 25 years - 
ago that “I got education. | wanna speak 
verse, not work with no riffraff.”” Some- 
thing of Cyrano's belief in the sublime efi- 
cacity of poetry lives on, no matter what. — 


Books for Romania 4 
Books are urgently needed to replace those burnt in |} 
the Central University Library in Bucharest over - 
Christmas. Hardbacks are preferred, and subjects | 
include medicine, computing, management, eco- | 
nomics, finance, English literature; anything, in | 
fact, except the collected works of Ceausescu. For || 
information on when and where to send books, |] 
contact Professor Richard Crampton, University of ||. 
Kent, Canterbury (0227 764000, ext 3401). Dona- |} 
tions would also be welcome; cheques should be | 
made out to “Books for Romania" and sent to Pro- || - 


fessor Crampton. 


Captain Beefheart 
The heading on last week's piece on Czechoslo- 
vakia and rock music mistakenly confused Frank 
Zappa with Captain Beefheart. They are two quite 
separate rock musicians. Our apologies. 


REOS 


a university founded by business, governed by business, developing pe ple exclusively 


/ith classes small enough to enable the individual to 


t 


snquiries: Lloyd Clark, Administrative Director 














N w four-day course. addresses. the major 
: o8 ‘arising today in corporate cash manage- 
-—. ment. instruction by leading professionals and 
w' academics. Designed to improve practitioners’ 
. management skills and understanding of analyti- 
cal tools and new instruments, in particular those 
associated with be risks and overall Asset/ 
Liability management. — 
Of special interest to: — | 
. -— Corporate officers and managers of multina- 
|. tion panies who are highly sensitive to their 
"Hm id exchange-rate exposures and thus to 
anagement issues, 
Bankers who need to understand better theit 
OF ients' requirements and to respond 
priate products and services, . | 
^ Executives o financial. ompanies, = . 
— - Accountants. and Consultants in. corporate 
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ICMB INTERNATION 


SECURITY ANAL 
AND PORTFOLIO. 


MANAGEMENT —__ 
(SAPM) PROGRAM 
June 11-22 — 


FINANCIAL. ANALYSIS: F 
FUNDAMENTALS, NEW — 
DEVELOPMENTS: AND. PRACTICAL 
APPLICATIONS 


June 25-July 6 


PORTFOLIO MANAGEMENT AND 
PERFORMANCE MEASUREMENT 


September 3-7 _ 


EXCHANGE-RATE AND INTEREST- 
«RATE ECONOMICS AND . | 
FORECASTING 


September 10-14 

BOND PORTFOLIO AND. INTEREST- 
.. RATE RISK MANAGEMENT. 
p ee " September. 1721 —— | 

| vc s INVESTMENT. APPLICATIONS OF 

.FINANCIAL FU' (URES AND SWAPS 
eptember 24-28 | 
= OPTIONS: ‘VALUATION, HEDGING AND 

PORTFOLIO APPLICATIONS | 


These intensive. courses - for professionals in 
banking and finance offer an optimal blend of 
theoretical principles and praes applications. 
An outstanding international faculty and. proven 
teaching methods aim to develop both individual 
skills and the decision-making capacity of execu- 
tives. Worldwide, over 300 private and central 
banks, insurance companies, multinationals and 
other financial and industrial organisations have 
pad participants to the SAPM Program since 
1982. 




























Further information: 

Annelies Wind 

International Center for Monetary and 
Banking Studies 

PO Box 36, 1211 Geneva 21, Switzerland 
Tel; 22-734 95 48. Fax: 22-733 38 53. 
Tele; E Ate 15t — ch 





| SDA Bocconi Divisione Master - MIEM - 
| Via Bocconi, 8 - 20136 Milano (italy) 


| Please send me further information about: 
| MIEM - MASTER IN N INTERNATIONAL ECONOMICS. 
| AND MANAGEMENT: y 


| Surname and name —— NE 












IEM 


MASTER IN INTERNATIONAL 
ECONOMICS AND MANAG EMENT a 


The Master i in — Economics 
and Management is à new and highly 
innovative pr gramme the first of its. 
kind in Europe. - 

The MIEM fc usses on international 
themes, integrating the fields of 
economics, business administration, law 
and politics. - 

Its aim is to train young. mana jers and 
analysts for careers in i institut n 
companies whose operati ons | 
across both borders and continents. 
The Programme: is taught entirely in the 
English language by an international 
faculty. 


Applicants. are required to have a 
university degree and be prepared to 
dedicate twelve months to intensive 
classroom activity, individual research. 
and internship experience. 


For further. information regarding the 
contents and structure of the MIEM 

Programme, admission requirements, 
financial aid and scholarships, please 
contact: 


SDA Bocconi 
Divisione Master - MIEM | 
Tel. 2.8384. 6636/6614 - | 
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SCUOLA DI DIREZIONE AZIENDALE — 
DELL UNIVERSITA LUIGI BOCCONI 





MILANO-ITALY . 








Address |... — OPE I fe cele RNC 
ee en ee SOTET Code oo. " 
COUNTY Le oA e 
Degree . Year of BB. LS e 






"UNIVERSITY OF SURREY 
. MSc IN ECONOMICS 


Energy Economics 
Development Economics 
International Business 
_ International Finance 

















PhD in Economics and Visiting Scholars 

. Full-time and Collaborative Programmes 

` For further information and application forms please contact: 
Postgraduate Admissions, Department of Economics 

| University of Surrey — 

: Guildford GU2 5XH, United Kingdom | 

.. Telephone: 0483 509320. Telex: 858 331. Fax: 0483 3008 
















UNIVERSITY OF MANCHESTER 


INSTITUTE FOR DEVELOPMENT 
POLICY AND MANAGEMENT 







Further information and. application forms from Christina 
: Gee, Institute for Development Policy and Management, 

University of Manchester, Oxford Road, Manchester M13 
9Q5, UK. Tel: 061-275 2806. Fax: 061-273 8829. 












_ LIVE AND STUDY IN YOUR TEACHER S HOME 






Live & study in 
France 
Germany 
Spain 

italy 

USSR 
Portugal 


| The most original and certainly the most effective way to learn the 
;; language of your choice. Total Isolation from your own language 
38 the surest way to progress in learning a foreign language. This is 
guaranteed by Home Language Lessons since you LIVE and 
| STUDY in your teacher's home NOT in a school, 
"Reservations Office, Department E, 
. e Cecil Square, Margate, Kent CT9 1BD, England. Tet: 0843 
227700; Fax: 0843 223377; Tix: 94016388 Argentina 


Our Worldwide offices: Now York ~ Tei: 212 6621090 — 
Paris — Tel: 46373588; Frankturt ~ Tel 292049; Madrid - Tel: USA 
8396406; Rio — Tet: 2245588; Buenos Aires ~ Tel 3112818; ^. Canada 
| Osaka — Tel: 3445721 Malta 





























LESSONS 


_ FOUNDED 1979 


OME LANGUAGE LESSONS, the ori 
the most efficient full immersion 
conceived, now offer RUSSIAN IN 






ginators of 
programme ever 
MOSCOW AND 


























Want to brush up 44 
ona foreign WE 
language? 





















LEARN TO SPEAK 


_ TOTAL NATURAL IMMERSION 


B ‘with French participants for7 — 
intensive days in the DORDOGNE - 


l THE LANGUAGE BOURGE 
E London WB sLL 


UNIVERSITY DEGREE 


For Life, Academic & Work E 











PACIFIC WESTERN UNIVERSITY 


000 N Sepulveda Bivd di: anu Tea ee eee Dept 137—USA 
Phone: 2E one slor: 182315 Fax: 213/471-6456 
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UNIVERSITY COLLEGE DUBLIN 
fa The Michael Smurfit 
xl Graduate School of Business 


MBA 


Master of Business Administration 






The Graduate School of Business at University College 

Dublin is Ireland's leading centre for postgraduate management 
education and is now entered upon.a new and exciting 

phase of development centred on the Roebuck Castle complex 
on the Belfield campus. 


Applications are invited for a one year, full-time MBA 
programme, commencing October 1990. - 


The MBA Programme will be for well-qualified. graduates 

of any discipline who have achieved a minimum of three years 
high quality business experience. The intensive course of 
study is designed to accelerate career development | 
opportunities in senior management. 


Entry to the programme is limited. All applicants must 
present a Graduate Management: Admission Test (GMAT). 


For further information and application forms contact: 
MBA (Full-time) Programme Director, ... 
Faculty of Commerce, E a Ge ue 
University College Dublin 
Belfield, Dublin 4, AT A 
Ireland. Tel (0001) 693244, Fax: (0001) 694409. 23 














A it 1a unique 
ctive on Europe - 


M you're taking a Master's in international business, why not take it in the 





























| heart of Europe? 
. We offer an intensive, twelve-month, full Hime programme, in English, 7 1. Intensive stud (Minimum 3 38 lessons p per week) 
E: to raduates with at least three years rofessional experience. — i | " 
à yi T B | 2. Plus the constant practice of what you have learnt, every day 


Our faculty is drawn from ien. different countries. 
And our location: in the centre of P Paris. hapa attract icd from 








from 8 a.m. to 10 p.m., with. teachers — Vids at meal- 

times, breaks and in the evenings. à ia 
3. A total of 66 hours pei | 
Ceran is a top class school for leaders in business — 
and government. Our clients since 1975 include Alcatel, AT&T, 
Canon, Deutsche Bank, Dow Corning, European — Gei 


man Foreign Office, Honeywell, Lufthansa, McKinse : 
Benz, NATO, e SHAPE, Siemens, = Winterthur, etc. 





all over the world. . CAES oa 
The. melting pot that results swil give you anew vision nef Europe: asa 
É sing! eent E 2 3 Sa 
E tthe perspective, in fact, that templyersa are e crying out for 












EMI iB ADMISSIONS OFFICE, 
EAP - ÉCOLE EUROPÉENNE DES AFFAIRES 
108 BOULEVARD MALESHERBES, 
75017 PARIS 
TEL: 4754.65.00 (EXT 6796) 
ELEX: EAPFRAN 640611 - - TELEFAX: 42. 6746 19 


a : for forthe information contact: Te | i 













P Competitive Marketing S Strategies: 


_For High-Tech Products, March 4-9, 
- Berkeley, and Oct. 44-19, Sturbridge, Mass. 


ia Berkeley. | 








Competitive Strategies: and d Public. 















For Service Bus inesses, July 15- 20, Berkeley Policies for Telecommunica 
| ‘For Consumer — oeni 23-28, Berkeley en Nov. 4.9, Berkeley 
” Analysis, March 11-16, Berkeley ` 
Strategy, May 13-18, Monterey, Calif nm m 
- The Berkeley Executive Program, For further information: Betty R. Robinson, 
Sept. 30-Oct. 26, Berkeley . Administrator, Berkeley Executive Education, 
| | University Extension, Dept. 587, University of 
b Managing High-Technology Companies, California, Berkeley, California 94720, USA 
March 25-30, Berkeley, and Oct. 14-19, Sturbridge, Telephone: (415) 642-4267, ext. 587 


Mass. | Fax: (415) 643-8683 





ADVICE CENTRE 


or choosing an MBA course w we supply | 


kings & guide books, To help with 


Tereno 01-381 9649. 


] : P 
BACHELOR, MASTER. DOCTORATE i and a course on Feb 17th. 


EARN A DEGREE. ae experience as 
credit toward your d gasses, semi.  . 
nars of On-campus at dance. Studies build 
upon your experience. Sell-paced - Send 
NV For No Cost Evaluation. 


For immediate attention contact 
PasTest UK. Tel: 6565-55226 
Fax: 0565-50264 


LIVE W ITH TEACHER! 


| E learn the language of your choice i in the 
country of your. choice in your private B 
teachers home. — — E: 
HOME LANGU AGE INTERNATIONAL. — 
Reservations Office, 3 Hi ne 
| Ramsgate, Y K. Tek{ 


EXTERNAL 


BACHELORS + A 
Full credit for work & life ‘experience: se y résidahcy required. 
SEND RESUME FOR NO COST EVALUATION 
LA SALLE UNIVERSITY DEPARTMENT 6 
Mandeville, LA 70470-4000 USA 
Phone 504-624-8932 _ Fax 504- 624-8931 


„Outline: 


"€ compact, — -date — on the most: inpatient sréas. of | 


international economic relations through concentrated courses given 
by internationally renowned university professors and through semi- 
nars given by leading representatives of international organisations, 
domestic policy institutions and international corporations: 


€ profound training of skills pertinent to international economic 


analysis, methods of empirical research, sophisticated information- 
gathering, the evaluation of economic policies and international 
. business strategies; . : 

0€ designed for economists holding: a | uPaveriity degree whe are 
. interested in a career in international business, governmental and 
^. intergovernmental organisations, academic institutions etc. 


; Courses: 
Macroeconomics in Open Economies 
Charles Wyplosz: (INSEAD) | F 
The international Monetary. System u 
jeffrey Frankel (Berkeley) = 
international Financial Markets 
Richard Levich (New York) and Ingo Walter (New York) 
International Trade: Theory and Policy - 
Eihanan Helpman. (Tel Aviv) 
Trade and pipi egi — for LDCs 


d Niels T T desen (Copen — 
ied Economic Analysis 
2" sen (Kiel) - i: 
“Political Éconómics 1 Open Economies 
: Stephen Magee (Texas)... 
International Corporate Finance 
Gunter Dufey (Michigan). 


E For detailed information write to: 
Institute of World Economics - Advanced Studies 


Düsternbrooker r Weg 120- D-2300 Kiel 1- Germany 
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the followin. ke 


` Institute of 
Social Studies 





The Institute of Social Studies (ISS) 
in The Hague, The Netherlands, has a 
vacancy for a full-time Professorship in 


~ QUANTITATIVE 
APPLIED ECONOMICS 


The ISS is a centre specialising in international policy- 
oriented social science teaching, research and advisory 
work in the field of development studies and the Third 
World. 


The teaching programme includes an MA with various 
specializations, plus shorter, more practically-oriented 
diploma programmes, as well as more research-oriented 
MPhil and PhD degrees. Most ISS students come from 
developing countries. The staff is also of international 
composition and the language of instruction is English. 


In the field of economics the ISS has built up expertise in 
policy research involving econometric techniques and 
other model building including the application of social 
accounting matrices (SAMs) and input-output systems. 
The institute has computer facilities required to support 





1. these activities. — 


this — naa have a PhD degree and 


| wide resear ch experience, which should be reflected in 


within the field described above. 
ist have considerable experience 


H in n teaching and supe à rvision of research. 





indidate will be required to carry out 


— to teach statistics, econometrics and quantitativ 
economic models for policy and planning to MA 
and Diploma students; 

— to promote, support and coordinate research in- 
cluding supervision of doctoral students; 

— to contribute to advisory activities undertaken by 
the ISS; > | 

— to share in managerial, —— and ad- 
ministrative responsibilities. 


The salary will be in accordance with the rank of 
Professor A, as applied at the Dutch universities and 
ranges. from Fl 6957-Fl 9957 gross per month, during 
12 months per year. 


Applications with cv, copies of research output and the 
names of three referees should. be sent to ISS no later 
than 31 March 1990, addressed to the Chairman of the 
Search Committee, Professor Charles Cooper, Institute 
of Social Studies, PO Box 90733, », 2509 L5, The Hague, 
The N etherlands. 


Additional information can be obtainéd from either the 
Rector, Professor Wolfson, or the Chairman of the 
Search Committee. 


























| University of St Andrews: Dg 


| LECTURESHIP IN INTERNATION/ 
RELATIONS - 


| Applications. are invited . for: 


: “appointed will be west to make a 
.major contribution to the department's 
s research initiatives and postgradu- 


: The ur will be on either the Lecturer 

Grade A (£10,458 to £15,372 per 

annum) or the Lecturer Grade B 
(014 to £20,469 per annum) scale 


ier particulars and —— 
forms may be obtained from the Direc- 
tor of Personnel Services, The Univer- 
sity, College Gate, St Andrews, Fife 


-KY16 9AJ, to whom applications . 


should be sent to arrive no later than 5 
March 1990. 


LIVE IN JAPAN 


individuals with a degree and expe- 
rience in management, financial 


] services or marketing interested in 
] teaching English for one year in 
] Japan to employees of major cor- 
porations/government ministries 
| should send résumé to: 


international Education Services, 
| Shin Taiso d 10-7 Dogen- 
j| zaka Thome, Shibuya-ku, Tokyo 
(150, Japan. Telephone (03) 463 
5396. Fax: (03) 463 7089. 


COURSES 








University College London 
IN ENVIRONMENTAL 





andi is examined ih in the 
Students will expect to peci | 
. either the environmental economics of 
. Europe or the environmental problems 
of the Third World. The course has a 
strong theoretical base. 
Applicants will typically have a good 
first degree in Economics, of an upper 
cond class standard or better, but 
consideration will be given to others 
< With strong backgrounds in other disci- 
© pines UCL hopes shorty to make an 
' Announcement about financial spon- 
. sorship of studentships. 
Requests for application forms should 
be sent to the Postgraduate Tutor, 
Department of Economics, UCL, 
Gower Street, London WOTE 6BT. Fur- 
ther details are available from Mrs J. 
. Reddy at the same address. 
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ite programme in international security 
tudies as well as to — — | 












-Euroconsult is seeking quality-minded professionals 
for rural development projects in Asla.. 


Euroconsult is a consultancy company con- 
centrating on rural and urban development. 
Being a subsidiary of Heidemij and Grontmij, 


the two oldest and largest engineering firms in 


the Netherlands, we have been involved in the 


exportation of knowledge and services to 
. developing countries for 35 years. Together. 
. We work on improvement and maintenance of 
the infrastructure, increasing of agricultural 


production and farmers’ incomes, environmen- 


tal protection, institutional development, train- 


ing and extension. We work in close coopera- 
tion with local public and private organizations, 


and we pay great attention to participation of - 


the farmers as an essential element in the 
development process. 


Every year we. work on over a hundred devel 
opment projects all over the world. About: 

of our 250 employees regularly live and v 
abroad on long ór short-term assignments 
In brief, a 8 companies ' ith ampie oppo 


— 





The Extension agronomist will prepare ex- 
tension programmes and implement them. She/ 
he will make the link between agricultural re- 
search and extension, train agricultural exten- 


sion officers, organize farmers. groups, and 
support non-government organizations where - 


necessary. She/he will also draw up program- 
mes for pest/disease control and crop protec- 
tion, which will require good knowledge of 
biological pest control practices and integrated 
farming systems. 





The Agro-economist will make financial and 
economic analyses for feasibility studies, pre- 


pare farm budgets, design planning models on 
the farm and project levels, and set up systems 


for monitoring and project evaluation. Expe- 
rience with farming systems research and rapid 
rural appraisal techniques will be required. 
She/he will also be charged with transfer of 
knowledge to counterparts and with writing 
reports in the English language. 


ON 


The university graduates we have in mind. 
have at least ten years of professional expe- 
rience abroad, preferably in Southeast Asia, in’ | 
the fields mentioned above. Experie e with 
linear programming on farm and proj 

an asset. — 


The persons who will fill these j d )0 
sess team spirit, good communicati 
and creativity. They have a good active know 
ledge of the English language. They are.a 
and willing to live in a developing country * | 
family) for prolonged ada 


Your written application, with detailed cu T 


culum vitae, should be addressed to Euroco 


sult BV, to the attention of Ms M. J. Jans, Pe 
sonnei section, P.O. Box 441, 6800 AK Amhe 
The Netherlands. 


Member The Association of of Consulting 
Engineers of The Netherlands (ONRI) 




























ECONON 






AICS and POLITICS 

A recent graduate in PPE or equivalent is required for 
September 1990 to teach A Level and Oxbridge Econom- 
ics and Politics in a young, successful and expanding 


Department. Previous teaching experience would be. 


useful but is not essential. Cranleigh School is an Indepen- 


dent boarding school with 260 boys and girls in the Sixth. 


Form. Salary is above Baker levels and accommodation is - 


provided by the School if required. | 
Applications with cv and the names and addresses of two 
referees should be sent as soon as possible to the Headmas- 
ter, Cranleigh School, Cranleigh, Surrey GU6 8QQ. 


JAMES COOK UNIVERSITY OF NORTH QUEENSLAND 
dew Townsville, Australia — 


| SENIOR LECTURER 


Applications are invited for the position of Senior Lecturer ih Macroeconomics in the 
nent of Economics. The position is available on a tenured basis from 1 July 


Applicants must have a higher degree, preferably a PhD or near completion of a PhD, 
and have demonstrated a commitment to active research, particularly as evidenced by 
appropriate publications in recognised journals. Some degree of expertise in economet- 
rics would be an advantage. 

The appointee will be required to teach in relevant parts of first, second and third year 
macroeconomics. subjects and assist in the revision and upgrading of subjects now 
offered, participate in the supervision of honours and higher degree theses, and take a 
leading role in expanding research into macroeconomic problems, theoretical or 
applied. 

Salary for the position is A$42,703-A$49,529 a year and commencing salary will be 
determined in accordance with qualifications and experience. | 

initial enquiries may be directed to Professor C. P. Harris, Head, Department of 
Economics. Tel: (077) 814778. 

Reference number 90035. | 

Further particulars andapplication forms are available from Appointments oe 
Association of Commonwealth Universities, 36 Gordon Square, London WC1HOPF, 
UK orfromthe Registrar, James Cook University of North Queensland, Townsville, 
Gid 4811, Australia, with whom applications close on 23 March 1990. 








London based 


' headquarters in London. 


possible relocation assistance. 

















EUROPEAN STUDIES 


The Bologna Center of the Paul H. Nitze School of Advanced Interna- 
tional Studies, The Johns Hopkins University, invites applications for a 
teaching position in modern history of Western Europe. A strong 
interest in contemporary policy questions is desirable. The normal 
teaching load is two courses per semester, two hours per course per 


. week. Preference will be given to senior level applicants with a PhD, 
.. teaching experience and publications. The appointment, at any rank, 
| will be for three years and is renewable. 

. Letters. of application, curriculum vitae, at least three letters of 

"recommendation and samples of recent publications should be re- 


ceived no later than March 30, 1990. Send applications to: 


. Dean Robert A. Lystad, the Nitze School of Advanced international 
Studies, 1740 Massachusetts Ave, NW, Washington, DC 20036, or Dr 


Stephen Low, The Johns Hopkins University Bologna Center, Via 
Belmeloro 11, 40126 Bologna, Italy. 
SAIS is an Affirmative Actior/Equal Opportunity Employer 


AUTHORS WANTED - 


Leading business publication and consulting firm 


| is currently seeking authors to write book-length ~ 
research reports on topics of interest to thi 


international business community. Topics wih 
include issues on financial management, perfor- 
mance evaluations, exporting, off-shore produc- 
tion and free-trade zones, risk assessment and 
security, human resources, marketing, adapting 
to change in a difficult environment and other 


related matters. Expertise in Latin America and a 


pragmatic hands-on approach are desirable. 
Send inquiries and qualifications to: 
" .. Business International Corp 
215 Park Avenue South 


New York, NY 10003 USA 
Attn: Mark R. Vaughan 


.. For additional information call: (212) 460 0607 


EC O | M | ST Ned Sneons University of 
J c£19,000 + excellent benefits || 


For over 50 years, the International Wool Secretariat has 





School of Finance and Information 


LECTURESHIPS IN FINANCE 
AND/OR ACCOUNTING 


Two lectureships are available, to 





successfully promoted the attributes of the world's most 
versatile natural fibre. We now operate in 34 countries, with 


From here, you'll assist our Corporate Planning Department 
in measuring advertising effectiveness through quantitative 
analysis, as well as producing and interpreting forecasts 
based on the demand for wool and competitive products. 


An accomplished post graduate with work experience in 
econometric modelling techniques, you'll command a 
salary of c£19,000 along with 5 weeks' holiday, private 


health care, contributory pension, life assurance, LV's and 


If you're confident you can drive our continued success 
.. andyours, please send your CV and current salary details, 
. quoting Ref. EST/WH/1 to Miss Beverley Holt, Personnel 
. . Executive, International Wool Secretariat, Development ng 
. . . Centre, Valley Drive, Ilkley, West Yorks L$29 8PB. . The University is an Equal Opportuni- 


tribute to teaching and researcn in 
Finance and/or Accounting. The pre- 
ferred area of specialism is finance, but 
consideration will also be given to ap- 
plications in the area of accounting, eg 
Financial/Management Accounting, 
Taxation or Audit. — — uy 
Applicants must be graduates and hold 
a postgraduate degree and/or a profes- 
sional qualification. 


Salary scales: Lecturer Grade A: 
£9,816-£15,372, or, should suitably 
qualified applicants be presented: 
Grade B: £16,014-£20,469, with eligi- 
bility for USS. Generous relocation 
packages available as appropriate. 
Further particulars (please quote ref 
90/E) are available from the Personnel 
Officer, The Queen's University of Bel- 
fast, Northern Ireland, BT7 1NN (tele- 
phone (0232) 245133, ext 3044). 
Closing date 2 March 1990. 


ties Employer. 
















y OMMISSION OF THE EUROPEAN COMMUNITIES 


HIGHLY QUALIFIED TEMPORARY AGENTS v» 
















Category A - level as / aa 









ave. experience of developing data 













'w approach on technical harmonization: drafting proposals for directives in the fleids of mechanical engineering, electrical engineering and metroiogy. 
Cy pe nationals of one of the Member States of the Community: © have a university degree, preferably in economics; O have a training/thorough S 
t of technical harmonization: C: nave at teast twelve years’ raduate-ievel experience since obtaining their degree. including atieast six years in the field of economics, 

arch. impact studies, and industrial structures. Practical experience in the field of technica! harmonization of industrial products would be an advantage; C have a 










edge of one of the Community languages and a satisfactory knowledge of a second: a good command of French wouid be an asset; C; be not more than 50 years of age. 


REFERENCE 321/89 — Category A ~ level AS/AA 
. , Duties: work connected with the new approach on technical harmonization: drafting proposals for directives on materials in contact with foodstuffs. .. . — en ee 
ualifications: candidates must: © be nationals of one of the Member States of the Community: Ci have a university degree; © have a scientific training (chemistry and medicine relating. 
. | fofood packaging methods of analysis, and toxicology: ci nave at least twelve years’ graduate-level scientific experience since obtaining their degree, and nave proven practical — . oon 
< experience in the field foodstuffs; a knowledge of work in nationai and international 





























































of toxicological analysis and methods in connection with packaging materials coming into contact with cuffs; a) ge Of 
scientific bodies would be an advantage: C have a thorough knowledge of one of the Community languages and a satisfactory knowledge of a second: c be not more than 50 years of age. : 


CAU Lo, REFERENCE 53T/89 ~ Category A - level AS/AA 
~~. FIELD: internal market and industrial affairs, foodstuffs. 
Duties: working for the Scientific Committee for Food: preparing draft opinions and liaising with national bodies. : 
Qualifications: candidates must: O be nationals of one of the Member States of the Community; 2 have a university degree; © have a scientific training relating to public health in the field {o 
of foodstuffs: O have at least twelve years’ graduate-level experience since obtaining their degree, and have proven practical experience of scientific cooperation In the field of foodstuffs,.. ] 
particularly additives; © have a thorough knowledge of one of the Community languages and a satisfactory knowledge of a second; (be not more than SOyearsofage. ^ ^ — — — 


REFERENCE 347/89 -- Category A - level A7 

~~ FIELD: internat market and industrial affairs, industrial property. — | | MM hM : 
Duties: work relating to completion of the single European market: drafting legislation on industrial property; presenting and negotiating Commission proposals in Council and European 
Parliament working parties; representing the Commission in international organizations. 
Qualifications: candidates must: © be nationals of one of the Member States of the Community; Ci have a law degree; i have a detailed knowledge of industrial property iaw and of the 
tegai and technical aspects of Inventions in the fleid of biotechnology; a knowledge of Community law would be an advantage; CI have at least five years graduate-level experience in the 
Reid of law since obtaining their degree, including work in the legislative field and experience of industrial relations: 2 have a thorough knowledge of one of the Community languages and 
a satisfactory knowledge of a second; c be not more than 35 years of age. ibd: 


REFERENCE 351/89 ~ Category A ~ level AS/A4 

FIELD: internat market and industrial affairs, community policy on pharmaceuticals. F 
Duties: [ work in the scientific secretariat of the committees responsible for human and veterinary medicinal products and their working parties and C drafting proposais for directives 
on vaccines, radiopharmaceuticals, blood products, and good manufacturing practice. B UPC ign D 
Qualifications: candidates must: © be nationals of one of the Member States of the Community; © have a degree in pharmacy; O have atleast twelve years graduate-level experience — 
since obtaining their degree, including at least six years in the field of pharmaceutical regulation: experience dealing with the principles of good manufacturing practice, the evaluation of 
man ing processes, and the monitoring of medicinal products would be an advantage: © have a thorough knowledge of one of the Community languages and a satisfactory. 
knowledge of a second; a knowtedge of English and French wouid be à great asset; © be not more than 50 years of age. l l 


REFERENCE 371/89 - Category A ~ level AS/A4 


FIELD: internat market and industrial affairs, Industrial competitiveness ~ electronics industry. | 
Duties: heiping to monitor Industrial activities with an eye to the completion of the single European market by producing analyses and propose 
competitiveness of industry in general and the electronics industry in particular. 





"End the United States would be an asset; C have a thorough knowledge of one of the Community languages and a satisfactory knowledge of a second; Cj be not more than 50 years of age. 


ü . REFERENCE 391/89 - Category A~ evel A7 

r~ FIELD: statistics. ae: | duos 
Duties: to work on temporary contract as part of the team responsible for monitoring implementation of the Council Directive on the harmonization of the — —— of gross nations 
oduct at market prices (GNP mp); to collate data supplied by the Member States; to take part in the work of the committee responsibie for assisting the Commission in monitori * 
mpiementation of the provisions.as regards checking the caiculation of GNP mp. Place of employment: the Statistical Office in Luxembourg, = — pas 
Qualifications: candidates must: Ci be nationals of one of the Member States of the Community; 0 have a university degree: Ci have at least four years’ graduate-jevel experience since _ 
obtaining the above degree in the fieid of economics and at least two years’ experience of national accounting procedures: C be familiar with the European System of Integrated Econom 
Accounts: have practical experience of the aggregate of national accounts; be well-versed in the use of computer applications: = have à thorough knowledge of one of the Community. 
languages and a satisfactory knowledge of a second; a good command of English and/or French would be an asset; C De not more than 35 years of age. be vafe — 





Duties: work on implementation of the common commercial policy, in particular on the commercial policy instruments provided for by anti-dumping legislation to combat dumpin 

subsidies, market disruption and untawful commercial practices. CON eae eet 
Qualifications: candidates must: C be nationats of one of the Member States of the Community: © have a university degree: © have at least twelve years’ graduate-level experience sinc 
obtaining the above degree including: *. proven actual experience of commercial policy and the use of commercial policy instruments; * experience of carrying out on-the-spot = .— — 
investigat dge of the principles of the Community's commercial policy; * appropriate knowledge of law, economics or accountancy: D have a thorough — 


estigations; * satisfactory K i OF Th 
knowledge of one of the Community languages and à satisfactory knowledge of a second; O be not more than 50 years of age. 


|. OUy REFERENCE 411/89 - Category A-level B3 


- ^ FIELD: external relations - commercial policy. s NK $ 
: Ch monitoring the economic situation in sectors affected by imports likely to lead to economic difficulties: collecting, checking and using numerical data; preparing dossiers on 











Duties | 
oroit REN — (decisions under Article 115 of the EEC Treaty): C administering dossiers on national quantitative restrictions on Imports, particularly with a view to completion 


Qualifications: candidates must: 3 be nationals of one of the Member States of the Community, © have compieted a course of advaniced secondary education and obtained a final diploma 
Of certificate: 2 have at least twelve years' advanced secondary-level experience since obtaining the above diploma or certificate, have wide experience of commercial policy with regard 
to non-member countries, in particular of national Import restrictions: have a satisfactory knowledge of tne principles of the Community's commercial policy: nave appropriate knowiedge 
of law, economics or statistics; O have a thorough knowledge of one of the Community languages and a satisfactory knowledge of a second; C e. 

: 9j is of the instit of the European Communities are not 
eligible. The contract will be for a minimum of three years sest qualified for the post will be called for an interview, at which detalis 
concerning salary and nature of duties will be provided. If you are interested, please send a detalled curriculum vitae (typed and not mcre than four pages iong) and supporting 
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University of Aberdeen. T 
Departmenfof Agriculture © ~ 


RESEARCH ASSISTANT—WILDLIFE 
AND CONSERVATION ECONOMICS. 


A Research Assistant is required to join 


“Department of 
Applied Economics 
JUNIOR — 
. RESEARCH 




















French 3witzertand 



























Council. The project will investigate the 














AIJFIVIII, APP IH. | .. .| economic value and potential of nature 

co HS e uo nd i To take up appointment on 1 April 1990, conservation in Scotland. This is an 
Ja) AE, to work on a project, headed by Professor exciting new area of work which will 

d ILIIIWI | Hahn, entitled “Risk, information and identity how conservation and wildlife 






Quantity Signals in Economic Theory’. 
Applicants should have a good first 
degree, preferably two years experience 
and be proficient in mathematical eco- 
“nomics, They should also possess analyti- 
. cal modelling skills and a gift for intuitive 
simplification, and be keen to work with 
| the leading theorists who will be associat- 
ed with the poject. The appointment will 
be for one year. Stipend: £9,816-£12,381 
per annum. 
Further information may be obtained | 
trom the Secretary of the Appointments: | 
| Committee, Department of — Eco- | 
nomics, Sidgwick Avenue, Cambridge | 
| (B3 SDE, to whom applications, includ- - 
ing a curriculum vitae and the names of 
two referees, should be sent so as to 
arrive by 28 February 1990. 


resources can best contribute to eco- 
nomic development, The post will in- 
volve (a) field surveys to explore the 
characteristics and use of wildlife sites; 
and (b) the analysis of data on user 
expenditure and other resource flows 
to assess economic impact and devel- 
opment opportunities. i 


Applicants should have a backgre«c? 
in economics with an interest inne - 
conservation and = environme . 
issues. Experience of interviewing and 
computing skills are desirable. The 
post is for 27 months on the scale 
£9,816-£12,381. 


Further particulars from the Personnel 
Office (te! 0224 273500). Applications 
by letter with CV including the names of 
three referees to the Personnel Office, 
The University, Regent Walk, Aber- 
deen ABS 1FX by 23 February 1990 
quoting reference no JA/094. 






Our new staff member should have a Masters Degree 
; or PhD in Business Administration and be fluent in 
spoken and written English. 

Part of his time will be devoted to lectures in 
. Business Administration and Management, the 
-other part to coordinate the academic affairs of the 
- school. 

_ Handwritten applications with passport photo, cur- 
. riculum vitae and employers’ certificates to Box No 
.3687, The Economist Newspaper Ltd, 25 St James's 
Street, London SW1A 1HG. 










































[YEMEN ARAB REPUBLIC 
Livestock 
Economist 


The United Kingdom has supported a veterinary programme in the YAR for the last 

15 years and is now setting up an Animal Health Strategy Unit, comprising a 

Livestock Economist and a Veterinary Epidemiologist. 

The Unit's main objective is to prepare a strategic development programme for the 

YAR's Veterinary Services which ensures an orderly evolution of the service and 

maximises the benefits to the livestock sector. 

This will include looking at a number of areas from disease control to developing 

methods for refining the qualification of the performance parameters of the - 

livestock sector. . 

QUALIFICATIONS » 

Candidates should be British Citizens with a postgraduate qualification in 

Agricultural Economics specialising in Livestock and 5 years’ relevant overseas 

experience. —— 0 

TERMS OF APPOINTMENT . | 

You will be on contract to the British Government for 2 years, on loan to the 

Government of Yemen. Salary is in the range £26,675 p.a. to £31,425 

p.a. (UK taxable). Additional benefits will normally include tax-free overseas 

allowances, currently of £4,476 p.a. [single] and up to £8,539 p.a. (married), 

.  £hildren's education allowances, free accommodation and passages and annual 
farepaidleave. — | | | MP M. 

-For further details and application form, please write, quoting job title and ref | INTERNATIONAL 

(0 AH375/LR/TE to: Appointments Officer, Overseas Development Administration, PROPERTY 

-- AH220, Abercrombie House, Eaglesham Road, EAST KILBRIDE, Glasgow G75 BEA. tatoo EUREN TNR 

Or tel 03552 41199 ext 3206. 













UNIVERSITY OF NOTTINGHAM 


Department of 
Industrial Economics, 
Accounting & Insurance 


Lectureships in Management 
Industrial Relations/Labour 
Economics 






















| B Applications are invited for two 
. 7] posts from suitably qualified candi- 
^. | dates who will be able to make a 
| significant contribution to the | 

| partment's expanding teaching : 
research in one or more of these 
arcas. 

Salary within the range £10,458- _ 
£20,469 per annum. ; 
Further details and application 
forms, returnable not later than 3 
March 1990, from the Personnel 
Office, University. of Nottingham, 
University Park, Nottingham NG7 
2RD (tel 0602 484848, ext 2696). 
Ref No BOL — 



































ANTIGUA, WEST INDIES 
Well established beachfront apartment development 
offers fer sale blocks af 2 or 4 two-bedroom apartments. | 
] Excellent investment, particularly for Hong Kong Japan 

^] investors witk longterm interest in Caribbean. Owner 
jp Manager will provide ongoing management servings. 

no interested im purchasing, ty us for a quiet, 
. A. telaxing vacation. Please call 01-367 5175 for holiday 
< | Barrymore: Beach Club, PO Box 244, Antigua. Tix 



























a team working on a project funded by- 
the Nature Conservancy Council and - 
the Economic and Social Research. 


m 















. The international Tin Research Institute wishes to recruit a Head 
of the recently established Techno-Economic Unit at ITRI, 
The person chosen f position should either have an econom- 
ics qualification a worked in a technical environment or 
have à technical cation at least to first degree level and have 
à broad experience in the commercial/marketing field, 
he applicant should be sufficiently. mature to be able to have, or 
wide industrial contacts at fairly senior level in some area(s) 
usage. mo | 
person appointed will head a team comprising four persons, 
one of whom will be a junior economist/statistician to be recruited, 
one an experienced technical person seconded from within the ITRI 
 fesearch team and clerical/secretarial support. 
[Salary will be commensurate with age and experience. 
c] Further details and a job description are available from: 
.* DrR. R. Dean, AS | 
Deputy Direct: 
Internationa 
Kingston Lane 


* 
















arch Institute, 








|| GULFORGANISATIONFOR || |" 


(An intergovernmental organisation set up by 
seven Arab Gulf States for industrial 
development in the Region) 


SEEKS ECONOMIST - 


Postgraduate/PhD qualification — | 
Strong quantitative background in industrial 
economics — | wor*. ous dev. | 
At least 5 to 7 years of international consultancy |l 
experience j | 


+*+ 


'GOIC offers attractive salary commensurate with 
|| qualifications and experience. Perquisites include {ff 
. || free furnished accommodation, transport allowance | 
fl and other fringe benefits as applicable. | 














YOUNG INTERNATIONAL 
"SENIOR EXECUTIVE 









- | ECONOMIST & ENGINEER : 
[15 yr exp. ex chief of Party USAID proj 
| Africa, currently manager inti oper US - 
| consult firm, US citizen, PhD, MBA, - 
| fluent French & Spanish, Arabic, call. 
| Michael Heydari (202) 289-4332, 
ues A Sl #802, Washington DC - 

















D ||. lease send detailed CV with a passport size photo |f 






US Immigration | 


US corporation seeking qualified individuals able to finance real est 






projects in the USA and abroad. Successful candidates will have 







capability to obtain US$1 to $100 million in loans or equity participation tc 
quality projects in the US, and the experience to analyse and contribute to 
the success of future projects in the US and abroad. The salary 
competitive and US visa and legal resident status will be provided 
can lead to US citizenship in five years. Send résumé to TS inc, 703 
Camelback, Scottsdale, AZ 85251 USA. Applications will be. 
strictest confidence. You will be contacted by telephone 
personal interview if your qualifications are of interest. 

























Regional Ec 


private and public secto 
j modelling and consult: 















The University invites applications for the following position: 


The successful candidate will have demonstrated academic leadership B 
and possess a record of outstanding research in one or more of thet 
main areas of business administration. reds M 
The Department teaches, and has an active research programme, in the. 
areas of organisational behaviour, marketing, production, policy, and 
small business-entrepreneurship, The Department has an active poste- 
Graduate programme (MBA-PhD) as well as an’ undergraduate 
The appointee will take up the 
The salary for a Professor is wit 
per annum. i. di ^s . Lu 0c soa CAEN ESSE 
Further particulars and Conditions of Appointment, c uoting Position 
No BAS, may be obtained from Appointments (37464), Association of 
;, Commonwealth Universities, 36 Gordon Square, London WC1H OPF. 
Applications close with A. W. Hay ard, Registrar, Univers! ty o 













osition on a date to be agreed, 0 
in the range NZ$77,000 to N2$96,000- 















Canterbury, Private Bag, Christchurch, New Zealand, o 










AT CANTERBURY BEBE 
Canterbury Business School —— 


The University wishes to appoint a Professor to contribute to all th 
activities of the Canterbury Business School and: principally to co 
ordinate the planning and development of its research activities. 
Salary will be on the Professorial range with a minimum of £24,783: 
per annum. The starting date for this post is | October 1990. ! : 
Informal enquiries concerning this appointment can be made to 
the Dean of the Faculty of Social Sciences, Professor J. Craven, 
telephone 0227 764000, ext 3898. |. | 

Application forms and further particulars are available from Mr J. 
E. Reilly, Secretary of Faculties and Deputy Registrar, University 
of Kent, Canterbury, Kent CT2 7NZ, quoting reference A90/31. 
Closing date: 16 March 1990. 

An equal opportunities employer. _ 
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RESEARCH OFFICER. 
IN FINANCIAL REGULATION 


The highly successful LSE Financial Markets Group seeks a Research Officer to work on a 

new major three-year project studying the Efficiency and Regulation of Financial Markets 

E pan ‘of the Functioning of Markets: initiative o the Economic and Sociai Research 
unch: 


The Research Officer will work largely with Professor Charles Goodhart, a co-Director of 
the Group, arid will concentrate mainly on à study of Financial Regulation, | involving a 
: critical analysis of existing supervisory practice and assessment of future developments. 


successtul candidate is likely to be an economics graduate who has specialised in 
at the Masters or PhD level. 













































ppointment will be from 1 October 1990 with sal aty in the range of £10, 458 to £16,665 
us. gi ,850 London Allowance a year. In assessing the starting. salary consideration will 
. be given to qualifications, age and experience. 


| Application forms and further parficulars are available, on receipt of a stamped 
addressed envelope, from the Administrative Officer, Room H515, London Schoo! of 
Economics and Political Science, Houghton Street, London WC2A 2AE. 


: Closing date for applications: 28 February 1990. 
An Equal Opportunities Employer. 























































EDUCAT (y 
(Soulbury 8-11) 


Dynamic? Creative? Experienced in 
education and industry? Could you take. 
the lead in implementing our plans to 
link Education and Industry through 
mutually beneficial policies and prac- 
tices across all phases of education? 


We are committed to ensuring that our 
schools, college and Community Educa- 
tion Service deliver a curriculum which 
recognises the value of a broad under- 
standing of economic and industrial " 
realities. e 


We need therefore to denies construc- 
tive relationships with local employers. 


You should have "understanding and 
experience of the Government backed 
initiatives in this area, and an ability to 
communicate easily: with employers and 


organisation. 
- educationalists. | d 


Since this post is no longer subject to 
the ring-fence procedure, we now wel- 
prs come all applications. 


or a recruitment pack (including appii- 
Me cation. fom) please — Education 








L 8 RY 
Can y: ou Bridge The Gap? 





£22,197 -£23,907 p.a. 


only) OR call in to Education Personnel, 

- Ground Floor, Banda House, Cambridge 
Grove, Hammersmith, W6 between 
9.00 am and 4.30 pm, Monday to Friday. 


Please quote reference number C27. 
Closing date: 28th February, 1990. 


We welcome . applications whatever 
your gender, race, colour, ethnic origin, — 
nationality, religious beliefs or prac- 
.tices, sexual orientation, age (up to 65 ` 
years) or trade union activities and 
from people with disabilities, lesbians 
and gay men. — 

JOB SHARERS WELCOME 


We particularly welcome applications 
from people with disabilities as they are 
currently under-represented in this 








COLUMBIA UNIVERSITY 
in the City of New York 
CHAIR IN JAPANESE FINANCIAL MARKETS 


The Graduate School of Business seeks an appointment at any level (tenured or non- 
renured) ro fill, now or when suitably qualified, the newly-established tenured chair titled 
the Mitsubishi Trust and Banking Corporation Professorship in Japanese Financial 
Markets and Economy. Criteria are: demonstrated scholarly capability and productivity 
commensurate with proposed rank of appointment, demonstrated knowledge of and 
competence in Japanese financial markets and/or finance; and Japanese language 
competence to engage in substantive research on Japanese financial markets and/or 
finance, Candidates at the assistant professor level should have a doctoral degree awarded 
or near completion. The candidate is expected to teach one MBA-level course on 
Japanese financtal markets and related general or specialised courses in her/his field of 
specialisation. Comparative knowledge of financial markets is desirable. 

Applicants for the assistant professorship should send a curriculum vitae, a copy 
of the paper to be presented if invited to the campus, and letters of recommenda- 
tion. Candidates for a senior level appointment should send a curriculum vitae 
and selected publications, An equal opportunity-affirmative action employer. 

Contact Professor Hugh T. Patrick, 521 Uris Hall, Graduate School of Business, 

Columbia University, New York, New York 10027. 











BUSINESS & 
. PERSONAL . 





Well sited for — business and late night 

shopping. Individually furnished studio and 
_Gne bedroom apartments for rental from £220 

to £530 per week. Minimum stay one month. 


Letting Office, Nell Gwynn House, 
Sloane Avenue, London SW3 3AX 
Tel: 01-584 8317, 
Telex; 916358 NGHLDNG 
Fax: 01-823 7133 


IMMIGRATION 
TO CANADA 


Write, Call or Fax for a complimentary 
copy of our information brochure on im- 
migration to Canada. 


B. H. CARRIERE & ASSOCIATES LIMITED 
Suite 900 — 2 Sheppard Avenue, E. 
Willowdale (Toronto) 

Ontario, Canada, M2N 5Y7 
Tel: (416) 221-7084 
Fax: (416) 733-2491 


HOT OVERIO VEARSOF IMMIGRATION 
— [LLEXPERIENCE IN CANADA AND ABROAD" 


us IMMIGRATION - 
AND BUSINESS 


Counselling for individuals and- 
companies wishing to immigrate 
or to do business in the US. 
Multilingual. i 
Daniel A. Austin, Attorney at 
Law, 1301 West 22nd Street, 
Suite 507, Oak Brook, IL 60521- 
2077 USA. Jet: (708). 571-1734. 
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vises serious pd Mining Soman and 
institutions that it is currently. uadertabine to 














UE "S MAJOR NDS 1 MINING COMPA NY) 


|. . Complete technical and financial information is available 
| for study at the mine site at Akwatia where mining 
1 a are taking place in the Birim flats. — 

report. which gives full: details of ore 
tarements, PEDE and Organisa- 


perations i is available from Ghana Consolidated 
. Diamonds Ltd; Head Office, Diamond House, Accra, for 

US$5,000 (feasibility report ‘shall be sent promptly. by air 
courier). Request for feasibility study should be made not 


later than 28 February 1990. 


The. Committee | invites - ‘interested investors to submit 

proposals which should include information DEUM the 
E following: LOB | v | 
CSI Experience in diantond mining or UT. mining. 
- 2. Availability of technical and management personnel. 
3. Evidence of financial: tapability and access to EORNA 
] ^ markets. ; 

-. 4. Reasonable time frame for ied hahiinson 
and expansion progra nee and to commence full-scale 
operations... 0 


















offer the. Republic of Ghana an attractive outlook for 
cv long-term economic and social benefits. "E 

| «6. Proposals are to be posted by air courier not later than 
30 April 1990. Please provide telex advice to below 
address within 48 hours of date of posting giving 
courier control data for timely follow: up in Ghana if 
necessary. 


Please direct of proposals to 






Telex: 2531 


* GE "Tel: (021) 220883/229957 
| .. Copied to: 
PNDC Secretary 
pe of Lands & Natural Resources - 
 POBoxM.212 |. — 





Accra, Ghana 
Tel: (021) 665949 


MANAGING DIRECTOR - 
GHANA CONSOLIDATED DIAMONDS LTD 
- DIAMOND HOUSE 
PO BOX 2978 
ACCRA, GHANA 
TELEX: 2030 DIAMIN GH. 
. TEL: (021) 664577-9 





Enterprise is hosting the 1990 International Privatization Congr 


will be able to choose from. sessions that include: 


«S; Presentation of operating and. financial plans which 


A MUST FOR... BUSINESS LEADERS, POLITICIANS, 
ACADEMICS, CONSULTANTS, ECONOMISTS, 
ADMINISTRATORS. 






















































1990 International Privatization Congre 
Saskatoon, S: skatchewan, Canada 

- May 13 - 16, 1990 
sponsored by | 
The Institute for Saska chewan Enterpi is 
in co-operation. with 
The Privatization Council, Washington, p. C. 











In an effort to reduce government debt; countries around the w 
are transferring ownership of government-run enterprises | throu 
sales to private companies and public. share offerings. 


To examine the results of those initiatives, and to provide an opp 
tunity to study the developments and changes that are currently alterin 
the economic face of our world, the Institute for Saskatchew 


in Saskatoon, Saskatchewan, May 13 - 16. 


Delegates from 50 nations will examine the. worldwide impact of 
privatization from global, national and municipal perspectives, and | 


* Global Trends i in Privatization. 
National Policy Makers Experiences. 


: ,* Economic Development, Health Care, 
Government Services, Underdevelopment. 


e World Experience in Municipal Privatization. 
The Process of Privatization, the Mechanics 
and Methods. | 
* Eastern Europe and Its Economic Future. 


A sampling of the 54 distinguished speakers: 

Dr. E. S. (Steve) Savas Dr. Janos Martonyi 

City University of New York Commissioner for Privatization 
United States Hungary 

> Municipal issues from a global : Hungarian privatization — 
perspective initiatives —— | 

Gabriel Roth Kimi Gray - 

Civil Engineer and Transport Kenilworth / Parkside | | 
Economist Resident: Management coma : 
United Kingdom  . BL United States pe 
: Government. services : Privatization of housing 
John Redwood . W. Wilson Goode t 
Member of Parliament Mayor of Philadelphia ho ines 
United Kingdom | United States B 
; British privatization experience : Global perspectives on munie ipt is is 
Dr. Madsen Pirie Herbert M. Birch Jr. 
Adam. Smith Institute Birch & Davis Family of 
United Kingdom Corporations 

: Relationship between economic United States 

development and social policy : Privatization of health care 


The 1990 International Privatization Congress is designed to be the 
largest forum ever held on this phenomenon. It will be a gold mine 
of ideas and information for academics, politicians, business leaders. 
and administrators who attend, 


Registration fee: $950 U.S. 
Register today by calling or writing: 
The Institute for Saskatchewan Enterprise 
617 Park Street 
Regina, Saskatchewan, Canada S4N SNI 
Telephone: (306) 721-2368 or 721-2369 
Fax: (306) 721-2833 














"n LONDON- LE 


Qealtty serviced apartments. Berna: best value tor." 
teotey. Que — aller great savings: tei 
ly Serviced. ; pre bathroom, | 

gn, TV. —— Genital heating. elevator. | 
Caritial ly located i. Kensington. ded. 


- Tourist Board. 

= Garden Apartments 
Ashburn Gardens: 

South Kensington, on — bul 406, UK 


Fax: 011-46 $70 6743 
ia 


— 
COMPANIES 














—— COLIN FOSTER 

^5 OVERSEAS COMPANY 

J REGISTRATION AGENTS LTD. 

COMPANIES HOUSE 

TOWER STREET 
RAMSEY 

ISLE OF MAN 


TEL: 1 800 2834444 (TOLL FREE IF 
PHONING FROM USA). 


TEL: 0800 269900 (TOLL FREE) 
0624 815544, TELEX 628488. 
FAX 0624 815548 - 
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EXPRESS 
BANK — 






























| s Plaza Hotel); 





~ NEV SFAX—Fax-only news for those 
— ave to know. Free samplar 
0304 326186 (UK ) a 








— — 
HOTEL 


2 CHESHAM STREET 
BELGRAVIA 
LONDON SW1X 8DT 


Tel: 01-235 1544 
Telex: 926679 DIPLM TG 
Fax: 01-259 6153 


in exciusive Belgravia within walking dis- ' 
— of Harrods. Provides unsurpassed | 
ee for super accommodation and 
ull English breakfast at exceptional value. 


| — bedroom from £49.95 + VAT | 
Double/Twin from £74.95 + VAT 


__ALINBAR EXCLUSIVE HOTEL 


| US IMMIGRATION 


Obtain US Immigration through purchase of | 
secured and well-rewarding real estate or 
opening of American branch companies, etc. 


| ALL MATTERS HANDLED BY A 
| LICENSED US ATTORNEY/PhD ECONOMIST. 
| Visiting Hong Kong (February 
0-12, Hilton Hotel); Taipei | 
(February 12-15, Hilton Hotel): 
angkok (Februan 16-20, Cen- | 
arachi (Feb- | 
ruary 21-24, Sheraton Hotel) 


| and London (February 25-28, 


Knightsbridge Green Hotel). 


Contact: Edward P. Gallagher, Attomey-at- | 
Law, PO Box 70302, Washington, DC 20088 
— Tet: (301) 299-7269. Fax: (301) 983- 


| THE FOURTH ANNUAL AMEX BANK REVIEW AWARDS 


—— | IN MEMORY OF ROBERT MARJOLIN 


| The 1990 


American Express Bank invites 
entries for the 1990 essay competition 
in international economics and 
financial markets. The Awards total 
US $56,000, with a first prize of 

US $25,000. 


All entries must be submitted no later 
than June 30, 1990. For details and an 
entry form call 01-583-6666, or write to 
The Editors, The AMEX Bank Review, 
60 Buckingham Palace Road, London 
SWIW ORR, UK. 


Edinburgh EH6 7AY, Scotland. 





"HENLEYS = FORMULAS" — 


; Research — 800 pps. (index) + new. 
: export ideas. ‘Books’, Box 248, Man- 


chester, MA, USA. 





COMPUTERISE PAINLESSLY. Cus- 
tom built IBM PC programs, for fast 
response. Call Peter J. Menter 01-802 


7136. 


START an — — Anny No 


capital or risk. Immediate -access to 
profits in world trade. FREE booklet: 


Westlink (C), 55 Constitution Street, 





START YOUR OWN EXPORT; 
. IMPORT AGENCY. No risk, recession- 


proof business. We show you how. 
Personal service. Established 1946. 12 


offices worldwide. Free information. - 


pack: Wade World Trade Ltd, Dept 
2C24, Wade House, Queen Street, 
Swindon. Tel: 0793 613161. Fax; 0793 
619527. | 


CUT THE COST OF 

YOUR STAY IN LONDON | 
Take a furnished self-contained service apartment | 
in Knightsbridge, near Harrods. Fully equipped 
kitchen-dinetia, bathroom, phone, colour TV, 
central heating, elevator. Suit 1-2 persons. Bro- 
chure by airmail. l 

Knightsbridge Service Apartments 
45 Eanismore Gardens, LONDON SW7 









UK Free Toll: 800 962 7093 (U 
. Mastercard/Access 


LONDON 
South Kensington 


Luxury ful Hy furnished one and two bed 
ueens Gate. 


SA only) 


flats in quiet cul-de-sac off i 
Resident manager, direct dial telephones, 
video security and colour TV. Weekly 
rates from £ £266 to £560 pl us VAT, 


FULL DETAHS: TEL 01 225 0184. FAX 


—— 0280. TELEX 89309 


dNTUITIVE—.& 


Tel: 01-584 4123. Telex: 295441 {fet KSF) |: 


[OF COLE OWN HOME 


res, 
T.V, maid service, 24hr recep. Short/ 


E Fa oa 9 OHN 


2ND  PASSPORT/DR. LICENCES. 
Special reports. Any country. INI, 26 
Kleomenu Athens 10675 Greece. Fax 
7219080. 


OVERSEAS POSITIONS. Hundreds of 
top-paying positions. All occupations. 
Free details. Overseas Employment 
Services, Dept EC, PO Box 460, Town 


of Mt Royal, Quebec, Canada H3P 


3C7. 


SELF-HYPNOTIC 
TECHNIQUES improve your invest- 
ment Decisions and give you an Edge 
in. Financial Markets. Write: Total Mind 
Power institute, 18 Esplanade, St 


 Helier, Jersey, Ch, UK. 


| PARIS-NEUILLY TO LET. Which Com- 


pany needs for its Executive partly 
furnished 2;-room flat, FF6,600 inclu- 
sive monthly + deposit. Details: phone 
Germany 761-84261 or leave mese-~~ 

UK 1-4352787, | 

















WITH ALL THE COMFORTS 







o suit all 









long lets, — Perfect for business or leisure 


SERVICED APARTMENTS 
26/27, Collingham Gardens 
TEL 01-835 1144 


















nisi ation d A, 


| GCofporale Formation, ‘Business : : rg nisati 
Financing, Taxation, Distributorships, j and Commercie 
Transactions. 

WEBER NEVILLE & SHAVER 


Two Greenwich Plaza-—Suite 100 
— Connecticut 06830 USA 
s Fax: 203 622-1 533 


Tel: 203 622-7640 


“TRADELINK OVERSEAS 
CORPORATION 
THE E SPECIALISTS FOR 





010 662 2548710 D: —7* Thailand i 
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ECONOMIC AND FINANCIAL INDICATORS 1| 





CE es —ñ— ñ—ñ—ñññ—— — 
OUTPUT, DEMAND AND JOBS America's unemployment rate remained at 5.3% in January, for the 


eighth consecutive month. Japan's jobless rate edged down to 2.196 in December from 2.296 in 
November; West Gertnany’s fell to 7.796 in January, taking the unemployment total below 2m. Its 
industrial production increased by 5.496 in the year to December, compared with 5.196 in the 12 
months to November. The growth in Holland's NP slowed to 3.3% in the year to the third quarter, 
from 4.796 in the second quarter. 


% change at annual rate 

industrial production GNP/GDP retail sales [volume] unemployment % rate 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest — year ago 
Australia + 3.1 + 06 oa + 26 + 54 m * 38 * 50 0 6.0 Dee 6.9 
Belgium +29 +44 s na na + 43 + 36 mł 10.1 o«* 10.9 
Canada — 0.8 + 08 Now + 23 +23 m + 24 + 0.2 Now 7.7 Dec 7.6 
France — 22 ^ 33 Now +24 +32 a — 44 + 1.1 Dec** 9.5 Now 10.1 
W. +45 + 54 dec — 21 +33 v + 45 + 3.0 Ww 7.7 Jan 8.0 
Holland +11.2 +47 wo — 48 +33 m +10.2 + 8.1 Mat 5.3 Nov 6.1 
Italy +123 +28 oa + 3.2 +28 a + 78 — 7.1 Oss 11.1 o«* — 108 
Japan +26 +31 oe +122 +526 +17.5 + 9.5 od 2.1 Dec 23 

— 18 +34 Ww na na + 66 — 0.6 cet 16.0 64 18.5 
Sweden + 61 +21 Now na +19 0 + 48 + 0.7 oa 13 o«* 1.1 
Switzerland — 6.8 * 06 o * 20 +29 o — 25 — 28 Oit 0.6 ox* 0.7 
K + 48 + 06 no + 241 + 19m + 23 + 23 Dec 5.8 bec 7.2 
SA — 09 + 1.7 Dec + 05 + 24 u — 44 + 07 tec 5.3 Jan 5.4 
tValue index deflated by CPI.** 1988. 


NN sss ui.  ÉÁÉiiidii i————————————ÁÁK 
PRICES AND WAGES The 12-month rate of growth in American wages jumped to 4.596 in January. 
This was the biggest increase since 1983, but still a whisker behind the rise in consumer prices. 
West Germany's consumer-price inflation fell to 2.696 in the year to January, mainly because the 
effect of an oil tax introduced last year dropped out of the 12-month change in the index. West 
German wages rose by 4.096 in the 12 months to December, a real pay rise of 1.096. 


% change at annual rate 
consumer prices" wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 7.7 + 78 Ww + 58 + 65 Sep + 42 + 7.5 sw 
+ 1.1 + 3.6 m + 20 + 67 Sep + 37 + 42 u’ 

Canada + 28 + 51 tec — 23 + 0.2 De + 98 + 60 no 
France + 3.2 + 3.6 dec — 18 + 50 0 + 39 + 40 se" 
W. Germany + 2.1 +26 ian + 341 + 3.1 64 + 1.2 + 40 Dec 
Holland + 2.1 + 13 Dex — 09 *o17 Nov * 06 + 18 o« 
Italy + 7.1 + 63 Jan + §.1 + 5.7 Ww + 27 + 63 oa* 
Japan + 26 + 26 dec — 12 + 39 de — 14 + 50 Now 
Spain + 58 + 69 dec + 27 + 3.8 ww + 27 + 5.3 smn 
Sweden + 7.2 + 66 dec + 3.6 + 63 De +13.0 +10.1 No’ 
Switzerland + 75 + 50 o * 18 + 3.1 ox 4157 *36m* 
UK + 82 + 7.7 vec + 48 + 52 De +119 + 93 ww 
iA + 39 + 46 vec + 05 + 48 de + 42 +45 m 





m GREECE The occo paints a gloomy picture 
of Greece's economy. In 1989 growth in real 
GDP is estimated to have slowed to 2.396, 
from 496 in 1988. Inflation edged up to 
1496, and the current-account deficit wid- 
ened. The government's budget deficit rose 
to 22% of cop. This year the economy is 
expected to deteriorate still further. Growth 
in GDP is predicted to dip below 296, inflation 
to touch 17% and the current-account 
deficit to swell by two-fifths. The OECD calls 
for "urgent and  far-reaching" policy 
changes. It says the government must drasti- 
cally cut its spending, by reducing industrial 
and farm subsidies and firing workers in the 
public sector, must raise revenues by widen- 
ing the tax base, and must abolish wage 
indexation. With another general election in 
April, the advice is likely to be ignored. 








COMMODITY PRICE INDEX 
mm Natural rubber prices have 

been below the International 
Natural Rubber Organisation's "may buy" 
marker since December—only the second 
time they have fallen to this level since 1986. 
INRO's buffer-stock manager may soon be 
forced to act to prop up prices, which have 
almost halved since June 1988 to 185 
Malaysian cents a kilogram. Rubber is in 
oversupply thanks to the sale of 370,000 
tonnes from iNRO's buffer stock and a world 
surplus of latex. Natural rubber production 
was a record 5.1m tonnes in 1989, despite a 
fall of 1296 in Malaysia's output. World tyre 


production is expected to fall this year. And 


China, the third-biggest buyer of rubber, is 


short of hard currency. 
1985— 100 % change on 
Jan 30 Feb 61 one one 
month year 
Dollar index 
All items 118.2 119.3 — 38 -—205 
Food 97.6 97.7 — 06 -—157 
Industrials 
Al 138.7 140.8 —5B —23.5 
Nia tt 136.6 138.3 +22 — 1.1 
Matals 140.1 142.5 —107 -—339 
Sterling index 
All itams 90.0 89.8 — 65 —186 
Food 74.3 73.5 — 34 —137 
Industrials 
All 105.6 106.0 — 85 -217 
Nta tt 104.0 104.1 — 0.6 + 12 
Metals 106.7 1073  -133 -323 
SDR index 
All items 90.4 90.6 — 47 -223 
Food 74.6 74.2 — 16 -—176 
Industrials 
All 106.0 107.0 — 68 —252 
Nfa tt 104.4 105.1 +12 —33 
Metals 107.1 108.2 —116 -—353 
Gold 
$ per oz 419.25 42125 +43 +73 


Crude oll North Sea Brent 


$ per barrel 19.90 1988 — 2.1 +194 
$ Provisional $4 Non-food agricufturals 





Footnotes applicable to ail tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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& FOREIGN AID India gets more foreign aid 
than any other third-world country. In 1988 it 
received $2.1 billion from multilateral organi- 
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WORLD BOURSES Politics drove markets in West Germany and South Africa to all-time highs this 
week: Frankfurt climbed 6.3% and Johannesburg gained 9.7%. Wall Street*increased by 2.5%, 
and Tokyo by 1.2%. Brussels and Sydney ended the week lower. 
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sations, Arab countries and the rich-country | Stock price indices % Change on 
members of the oecD. But this did not go far Feb 6 1989-90 one one record 31/12/88 
among its 800m population, at only $2.60 | . jos "Ww ur ERA. " Se A 
per head. China's $2.0 billion of foreign aid Australia 1668.8 1781.8 1412.9 — 16 +118 -76 4122 +0 
amounted to only $1.80 per person. The | gei 6199.6 6805.3 65193 —10 +73 -89 +114 4201 
biggest recipients in terms of dollars per | Canada 3769.1 4032.8 33505 +17  -* 24  -—84 4118 123 
person are the small Pacific islands: French | France 526.7 561.6 4179 — 405 4165  —62 «+4267 4961 
Polynesia received $1,947 per person and | w 2370.8 2370.8 1595.7 * 63 4 405 nil +435 +536 
New Caledonia $1,631. This suggests a | Holland 194.1 210.5 166.7 * 03 + 96 — 78 +17.1 +25.4 
perverse relationship between aid and in- Hongkong 2792.9 3309.6 2093.6 + 1.2 — 10.1 —29.3 + 3.9 + 3.9 
come: French Polynesia's GDP per head is 686.2 734.8 577.5 + 09 + 187 —24.4 +16.4 +23.1 
; 37666./8 389159 301838 +12 +101  —32 4249 +76 
— drag phe pr * —* vex 1582.7 1582.7 1030.7 4 43 + 38.4 nil +52.4 +59.5 
v ee og SOUI South Africa — 32110 3211.0 1961.0 +97 4471 nil -643 4975t 
in the table, only Israel's aid was large in | Spain 291.4 328.9 20858 — 443  * 41  —14  -62 319 
relation to the size of its population ($280 | Sweden 42788* 46603 33339 na — 4 180  — 82 4242 +252 
per head). That is the benefit of having a rich | Switzerland ^ 7710 829.1 613.1 +30 +224 -709 4277 4299 
Uncle Sam. UK 2321.1 2463.7 1782.8 nil +120 -58 4294 +21.8 
USA 2606.3 2810.2 2144.6 +25 +10 -73 +202 +202 
Woridt 546.1 571.0 480.7 +13 + &1 —44 +05 4105 
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MONEY AND INTEREST RATES Japan's long-term government-bond yields rose again this week. 
Italy's broad money supply grew by 9.2% in the 12 months to November. In the same period 
Switzerland's broad measure grew by 6.296, and Holland's by 14.796. 





| Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 

: n % rise on year ago Money market Commercial banks Bond yields Eurocurrency 

à Narrow Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 

m [M1] lending 3months long-term 3 months 

iL Australia + 37 +24.7 No na na na na na na 1588 13,71 

i EJ Belgium +55 +940 1038 1040 1275 10.25 10.52 10.40 10.44 10.46 

Canada — 4 29 +127 ù 1275 1255 1350 1250 1000 1076 1225 1093 

: BBB] | France +88) 084 1050 1013 11.00 1100 957 1030 1088 10.78 

i W. +36 +41 ww 780 805 1050 7.39 805 8.10 825 873 

EBB] | Mod +72 +147 4 688 890 1075 890 849 89! ^ 869 863 
i i +82 +92 ww 1268 13.75 14.00 na 1235 1192 1288 11.64 
i B — 22 +106 o 641 6.21 488 204 6.66 6.69 701 675 
i [t *140 4135 wm 1513 1342 1625 725 1343 1430 1487 na 
| l E Sweden na +63 no na na na na na na na 1374 
i i i Switzerland — 6.5 +62 nw 925 975 11.13 9.25 6.19 6.91 9.63 6.90 
: EENID a UK +60 4181 om 1444 1509 1600 1509 1064 1267 1516 1226 
: "m USA +09 +32 oe 813 814 1000 823 851° 924 831 8.70 

| 

| n Other key rates in London 3-mih Treasury Bills 14.5%, 7-day interbank 18.0%, clearing banks 7-day notice 4.0%. Eurodol 


Re encep! UK Mx M3 encupt Belgium, Holland, and Sweden M2, Japan M2 CDs, UK M4. Definitions of interest rates quoted available on request. 
: Bilbao Chase Manan, Banque de Commerce (Baoum), Credit Credit Lyonnais Bank Nederland, Svenska Handelsbanken, 
ANZ Bank, CSFB, The WEFA Group. These rates are only and cannot be as offers by these banks. 


TRADE, EXCHANGE RATES AND RESERVES Japan's visible-trade surplus fell to $3.8 billion in December, bringing the total for the year to $76.9 
billion, compared with $95.0 billion in 1988. Its current-account surplus also fell, from $79.6 billion in 1988 to $56.1 billion in 1989. The dollar’s trade- 
weighted value fell 0.396 over the week; the yen lost 1.396, the D-Mark gained 0.596. The table shows new figures for reserves in December. 
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trade current. trade-weightedtt 
meet M currency units per $ currency units foreign eee 
latest latest 12 balance $bn 

month months latest 12 mths latest year ago latest year ago per£ perSDR  perecu Dec year ago 
Australia +039 wc — 36 — 15.8 dec na na 1.30 1.13 2.23 1.73 1,60 13.4 13.6 
— 025 w * 04 + 39 0 110.2 105.4 34.8 39.1 59.2 46.5 42.6 10.8 9.3 
Canada + 0.58 w^» + 44 — 149 o 101.9 103.0 1.19 1.18 2.02 1.58 1.46 16.1 15.4 
France — 0.38 no — 75 — 48 o 103.9 98.4 5.64 6.36 9.61 7.55 6.93 244** 26.3 
W. + 541 No + 735 + 53.9 nw 119.4 112.1 1.66 1.87 2.82 2.21 2.04 60.7 58.5 
Holland +049 sep + 43 + 61 œ 114.9 109.6 1.87 2.11 3.18 2.51 2.30 16.5 16.1 
— 064 dec — 123 — 112 @ 100.5 97.7 1235 1362 2102 1651 1514 46.7 34.7 
+ 384 oe + 769 + 56.1 Dec 127.9 149.8 145 129 247 193 178 B4.0 96.7 
— 190 wu — 27.0 — 11.6 dec 105.0 103.7 108 116 183 144 132 415 37.1 
Sweden — 0.05 wm + 34 — 49 Www 94.0 957 6.08 6.35 10.4 8.09 7.48 9.6 8.5 
Switzerland —— 06304 — 62 + 670 109.0 108.2 1.48 1.59 2.52 1.97 1.81 25.1 242 
UK — 1.994 dec — 37.7 — 334 De 89.3 97.4 0.59 0.57 — 0.78 0.72 34.8 44.1 
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What does this mean for business? 


evolutionary changes in East Germany and throughout 

Eastern Europe will have a profound effect on business. 
From the possible reunification of Germany to new market 
economies in Poland and Hungary, senior international 
executives must know how to respond to these events. 


At Business International's 25th Annual Chief Executive 
Officers! Roundtable, Strategic Redirection for the 1990s: 
Corporate Leadership Under Global Change, you can 
explore the business implications of 
these critical developments with 
two of Europe's key insiders: 


Former Chancellor 
Helmut Schmidt, Federal 
Republic of Germany 

and 

Hon. Martin Bangemann, 
Vice President, European 
Commission 





Helmut Schmidt 





You will also join 100 of your peers to probe other critical global developments—such as the unification 
of Europe, the growing competitive strength of Asia and Latin America's changing business 
environment—as well as leading corporate issues. These will include the emergence of the transnational $ 
corporation, building shareholder value, organizing and managing for international competitiveness and l 
developing a quality-driven corporate culture. 


Sponsored by KPMG Peat Marwick and Philip Crosby Associates, the CEO Roundtable is the premier 
event for senior executives of international corporations, including chairmen, chief executives, managing 


P 
Fi 
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directors, chief operating officers and executive vice presidents. 3 

The Roundtable will be held February 25-28, 1990 at The Hyatt Regency Cerromar Beach Hotel, Puerto 4 

Rico. The Roundtable fee is US$3,000. For further details and registration, kindly contact Margaret Hogan Y 

at 212-460-0600 (telephone) or 212-995-8837 (facsimile). 3 
Select Speakers 

John C. Lewis, Chairman & CEO, Amdahl Shijuro Ogata, Deputy Governor, The Japan Development z^" 


Leslie G. McCraw Jr, Vice Chairman & CEO, Fluor Bank 
William E. Bradford, President & CEO, Dresser-Rand Lars H. Thunell, Executive Vice President and Member, 


PeOlof Ei President & CEO, Sandvik AB Group Executive Management, ASEA 
3 € xr John A. Hinds, President, AT&T International 
Raymond V. Gilmartin, President and CEO, 


Becton Dickinson Christopher A. Bartlett, Professor, Harvard Business School 
William Shanahan, Chief Operating Officer Philip B. Crosby, Chairman, Philip Crosby Associates 
Colgate-Palmolive Peter O. Kliem, Senior Vice President and Member, 
Katzutoshi Hagi President; Ninar Motit Cp USA Management Executive Committee, Polaroid 


: Richard L. Nolan, Chairman and Cofounder, 
Aldo Palmeri, Managing Director, Benetton Group SpA Nolan, Norton & Co, an information technology firm of 


Rimmer de Vries, Chief Economist, Morgan Guaranty Peat Marwick 
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Business Business International 215 Park Avenue South, New York, N.Y. 10003 


International 
GLOBAL BUSINESS INFORMATION AND ADVICE 





A member of The Economist Group 
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In days gone by, airline tickets were issued manually; a tedious, time- — 
consuming affair. Today, we've revolutionised the process. Our | 
computerised reservation and ticketing system is on a par with that of the 
world's leading airlines, allowing us to make your international reservations, 
confirmations and connections with just a keystroke. 
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Our motto is more than pretty words. It’s the fabric of our business. 

We make advanced construction equipment, presses, lasers and robots: intelligent machines, 
for enlightened users. Komatsu technology is designed to meet local needs and global concerns for 
the environment. And build better communities without sacrificing the quality of life. 

At the same time, we support open markets through cooperative ventures around the world. 
Wherever we go, Komatsu seeks local partners to share the benefits of technology and prosperity. 
We take part in community life as a neighbor. And we also sponsor quality 
imports in our local markets, at home in Japan. 

That’s just a sample of how one company works for the world. 

Modest efforts, for mutual rewards. Consider how much we can accomplish 
if we work with care, patience and imagination. Together. 


Bien KO MAT SU Head Office: 2-3-6, Akasaka, Minato-ku, Tokyo 107. Japan 
Telex: J22812 Phone:(03) 5561-2617 Cable: KOMATSULTD 
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Freedom man 


New hope for South Africa, page 
13. The task before Mandela, 
amid black strife, white 
extremism and economic 
sanctions, pages 47-51. 








"Managing" trade with Japan 
will make it open up a lot less 
than it is now doing and will 
make America a lot poorer, | d 
pages 19-22. 1^ 
Lonely China DE 
The dismal slide from vanguard — 


to rear, page 15. The army has | 
noticed, page 27. $ p 























German Anschluss 
Kohl sets the pace, Gorbachev |f 
the terms, page 14. Timetable for - 
unity, page 55. The perils of I 
monetary union, | 
page 81. d 
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is dethroned, takeovers and junk - 
bonds should live to fight Wi 
another day, page 17. How A 
Drexel fell, and what follows, — | 
page 93. The tricky issue of 
business ethics, page 77. "M 
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Communism brought muck, not — 
money, page 60. America’s | 
wrong way with greenery, 
page 16. 
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rom — recently when ae 
tated, “Before us is a historic 
»pportunity to fill a large politi- 
cal vacuum created in Central 
Europe after the fall of the Habs- 
jurgs." His trips to Poland and 
Hungary are an attempt to 
create, in spirit at least, the 
ustro-Hungarian empire. Mr 
pes s historical discernment is 


ect. The role — played 


t —— | — 
Hungary and 


ither Germany or Russia. As 


and Eastern Europe grows. — — 
Before 1914 there were four 


many, Russia, the Austro-Hun- 


tent, the decomposing Ottoman 
npire. Austria was never a 
great military force, but it linked 


one multi-cultural empire. 
Though the Habsburgs were far 
from egalitarian, the association 
that Czechoslovakia, Hungary 
nd other ethnic groups had 
with Austria was far more pleas- 
nt than subsequent relations 


945) or Russia (1945-89). The 
ustrian empire was, in short, 
protection from the Germans 
and the Russians. 

In 1919, uniquely, all four 
owers were either permanently 
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. when Germany was 
enough, Hitler moved to fill it in 
yoslovakia, 1938. In 1945, with Germany a 

T of Poland outside the grasp - 


ussia withdraws, the threat of © 
erman domination in Central — 


competitors in the region: Ger- 


empire and, to a lesser ex- 


the smaller ethnic groups into | 


with. Germany (late 1930s to 
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: or temporarily out of the Cen- 
tral and East European scene. 


Germany, in defeat, barely had a 
voice within its borders, let 
alone Eastern Europe. Russia 
was still figuring out who won 
the revolution. The Ottoman 
empire had disintegrated. And 
Austro-Hungary was disman- 
tled. Here lies the power vacuum 
to which Mr Havel refers. lt is 
within this vacuum that the in- 
dependent states of Central and 
Eastern Europe were created. 
Their creation, however, did 
nothing to fill the vacuum. And 
strong 


pile of rubble, the Soviets took 
their turn. Vacuums by nature 
do not stay unfilled for long. 

As Russia once again tries to 
work out its revolution and with- 
draws inward, Central Europe is 
again becoming a vacuum. His- 
tory shows that Germany tradi- 
tionally rushes to fill the void. 
This will probably manifest itself 
in economic, not military terms, 
similar to American dominance 
in Latin America or Japanese 
economic influence in parts of 
Asia. Irrespective of how this oc- 
curs, Czechoslovakia and other 
Central European countries are 
in the path of German 
expansion. | 
-© Mr Havel's attempt to bring 
Poland, Hungary and Czecho- 
slovakia into a loose union is an 
attempt to put together what 
was, perhaps mistakenly, dis 
mantled in 1919. 

Munich ERICH BUSSIAN 
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/ Sis—The “irony” of the Stuart 





killing (January 13th) is not the 


implausible truth but the man- 


ner in which you chose to 
present it. Instead of conceding 
that perhaps racism may have 
played a part in how Boston’s 
mayor, police force and media 
responded to Carol Stuart's 
murder allegedly by a black man, 
you chose to change the issue 
and then to blame the victim of 
the city’s response. Instead of 
making a positive contribution 
to the debate, you succeed in 
once again revealing your pen- 
chant for colonial thinking. 

You know what is better for 
the black race than we do 
ourselves. 

Jackson Heights, 


New York MARVIN BAGWELL 





Si&—1 wonder if any of your 
other readers appreciated the 
irony of the covert racism in 
your article. We are told that 
in 1988 blacks murdered 579 
whites and 4,500 blacks. Not 
4,499. Not 4,501. 4,500. 

It would seem that, whereas 
white victims are painstakingly 
recorded, black victims merit 
only an approximate measure. 


New York KENNETH GEORGE 


66666 
A woman's place . . 


Si&—In your article on indus- 
trial countries’ labour shortages 
(“Gone fishing’, January 6th), 
your assumption ‘that child care 
is solely the responsibility of the 
mother is blatantly sexist. De- 
spite the miracles of modern sci- 
ence, it still takes two to create a 
child and, ideally, two to raise it. 


If both parents are working, 


then both are responsible for the 
care of their child. 

In particular, your proposal 
that women employees exchange 
benefits for child care is unfair to 
all members of the family. Since 
women usually hold lesser posi- 


tions with poorer benefits, this 


would place the burden of child 
care on the partner with less to 
“exchange”. A better proposal 


would be that all employees have. 


the option to exchange benefits 
for child care so that each family 


can make the child care deci- 


sions appropríate to its individ- 
ual n 


Red Bank, 


New Jersey ANNE Le MAISTRE 





RUN em Singapore 2261. Tet: 





| children? 


^| coalition which rules from Peking 


queries, 
2644891 telex: PS e£ To E NS. 





care provisions res shorter holi- | 
days) should be given to male 
employees, not female employ- ; 
ees. It would then be a lot easier 
to recruit women employees 
with children. 

Oslo NicoLaY A.W. MELSAETER 


—— Mr 
is in the picture 


SiR— You tell us that Japan is the 
biggest waster of women around, 
but The Economist has nothing to 
be smug about. Women are 
grossly under-represented in 
your cartoons. The total tally for 





three recent issues is 123 men 
against just 13 women (not 
counting representations of real 
people). Persistent use of the 


term “businessmen” suggests 
those figures also reflect the 
composition of your editorial 
staff. 

Chide Japan for sexism, but 
be aware you do so from a posi- 
tion of weakness. 


Belford, 


a d ade one e E RR Leda ue uei tu aire 



















| New EIU Briefing No 2025 
CHINA AGAINST 


THE TIDE 


China’s gerontocracy is struggling to 
hold back the wave of reform which 
has flooded other erstwhile 
communist countries. Can the uneasy 


restore its legitimacy or is change 
both inevitable and imminent? This 
| EIU Briefing identifies China's 
potential new strongmen and 

. considers how long the country's 
trading partners might have to wait 
for the reformers' Iu 

Price: UK-& Europe £95 

North America US$190; Rest of World £100. 
The Economist Intelligence Unit 
Meng Dept (FLBLA) — 215 Now York, NY 10 South 


Duke Street NY 10003 
London WIA 1DW, UK 
Tet 01-493 8711 Tet (212) 460 0600 
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Civil Service management is undergoing radical changes 
as a result of the Next Steps proposals adopted by the - E 
Government in 1988. The Chief Executive of the new Social 

Security Benefits Agency will be at the forefront of 

managing these changes in a massive and crucially 
important part of the Government's executive operations. - 
Two quotations from recent reports give the flavour of what - 
“The Civil Service is too big and too diverse to manage asa 
single entity” ^ ^  - E 
"Social Security is in the business of serv 








! service...aservice - 

which at some point o: another touches the whole 
population... — 5 ET te, 

Customer orientation is a major requirement for this | ; 
Agency; it's probably one of the world's largest operations — - 

serving the public. Seventy thousand civil servants, about . 
twelve per cent of the entire Civil Service, are currently 
engaged in distributing £55 billion annually to roughly 20 
million individual recipients. The organisation costs roughly 
£15 billion a year to run. i 
A Chief Executive of the highest calibre, personally 
accountable under the direction of the Secretary of State, 
will be needed to bring about changes on the scale required. 
The responsibilities will be marked by substantial 
managerial freedom to run the organisation as the Chief 
Executive thinks best to achieve agreed targets. 
Identification of the right candidate calls for open PNE 
competition with a negotiable remuneration. The post will 











involve working from offices in both Leeds and London. The . r js 


appointment will be for a term of 3-5 years with the 
possibility of renew 
anyone who has: 





@ an ability to work effectively 

Servantsatalllevels — E 
@ political sensitivity in the broadest sense 
@ communications skills —. 









If you're attracted by this post, meet at least the first of the: 


criteria, even if you are not yet familiar with the Civil Service 
and the changes in management urethatthis —— 
talking to Michael Brandon of Korn/Ferry. All prospe 


candidates should, in any case, ask for the detailed _ 
he closing date fo 
















information package to be sent to thern. | 
receipt of applications is 9th March. 


Pepys House, 12 Buckingham Street, — ——— 
LondonWC2N6DF = J| |. ut EX 
The Department of Social Security is an equal opportunities 
employer. 4c E 












“National Economic — Associates (NERA) is a firm of. economic - ‘consultants. 


specialising i in the application of micro-economics to regulatory issues, policy evaluation, 
l and b business strategy. 




















~ Current assignments include challenging problems in the fields of privatisation; regula- 
= tion, public policy, competition policy and general commercial and strategic analysis. UK 
and international clients comprise a wide range of government departments and agencies, 
public utilities, and businesses engaged in manufacturing, energy, transport, media 
communications, and other sectors. NERA has a reputation for its high academic standard 
and its innovative approach to clients’ problems, and works closely with other 
professional advisers on legal and financial as well as economic questions. 


We are now seeking several recently qualified economists of a high calibre, and a more 


experienced statistician, to provide analytical support, and to develop their consultancy 
skills within our established teams. Relevant experience could have been gained in any 


sector, including government. For some posts experience in the followir "B areas would be 
particularly useful: | 








o Energy economics; 23 
* Health economics; 


* Telecommunicatibns. As well as first class sadenie qualifications, you 


should have 2-5 years industry experience, acquired pemaps uil a PTO, 
regulatory agency, or major user. 


~ National E Economic Research Associates c dd 
A Marsh & McLennan Company 





















If you have at least 2 years’ solid 
experience, this is an excellent opportunity 
to enhance your skills and assume an 
important role with a leading multi- 
national company. : : 

Part of a close knit team, working in the 
Company's Treasury Department, you'll 
advise senior management of economic 


developments throughout Europe. This will 


include preparation of economic forecasts 
with emphasis on exchange rates, interest 
rates and inflation, together with reports 
on key economic issues. 

Therefore, you should have a good 
honours degree in Economics, with proven 
Statistical ability and be computer literate. 
You will also have some work experience, 
possibly gained in a research institute or 
government department and possess 
excellent interpersonal skills. 


ONOMIST FEBRUARY 1 7.1990 


ACCOUNTANCY & LEGAL 
PROFESSIONS SELECTION LTC 





3 London Wall Buildings, London Wall, London EC2M 5p 


: ast 01-5883576 Te 
A senior appointment with career prospects within the | 





. You will also need to demonstratethat jo 
. you've the confidence to assume eady ob 
responsibility and the initiative to use 


that responsibility effectively. 
in return you can look forward to a 


highly attractive salary — negotiable - 0 es s 
according to experience and qualifications ^. |. = 


— together with a comprehensive range of 


benefits, including holiday bonus, company. 
car plan and relocation assistance where 


appropriate. E og 
IF you think you meet these J 
requirements, send a full CV to Laurence 


1/552, Eagle Way, Warley, Brentwood, 
Essex CM13 3BW. 


This vacancy is open to men and 


. women regardless of ethnic origin in tine 
with Ford's equal opportunities policy. 


either financial or general management __ 


Berger, at Ford Motor Company Ltd, Room. | E : y l AND GERMANY a 
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B MULTI-CURRENCY - 
A HIGHLY CHALLENGING 
ENVIRONMENT 
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The OECD Development Centre invites 
app licatione | for the v following pores 7 
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Qualifications: A PhD.or equivalent in economics; specialisa- 
on in international economic relations and development; at 
least. 12 years' relevant experience. of research sanctioned by 
. a number of publications in reputable international journals; 
T confirmed capability in econometrics and. quantitative analy- 
gis: extensive experience in managing a research team; 
pe perfect drafting ability in English and/or French. 


Initial salary of FF387 000 per annum, plus allowances. 


SENIOR ECONOMIST 
Ref. AGP/P/VAC(90)2 


- To conduct and co-ordinate policy-oriented. research on 
"Financial policies for developing SOMOS" or ‘‘Globalisa- 
tion and regionalisation ". 


Qualifications: A PhD in economics or equivalent; at least eight 
years' relevant experience of research in these or related 
fields; very good knowledge of international economic and 


number of. publications - in reputable international journals; 
proven ability to supervise staff; perfect drafting ability in 
English and/or French. 


Initial salary of FF334,000 per annum, plus allowances. 


JUNIOR RESEARCHER IN 
DEVELOPMENT ECONOMICS 


Hef. AGP/P/VAC(90)4 


To carry out a research. project on "Financial policies in 

developing countries" or Globalisation sk regionalisation” 

or "Governance and. entrepreneurship” o "Environment'' or 
"Developing country agriculture". - 


Qualifications: An advanced degree in economics; at least 
three or four years" experience in empirical research on 
development and. ‘in the use of quantitative methods of 
analysis; good ‘knowledge of econometrics; pereg drafting 
ability in English and/or French. 


itia salary — the ange FF 245, 000-FF303,000 per 






countries. with CV in English 
— should be sent to 


* team: of researchers and to Sue ndo — 


financial affairs and issues relating to interdependence; a | 


THE INTERNATIONAL LABOUR OFFICE. 
a specialised agency of | 
the United Nations, . 
is currently seeking a 


PROJECT MANAGER 


. foran 
INTEGRATED RURAL TRANSPORT 
| PROJECT in TANZANIA 
To be responsible for the implementation of the third 


phase of the project in the Makete District of Tanzania. 
The post will be of twelve months' duration with a 


| possibility of extension. 


The End im is concerned with applying a comprehen- 
sive and integrated approach to rural transport, start- 


ing from an assessment of rural household transport 


demand. The activities of the project relate to the 
improvement of feeder roads, the development of 


| intermediate means of transport, the financial man- 
. agement of transport services, the improvement of 


paths and trails and the rehabilitation of ganang 
milis. The overall goal of the project is to reduce the 
time and effort spent by rural households on transport. 
The project, comprising a team of five expatriates and 
six Tanzanians, is seen as an innovative and challenging 


approach to the problems Of rural accessibility; its 


success will have implications for rural transport plan- 
ning in general. 


. Makete is rather isolated, situated in the Livingstone 


Mountains, close to Lake Nyasa. Some basic amenities 
exist but it is considered as a difficult duty station. 


Qualifications required: 


(a) a degree in development planning or related 
subjects and at least five years’ experience of 
working in developing countries; 

(b) an understanding of the role of transport in 
development planning; 

(c) an ability to develop and implement projects in a 
remote area; 

(d) the capacity to identify the problems of rural 
people through discussion and perception rather 

... than through analysis of facts and figures; 

(e) an ability to work in a fairly unstructured frame- 
work and to motivate a team of people working 
in the same environment; 

(f a fluent knowledge of written and spoken 

English. 

Please send a detailed résumé urgently and in any 

case by: March 31 1990, to: 

international Labour Office, 
EXPERTS (ADV/ECON/1/90), 
4, route des Morillons 
CH-1211 Geneva 22 
Switzerland 
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RECRUITMENT CONSULTANTS GROUP 


E London Wall Buildings, London Wall, Loncion ECMeM SP 


fa Tel: 01-588 3588 or 01-S88 3576 
Mm Telex No. 887374 Fax No. 01-256 














“£30,000-£45,000 + BONUS + CAR 
MAJOR INTERNATIONAL INVESTMENT HOUSE — | 


Our client has a strong commitment to Europe and well-established business throughout the region: The German team now seek to. 
strengthen their expertise in equity funding and we invite applications from computer-literate candidates. (aged 25-35) of graduate 
calibre with a strong oe ackground and a minimum of two years’ experience in a demandin ate finance environment. 
In addition to being bilingual German/English, applicants should have an affinity for local business practice and a good knowledge of | 
German corporates. The successful applicant will quickly become a key member of the team, with responsibility for marketing and 
building new relationships as well as for framing proposals, structuring and handling the technical aspects of deals. The Corporate 
Finance Department is a flexibly structured, self-motivated group where creative thinking and freedom of action are encouraged. 
Initial remuneration is negotiable £30,000-£45,000 + bonus, car, non-contributory pension and mortgage subsidy. Candidates wishing 
an initial confidential discussion please telephone 01-638 0680 or evenings 01-828 2891 or appl yt in. writing under reference 
3MG547023/E to the Managing Director: | : 


LONDON—CITY - 











CAMPBELL-JOHNSTON ASSOCIATES (MANAGEMENT RECRUITMENT T CONSULTANTS) | LIMITED 
3LONDON WALL BUILDINGS, LONDON WALL, LONDON EC2M 5PJ. TELEPHONE: 91. -588 3588 or Li “588 3576. 
TERES: m FAX: 01 258 S501" 













MEA GOVERNMENT OF GIBRALTAR 


FINANCIAL SERVICES 
COMMISSIONER 


. — Nibraltar's financial services industry is expanding rapidly and as a result 
_ p he Financial Services Commission is being created as the regulatory 
body whose Executive Officer will be the Financial Services | 











Commissioner. In addition the Commissioner will perform such other | | w HETHER YOU W ISH TO INC REASE your E 
eto and — rud Nw, powers as may from time to time be | EFFECTIV ENESS, YOUR VALUE AND YOUR ENK M 
DLE ipn — E functions of ] | 484 SENIOR MANAGER W HERE YOU ARE 


P 2 OR 
The Commissioner must be a person of high intellectual quality and wide 
general experience cither in the regulation of, or in the field of finance MAKE A S UCCESSFUL JOB: CHANGE 


i E | centre activities. In addition, he must have the maturity and personal | GHN HAS A PROGRAMME TO Sur YOUR NEED 
dp s pre — to deal with professional people and other — d 


nu | MEET ING. 








E The salary for this post will be negotiable and is likely to be attractive to | 
a candidate offering the package of skills sought. In addition, a range of 
benefits will be offered including terminal gratuity and free passages. | 









pon | Minimum 2 year contract | | 16 Hanover M 
| For further | London WIR 9AJ — 
Secretary ——— “smn J | 014935239 















































uü Ii; Holiness Maharishi Mahesh Yogi 


D ere is a very beautiful, unique, and 
H unprecedented opportunity for every 
s head of state. I invite the leaders of 
n world to examine this offer of alliance with 
natural law in the light of the latest discoveries 
of modern physics—the discovery of the unified 
E eld of natural law. It is very easy for anyone 
with the slightest intelligence to understand that 
i if the unified field of all the laws of nature could 
be accessible to anyone, nothing would be im- 
possible for him. Through my Vedic Science and 
Technology—the science and technology of the 
unified field—any government leader can have 
é easy access to the unified field and raise the ad- 
ministration of his government to be in perfect 
alliance with the administration of nature's gov- 
ernment.’ —Maharishi 


Rise of Freedom 


The world is in the midst of a dramatic trans- 
formation from enmity to friendship. Hope and 
are dawning in many countries; there ts 
an upsurge of joyfulness everywhere. 

. This transition from fear and suffering to hap- 
piness and peace has resulted from the rise of 
coherence in world — consciousness—the 
‘Maharishi Effect—created by millions of people 
practising the programmes of Maharishi's Vedic 
Science and Technology—the Transcendental 
Meditation and TM-Sidhi programmes. 


‘The World Is My Family’ 
d. main concern of government leaders has 
ays been to safeguard their own boundaries. 
Now this national patriotism is expanding to be- 
global patriotism. People everywhere are 
eginning to feel, “The world is my family’. 


Unified Field of Natural Law 

At the basis of this rising positivity is the enli- 
venment of the unified field of natural law in 
world consciousness. 

Through quantum field theories, modern 
icience has come to understand that all the laws 
Of nature responsible for conducting all the 
activity in creation. emerge from one basic 
unified field. From the unified field, nature 
governs the universe in perfect order, and 
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Maharishi Offers 
ALLIANCE WITH 
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through Maharishi’s 
TO CREATE 


Application of the Unified Field of 


always in an evolutionary direction. 

Today, every government can have easy 
access to the unified field. By establishing a 
coherence-creating group of experts in Maha- 
rishi's Vedic Science ‘and Technology as an 
inseparable part of its administration, any gov- 
ernment can make an alliance with the govern- 
ment of nature. 


Handling the Whole 
National Consciousness 

The basic problem facing governments is 
how to successfully integrate the innumerable 
trends and tendencies in society. Only by creat- 
ing coherence in the collective consciousness of 
the nation can a government hope to satisfy all 
its people. Since the collective consciousness of 
the nation is the prime mover of the government 
it is vital for the successful administration of so- 
ciety that every government create an integrated 
national consciousness. 

Group practice of Maharishi's Transcendental 
Meditation and TM-Sidhi programme enlivens 
the unified field and automatically increases co- 
herence in collective consciousness. A fully in- 
tegrated national consciousness enjoys alliance 
with the unified field. This brings the full sup- 
port of the nourishing, evolutionary power of 
natural law to fulfil the desires of everyone. 


Life in Accord with Natural Law 

Any negative trends arising in society come 
from violation of the laws of nature. When peo- 
ple violate natural law they create stress, sick- 
ness, and suffering for themselves and others. 

The continual build-up of stress in collective 
consciousness breaks out in crime, conflicts, ter- 
rorism, and natural disasters. Through Maha- 
rishi's Science and Technology of the Unified 
Field, governments can now educate their citi- 
zens to think and act spontaneously from the 
level of the unified field and thereby avert all 
negativity for both the individual and society. 


Scientifically Validated Benefits 

The effectiveness of Maharishi's unified 
field-based approach has been documented by 
more than 430 scientific research studies, con- 
ducted at over 160 research institutions in 27 
countries. 

This research has shown that even the square 
root of one percent of a population practising 
Maharishi's Transcendental Meditation and TM- 
Sidhi programme together in one place is suffi- 


cient to dramatically reduce negative trends such 
as conflict, crime, and sickness and strengthen 
positive, evolutionary trends throughout society. 

Scientific research has further shown. that 
Maharishi Ayur-Ved—the science of p 1 
health—offers the possibility of creating a 
disease-free society in every country. Already, 
programmes of Maharishi Ayur-Ved and Tran- 
scendental Meditation are being introduced in 
many countries, including the USSR, Hungary, 
and Poland. 


Creating Heaven on Earth 

With this scientifically validated knowledge. 
it is no longer necessary for any individual or 
any nation to continue living with problems and 
suffering. Every government can now raise 
every area of national life to perfection through 
Maharishi's Master Plan to Create Heaven on 
Earth, which utilizes Maharishi's Vedic Science 
and Technology to apply the unified field of 
natural law for the glorification of all aspects of 
life—inner and outer (see chart). 


Natural Law and National Law 

Nations have always been administered by 
man-made law. Now the technology is available 
to use the skilled hand of nature to administer 
society. Any government, irrespective of its 
political and economic system or the cultura | 
religious values prevailing in the country, wii oc 
perfect when the society is governed by national 
law and natural law both simultaneously. 

The technology for perfect government— 
unified field-based administration—ts to estab- 
lish a coherence-creating group in the country 
which will enliven the unified field in national 
consciousness and thereby enable the govern- 
ment to govern with the same silent perfection 
with which the government of nature governs 
the universe. 

Through Maharishi's programmes to create 
Heaven on Earth, governments can now create 
peace, prosperity and fulfilling progress in the 
life of their nation, and a supreme quality of 
life—Heaven on Earth—for the whole world 
family. 





Governments are invited to contact: 
Maharishi World Capital 
of the Age of Enlightenment 
Maharishi Nagar 


201 304, UP, India 
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the Practical mn. 
MAHARISHI’S 
| VEDIC SCIENCE 


| | which develops all the seven states of consciousness in 
the individual, and develops a perfect man with the 
ability to employ natural law to work for him and 
achieve anything he wants. 

The seven states of consciousness are: 

e Waking—J/agrat Chetna 

€ Dreaming—Swapn Chetna 

e Sleeping—Sushupti Chetna 


Sp] € Transcendental Consciousness—Turya C Fini: 


/: Cosmic Consciousness—Tur vateet Chetna 
2 God Consciousness—Bhagavat Chetna 


6 Unity Consciousness—rahmi Chetna awakening 
of the pure nature of consciousness to its own self- 

referral reality—the unified reality of the diversified 
universe—which renders individual life to be a lively 
field of all possibilities— infinite organizing power of 
the unified field of natural law spontaneous! y uphold- 
ing individual life. 
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. € Achieving coherence; 


e. Achieving perfect government in every country modeled on nà 





This i isa summary of the 1,500. page book, Maharishi's Master Plan to Create Heaven on Earth. 











suf ficiency in evety nation through Aaharishi’s programmes to dévelop. T 
culture, forestry, mining, and industry in every Country: : 
@ Realizing Global Rural Development and Ur 
living conditions for an integrated life c f the 
world: ad 
€ Achieving economic balance i in the world family through Maharishi Globa 
Trading; vs 
€ Achieving ideal education through Maharishi’ s Vedic Science, which off 
the fruit of all knowledge to everyone—life free from mistakes and suffe re 
€ Achieving perfect health for everyone and 
prevention-oriented Maharishi Ayur-Ved: 































every nation -thrc 


> harmony, and balance in nature for everyone and e 
nation through Maharishi Gandharv Ved: 





*- 9 Achieving invincible e defence for. every. nation through Maharishi Di 


. Ved, which will disallow the birth of an enemy; 





ment, which silently governs through natural law from the unified [ 
the laws of nature ' common basis of all creation, the unseen prime 
of life eternally fully awake within itself and available to. everyone on. the 
of one's own self-referral consc iousness—transcendental consciousness: 
@ Achieving the rise of a supremely ‘nourishing power in the world » wl 
will unrestrictedly uphold the power of evolution in nature, eliminating 
destructive tendencies and negative trends in the world. 
As à result. every nation will lovingly own every other nation, and all nati 
together will nourish every nation—everyone and every nation in the w W 
will enjoy Heaven on Earth. 
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SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. AND THERE NEVER WILL BE. 


1735s 


BLANCPAIN 


A Monument To The An Of Watch- the rarities in the watchmaking art. Only 
making a very limited quantity of these indivi- 
dually-numbered watches leave the 


workshops of the oldest watch name in 


A World First: Blancpain presents the the world every year. 
exclusive ultra-thin automatic chrono- The movement is writing a page today in 
graph with split-second hand - one of tomorrow's watchmaking history. 


LONDON Asprey, Carringtons, Mappin & Webb, Davis Morris, Garrard. London Hilton Jewellers, The Watch Gallery GUILDFORD Nina Phillips JERSEY Robert 
Fardon MANCHESTER Hancock B Son Ltd READING Bracher & Sydenham RUISLIP CS Bedford, and at branches of Watches of Switzerland 
Informations by Blancpain SA - CH-1348 Le Brassus - Switzerland - Fax 01041-21 845 41 88 Tel. 01041-021 845 40 92 
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Freedom man 


HE man who walked to freedom on Feb- 
ruary I Ith is, after all, just a man. But he 
has turned out to be a finer man than South 
Africa had a right to expect. Anyone who 
thought that Mr Nelson Mandela’s stature 
would shrink once the television spectacular 
was over knows better now. Only the assas- 
sin’s bullet can rob him of a starring role in 
|  ountry's retreat from apartheid. 
~ It is no surprise that Mr Mandela is a per- 
son of conscience and stubborn principle. 
The surprise is that he has emerged from jail 
as such a remarkably skilful politician. Forget the saintly 
Mandela who was going to soar above politics to bind the 
wounds of South Africa. That was the invisible, jailed 
Mandela who lived mainly in the imagination of his hagiogra- 
phers. The real, free Mandela is a practical politician who in- 
tends to sit at the peace table in the name of the African Na- 
tional Congress and negotiate the end of apartheid with 
President F.W. de Klerk. The politician is likely to be a lot 
more useful than the symbol ever was. 


The apartheid mountain, and how to move it 


With luck, South Africa is about to make a U-turn that has no 
precedent in history. Elsewhere in Africa, white settlers who 
lost power or confidence withdrew across oceans to safe ha- 
vens in Europe (or South Africa). The whites of South Africa 
are not going to do that. With 5m people, white South Africa 
| achieved a critical mass that makes the going-home solu- 
tion unworkable. Besides, most South African whites have no 
home across the seas to go to. Afrikaners lost their bond with 
Europe long ago: over more than three centuries they have 
become a white African tribe with their own language and 
folklore. They also have plenty of guns which, if they feel 
threatened, they will not hesitate to turn against the black 
people around them. Unlike the French in Algeria, or the 
British in Kenya, they are not, or not yet, under the pressure 
of a powerful insurgency. 

Put Mr de Klerk's freeing of Mr Mandela against this 
background and you see how bold it is. It is bolder, in its way, 
than anything President Mikhail Gorbachev has done in Eu- 
rope. Like Mr Gorbachev, Mr de Klerk is abandoning a doc- 
trine that has failed. But communism, for all the force of its 
ideas, was in the end just a way of running things. Apartheid 
is something else: a way of running things plus a way to ensure 
that your own tribe stays on top. Yesterday's Leninist rulers 
of Eastern Europe are being replaced by people who think 
differently but look the same. Perhaps, in liberal principle, 
handing over to people of a different colour should be just as 
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easy. In truth, it is much harder. 
For this reason, many people are sorry 
that Mr Mandela did not celebrate his release — 
with some dramatic gesture to soothe white — 
fears: by renouncing violence, say, or embark- — 
ing right away on talks with Mr de Klerk. - 
That would have been a mistake. To move the — 
mountain of apartheid, Mr Mandela needs a 
firm place to stand. The place is the ANC, 
which is still the strongest black political orga- — 
nisation in South Africa. Mr Mandela’s first 
job is to make sure that when he reaches the — 
peace table he does so as its unchallenged leader. That means 
staying loyal to its policies, including, for the time being, the 
policy of armed struggle. 
The armed struggle has lately become an even more nomi- 

nal affair than before. Mr Mandela calls it "defensive", and — 

will clearly drop it in exchange for an end to the state ofe emer- 

gency. He has meanwhile set about removing another re 
cle to negotiation by conciliating the Zulu Inkatha movement | 
of Chief Mangosuthu Buthelezi, the ANC's only serious rival | 

for black power. At this rate, it may be weeks rather than 


constitution for South Africa. 
Mr de Klerk’s ministers claim now to believe in -— — 
suffrage in a unitary South Africa; they say that a new con- - | 
stitution could be in place within five years, and that the Nae 
tional party is thereafter unlikely to stay in control of the gov- 
ernment. The difficulty is the “structural” protections they —— 
want in a new constitution. Whites may be able to negotiate 
special rights in language, religion and education. They will — 
want the transfer of power to be phased. But the point of — 
universal suffrage is to give every man and woman a vote of — 
roughly equal value, which means that at some point power — 
must pass from whites to blacks. That is the test blacks will — 
apply to any white man’s constitution. & 
Has Mr de Klerk really decided, in his heart, that diet 
whites must hand over power? The answer is that he may not 
have made up his mind yet. No white who looks ahead car 
expect white rule to last forever. On the other hand, no white 
leader who thinks he can hold power for another year, or ten - 
years, will give it up today if he thinks giving it up will lead to 
the helpless subjugation of his people. What whites decide in 
their hearts will depend on how long they believe they can - 
hold on, and on what sort of future they expect in a post- — 
apartheid South Africa. On the evidence of a week, Mr 
Mandela looks like a man, perhaps the only man, who can | 
make them take the way of courage. 
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I is just a month away. Deutschland-day, that is, 


when the two Germanies will become one in fact if not in 





g sensible. Why try to blc 





1 it not received a sharp shove or two. First, and 
viously, from Mr Gorbachev; his. support for reform 
ouraged the East Germans to breach the Berlin Wall 

gh in doing so they went further than Mr Gorbachev 


le as it may be, histor 











eant them to). Since then, less noticed, another history- 
maker has been at work: Mr Kohl. A. - 
.—. It isa great advantage for any politician to be consistently 
under-rated by opponents. “Bumbly” and “wobbly” are the 
sort of adjectives associated with Mr Kohl. Yet he is a Buster 
Douglas among politicians: just when you think he is out for 
the count, he turns round and delivers a knockout punch. 
. Inside Germany, he has repeatedly caught rivals off balance 
- and left them wondering what hit them. Now he is applying 
his deceptively lumbering technique to foreign policy, and is 
leaving the rest of the world feeling dizzy. | 

Mr Kohl has used the momentum of events to throw his 
considerable weight behind them, and speed them up. Back 
in November, he suddenly produced his ten-point plan for 
-unity—to the annoyance of his French, British and American 
lies, whom he had not consulted in advance. The plan for 
he first time made unity seem graspable; the question was no 
onger whether, but when and how. Mr Kohl and his foreign - 
ninister; Mr Hans-Dietrich Genscher, then made sure that 
othing got in the way: not the West, not the East, not the 
undesbank. In this their main ally has been the crisis in East 
jermany. The crisis has been real, with nearly 3,000 East 





; Helmut Kohl and Mikhail Gorbachev, in their different ways, may yet confound the world 






Exaggerated or not, the atmosphere of emergency helped 
Mr Kohl hastily to arrange last week's meeting with Mr Gor- 
bachev. He could take to Moscow the message that: (i) unity 
was now unstoppable; (ii) any Soviet attempt to stop it would 
risk souring relations with the country Russia would have to 
rely on most for economic recovery (by merest coincidence, 
on the day before Mr Kohl left for Moscow, the West Ger- 
mans announced they were sending the Russians food aid 
worth DM220m, or $130m); and (iii) unity would pose no 
threat to Soviet security, because the Germans had no inten- 
tion of extending NATO's front line eastwards. Mr Kohl came 
to Mr Gorbachev with an Anschluss he couldn't refuse. 


Two plus four equals two 

Now it may again be Mr Gorbachev's turn to tweak history. 
He has given his general blessing to German unification, but 
the essential details still have to be sorted out. He would like a 
united Germany to be, if not neutral, then at least free of 
foreign troops (which would give Russia, even though it had 
lost East Germany, the vast consolation prize of being the 
dominant military force in Europe). This week his closest Po- 
litburo ally, Mr Alexander Yakovlev, insisted that Soviet 
troops would leave eastern Germany only when NATO troops 
left western Germany. That is not the kind of deal Mr Kohl 
has been talking about. But Mr Kohl’s likely difficulties as 
unity takes shape may swing things Mr Gorbachev's way. 

Mr Kohl faces an election this year, perhaps even a pan- 
German one. He hopes to triumph as the chancellor who 
brought unity. He could suffer as the chancellor who brought 
problems. The rush to monetary union risks fuelling inflation 
(see page 81). The budget bill (West) Germans have to pay for 
unity will be steep. Besides, at least half the new (East) í 
man voters seem likely to vote Social Democratic. 

_ That could tilt the balance in an all-German election. A 
Germany-wide Social Democratic victory would almost cer- 
tainly deliver a Germany free of foreign troops to Mr Gorba- 
chev. The Social Democrats in both Germanies have just 
agreed that a united Germany should not belong to military 
alliances. And, even if Mr Kohl does overcome his difficulties 
and win his election, he may find it hard to make Germans see 
that they still need foreign armies in their country. Talk of 
"pan-European security structures" which leave Germany at 
least semi-detached from the West will be tempting. 

The power-play is far from over. In Ottawa this week 
NATO accepted the German-promoted negotiating formula of 
"two plus four"—two Germanies plus the four victorious 
powers of 1945, America, Britain, France and Russia. That 
gives the impression of broad involvement in the shaping of 
Europe's future. In fact, the only players who really count are 
the Germans and the Russians. History hangs on the next 
moves of cool Mr Gorbachev and hot-for-unity Mr Kohl. 
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Dance of the dragons 





Don't overinvest in Asian over-achievers 


NVESTMENT fashions come and go—look at South Afri- 

can shares and West German bonds— but one fashion is 
proving as durable and adaptable as the denim jean. It is the 
hunt for Asia's next rising economic star, the new dragon, 
tiger, NIC, NIE. Last year, by one count, 27 country funds were 
launched to invest in the stockmarkets of the Philippines, 
Thailand, Indonesia and Malaysia. The rush is understand- 
able. The dismissive who once scoffed at rickety bicycles made 
in Japan and Taiwan are poorer men than early punters there. 
But there is a difference between the canny early bird and the 
trendy follower who is trampled in each stampede. 

Foreign investment has come to dominate some tiny 
Asian markets. Last year four funds were set up solely to in- 
vest in the Philippines. By the end of the year they were still 
trying to find somewhere to park $175m—almost two 
months’ turnover on the Manila exchange. One Hongkong 
broker is muttering about an Indochina Fund to invest in 
Vietnam, Laos and, yes, Cambodia. They’re in Asia, and can- 
not get any poorer, can they? Perhaps not, but it is impossible 
to find liquid investments in them. 

Such shortcomings apply less to little dragons who are al- 
ready breathing fire. Thailand had the world’s best-perform- 
ing stockmarket during 1989; it rose 123% in dollar terms. In 
Thailand, Malaysia and perhaps Indonesia, serious compa- 
nies are now making serious money. According to Baring Se- 
curities, over the past three years listed companies in Thai- 
land increased their real earnings-per-share by an average of 
67% a year. Baring forecasts that next year Indonesian com- 
panies will manage a 35% increase. So it might seem churlish 
to pour cold water: Asia will continue to produce astonishing 
success stories. But there are at least three reasons to beware. 


a dragon's long apprenticeship 

First, these are immature markets. Their role-model is still 
often a casino of an unrespectable kind. It took the Thai gov- 
ernment months to decide to close Chao Thai, a local broker 


Sad and lonely 


China’s fall from first to last among communist reformers is costing it dear 


HESE are bad times for communists of puritanical per- 

suasion, and for China’s leaders bad can only get worse. 
Less than a year ago Mr Deng Xiaoping was still vying with 
Mr Mikhail Gorbachev for the title of world’s cuddliest com- 
munist. China’s friendship with America was about to be 
matched by a reconciliation with Russia that would give 
China a lot more elbow-room among the big powers. China 
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which specialised in market-rigging. At end-1989, Chao Thai 
accounted for up to one third of the Bangkok market's 2.5. 
billion baht ($100m) daily turnover; its capital was a humble 
5m baht. And it is not encouraging to see the state of E 
local Bangkok brokers’ back offices. Most cannot cope w 
the new volumes of business. | 
Second, countries like Thailand and Malaysia are prob: 
bly on the way to becoming big exporters of manufe * 
But the best companies there are fuelled by capital and knox " 
how from Japan, Taiwan and South Korea rather than being 
listed and pure Thai or Malay. Early-bird investors throug Y 
the stockmarkets could get diets of worms. ^ 
Third, some of these countries are becoming more demc 
cratic, but they are democratising into euphoria. South-E: 
Asian stump speeches often assume that NiCdom is just 
around the corner, especially in countries such as Thailand 
and Malaysia where foreign investment drives — To 
politicians, this appears an effortless path to prosperity an 
re-election. Not for them the three decades of austere an di 
often ruthless dedication to running an export-led, market- 
driven economy endured by South Korea and Taiwan. | 
None of the would-be NICs yet has the physical or hum an 
infrastructure to support its recent rapid growth, let alone it 
overvaulting ambitions. One main battle will be fought in the 
classroom. Less than one-in-three Thais go to school after the 
age of 12. The country is already facing an acute dod 
managers and engineers. So are Indonesia and Malaysia. * 
contrast, South Korea invested heavily in its workforce's edu- 
cation long before its economy took off. So did Japan. Vit h- 
out an adequate pool of skilled labour, today’s super-growe i 
in South-East Asia could turn into tomorrow's stumble 
Unskilled, cheap labour is one thing of which the world is not 
in short supply. India and China will be coming up from b e- 
hind. The ex-communist countries have more educate 
beris So choose carefully when you visit the d gon n 
schoo 


saw itself, if not as a superpower (that was ideologically di 
tasteful), then as a power of first swank. Tiananmen Squa re 
ruined all that. Now the defection to democracy of much o of 
Eastern Europe, together with the latest lurch away from one- 
party Leninism in the Soviet Union, has made it much 
for post-Deng China to rehabilitate itself. 
Even a China that had not massacred hundreds of its own. 
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i alising and pluralising its politics. The lesson 
Eastern Europe, now being learnt in the Soviet Union, 
that economic pluralism needs political pluralism to sup- 
rt it when the going gets tough. The failure of the men in 
ijing to grasp that explains why Eastern Europe, and maybe 
en Russia, may soon start to get a lot of the investment that 
ght have gone to China. | | 3 

Of course, China has not stopped beit g a big power, or 
ing treated like one. Although the new ideological rift be- 
een Russia and China is unlikely to bring the two countries 
war, as the old one did, relations with both Russia and 
ca are these days no better than correct, if that. The 
nore influential world role that China had been shaping 
f will have to wait. It will not come before Mr Deng 
meet Marx, nor before China's post-Deng leaders find 
urage of the rest of the communist world's reforming 
tions. There is, after all, little kudos to be had from 
‘egarded as leader of the world communist movement 
rour only followers are the awkward squad of Vietnam, 


North Korea and Albania. 





A J HETHER he likes it or not, George Bush will, by the 
^ Y end of 1990, find himself severely measured against his 
wn promise to be an "environmental" president. Congress's 
st green extravaganza could be a clean-air bill; its second 
ay be a farm bill dealing with pesticides. Both may be bad 
d popular. The American public is in a green mood, prod- 
ed by the oiling of Alaska, the charring of. Yellowstone, 
eenhouse doomsters, and the 20th anniversary in April of 
> first Earth Day. Green moods produced surprisingly 
een electorates in West Germany in the early 1980s and 
in last year. Now, Mr Bush is not a man to be swayed by 
ic opinion: God forbid. But he faces an Opportunity—as 
las danger—in America’s green period. 
The danger is best shown in the draconian clean-air bill 
the Senate is trying to stuff down Mr Bush’s throat. This 
-or was until the administration began to negotiate its im- 
vement under threat of veto —exactly the kind of regulate- 
lamn-the-cost measure that has proved both ineffective 
mpoverishing in the past. 
e problem is real: air quality is bad and getting worse 
ny urban-dwelling Americans. But the solution is not 
mpossibly strict limits on emissions. That would repeat 
nistake of the 1977 standard on “sulphur fumes from 
stations. It made American air worse because new 
E ed. plants became more expensive than. old. exempt 
which encouraged companies not to replace dirty 
nts. The Senate's car-exhaust standards would have the 
e effect: people would hang on to their bangers for longer, 
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Ih e way to a cleaner America need not be strewn with red tape 
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Put not your trust in armies | 

Still, it is in China proper that the consequences of the great 
leap backwards will be most felt. Nobody, certainly not Mr 
Deng and his hated henchmen, wants to return to Mao's 
brand of all-poor-together socialism. Yet neither will their 
countrymen thank them for turning China into a mausoleum 
for the Marxist and Leninist notions now being ditched with 
relief elsewhere in the communist world. Mr Deng had to rely 
on the army to uphold one-party rule. But armies, even com- 
munist ones, can change sides, as Romania's did in Decem- 
ber. China's is evidently causing some alarm, too (see page. 
21). Next time protesters take to the streets, party bosses v 
need a better argument for stopping them than the one used 
last time: that only one-party rule can guarantee stability in 
China. It cannot. Ro gb ee | 








and air quality would decline for a while. 

Yet Mr Bush had chosen to present Congress with a wa- 
tered-down version of the Senate's excesses. He wants to set 
slightly less strict standards for car exhausts, mandate the in- 
troduction of alcohol fuels in the dirtier cities and steadily 
raise the average fuel efficiency required of.car companies' 
models. In his latest Economic Report he made sensible argu- 
ments against such command-and-control techniques, and 
favour of market-based incentives. He proposed only a few 
market schemes, such as allowing power stations to trade in 
emissions permits. - | 

Market schemes can take many forms. The Conservation 
Reserve Programme introduced by Ronald Reagan, which re- 
wards farmers who restore erosion-vulnerable land to grass or 
trees, worked through the market by using subsidies. Trad- 
able allowances for power stations are a cheaper device, but 
seem usable only against heavyweight polluters: they become 
more complicated as the number of villains multiply. The best 
general market weapon is a tax. Mr Bush has tied one hand 
behind his back by ruling out new taxes, and therefore risks 


losing his green reputation falsely to save his fiscal one. 


Culprit cars 


The main environmental issue facing America is, as Mr Bush 


said last year, to “reconcile the automobile to the environ- 
ment". Car exhaust makes ozone (which damages lungs) and 
kills trees (far more than does power-station smoke). Cars de- 
mand the drilling for oil in wildernesses; they dictate a grow- 
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ing dependence on imports of oil (about half of America's oil 
now comes from abroad). Roads swallow up land and reduce 
people to traffic-jammers. Cars make much of the carbon di- 
oxide that may overheat the global greenhouse. 

Instead of deafing with each of these problems piece- 
meal—with emissions standards, fuel-efficiency averages, car- 
pooling laws, oil-drilling bans, domestic oil production subsi- 
dies (all with their own bureaucracies)—a bold president 
would attack the main problem through the market. He 
would put a ten-cent-a-gallon tax on petrol. That would raise 
$10 billion for the deficit, cut oil imports, discourage gas-guz- 
zlers, encourage car pooling. Government would not get big- 


Drexel on the rocks 


_ hile burying Drexel, choose carefully what to praise and to condemn 


SHES to ashes, junk to junk. It was with a calm, fateful 
solemnity that Drexel Burnham Lambert was buried on 
February 13th, filing for protection from its creditors under 
Chapter 11 of America’s bankruptcy law after defaulting on a 
$100m loan. This had been the shiniest of Wall Street’s stars 
in the 1980s, emerging from obscurity to rival the biggest of 
bond underwriters, the most muscular of takeover 
strongmen, the cleverest of financial wizards, the most profit- 
able of money-makers. Yet the firm’s demise brought little 
grieving and scarcely any shock. Drexel was resented as an 
upstart, but also vilified as an alleged accessory to financial 
crime. Most of all, its downfall felt as inevitable as death itself: 
a rise driven by a single idea and then taken to excess. 

It is tempting to see Drexel’s fall, coming as it does in the 
first quarter of a new decade, as a come-uppance for all that is 
now popularly considered evil about the 1980s. Greedy finan- 
ciers, working from ritzy offices in Rodeo Drive, Beverly Hills; 
junk bonds, turning solid balance sheets into funny money; 

eovers and leveraged buy-outs (LBOs), imperilling worthy 
managers and driving corporate America into debt. Surely 
America—and the world—will be better off now that all that 


craziness is over? 


In defence of junk and of takeovers 

The bursting of Drexel’s bubble, along with the collapse in 
the junk-bond market that chiefly prompted it, will be good 
for America. But it is wrong to assume that everything to do 
with Drexel—or, more importantly, with finance in the 
1980s—was evil. And it will be wronger still if that misunder- 
standing turns minds against the deeper lessons. 

Drexel and its fallen angel of Rodeo Drive, Mr Michael 
Milken, are inextricably linked to the junk bond. In that, they 
have nothing to be ashamed of. Junk is a silly name for a 
sensible sort of borrowing, namely a bond that offers a high 
interest rate in return for offering a high risk. In the late 1970s 
and 1980s this helped thousands of American companies to 
escape from the tyranny of short-term bank borrowing that 
was made costlier by the banks’ own problems, in the third 
world and elsewhere. If a borrower is willing to pay a high 
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ger, the cost would be spread to all and not just ( 
ductive industry, the air would be cleaner. Yes, it would make 
driving dearer. So, surreptitiously, would new car-emission - 
rules, oil-drilling bans and double-hulled tankers. S 

As public opinion goes green, the administration is not- 
forced to choose between trying to stem a tide and swimming 
with it by piling on to industry every imaginable cost and rule. - 
There is a third strategy: embrace ambitious green goals and. 
choose market methods to reach them. In all sorts of ways. 
American policy rigs market incentives in favour of pollut- 
ers—through water subsidies, farm subsidies and cheap lar 
sales to mineral extractors. Tip the balance back. 
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yield and a fully-informed investor is willing to accept the risk 
of a subordinate form of debt, there is no reason to object. — 
The problems—and excesses—arrived when the judg- 
ment of investors became warped. Among the biggest junk 
investors were savings and loan associations (thrifts), whose 
depositors were defended from the risks of junk by federal. 
deposit insurance and were thus willing to accept more of it, 
and at lower yields, than they otherwise would have. Mr 
Milken widened that biased pool of funds by establishing 
deals between thrifts, insurers and other clients to buy each - 
other’s own bonds, thus guaranteeing liquidity. Federal 
charges against Mr Milken allege that he added to this by 
various securities manipulations. When those charges were 
laid, when Mr Milken departed the market and when thrifts 
were barred from holding junk, so the liquidity vanished and 
the risks rose. 1 
At the same time, a natural distortion played its part. The 
only way to measure credit risk is to look at past experience, 
and the junk market is so young that most of its experience is 
of the economic boom years of the 1980s, when default rates. 
were comfortingly low. That, too, made lenders willing to 
chance more money, and at easier rates, than with 
was wise. It was the ready availability of that mone | 
through Milken artifice, partly through boomtime compla- 
cency—that allowed firms to overextend, on the assumption 
that more cash would always be available. Note that the junk 
market—and Drexel —has tumbled when the economy is still 
healthy and interest rates have been falling. It has tumbled 
because the artifice has gone and because investors are now 
recognising the true risks. ry 
Without such distortions the junk market can and should 
live on. Investors’ eyes will now be fully open, and federal 
regulators have been sensibly unwilling to add further mora 
hazard by rescuing Drexel or the junk market. At the same 
time, lenders may react so sharply against high-risk invest 
ments that debt-financed takeovers and buy-outs will come to 
a halt. Drexel’s junk market distorted the takeover business 
too, by making more money available than was really merited 
and thus driving share prices unsustainably higher. Yet to ac- 
«1 
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isis not 
the LBO: The fact that managers resent the pressures of com- 
_ petition and of takeover is reason enough to retain both. Dur- 
_ ing the 1980s, the need to slim, rationalise, unbundle or oth- 
erwise reorganise American business has done far more good 


Britain’s world view 


», 
 . CCTY 


FT HERE is fog in the Channel, and once more the conti- 
A nent is cut off. This time, however, the fog is being gener- 
ated in Downing Street and threatens to cut off not just Brit- 
ain's partners in the European Community, but the new 
governments of Eastern Europe, all of black Africa and even 
America. In short, Britain is in danger of becoming an irrele- 
vance on the world stage, largely because its foreign policy 
ates from the gut of its prime minister, Mrs Thatcher. 

— Mrs Thatcher's visceral, often populist, instincts have 
sometimes served Britain well, but instincts have one big 
drawback: those that are magnificently right for one set of 
challenges sometimes prove wrong for the next. Mrs Thatch- 
er's populism involves a definite view of Britain's—more pre- 
cisely, England’s—national interests, an impatience with 
rhetoric, a wariness of diplomatic Ways, a mistrust of bureau- 
«rats and dictators. Translated into policy, such instincts 
have ensured an agenda for Thatcherism almost as clear in 
foreign affairs as in domestic politics: stay close to Washing- 
ton, keep American forces in Europe, chastise the EC for its 
interference and loose accounting, and the Commonwealth 
for its empty posturing, and so on. The political dividend has 
been clear—defence helped her win elections at home in both 
1983 and 1987—and Britain in the 1980s enjoyed a status as 
the arch-proponent of straight-talking conservatism that was 
disproportionate to its standing as a medium-sized power. 

__ Realities have shifted since that distant decade. Yet the 

1990s that have begun so startlingly find Mrs Thatcher still 

true to the same notions, pursuing much the same agenda. At 

one level, this has meant an uncomfortable series of tactical 

fumbles. The Americans have distanced themselves from her 

call for an immediate relaxation of the sanctions on South 

Africa; West Germans bluntly declined to be lectured about 

transition periods for reunification. But being wrong-footed 

does not amount to an indictment of her stand. As often, she 

speaks for more people than care to acknowledge it, and her 

ears of a white Afrikaner backlash or an overweening Ger- 

many cannot be dismissed as fantasies, 

Ona strategic level, though, her map looks increasingly 
outdated. Mrs Thatcher seems to have overlooked three 
shanges that threaten to leave British foreign policy on the 
margin of world affairs. She was slow to see that the Bush 
administration gave strong links with a resurgent Germany a 
igher priority than any reworking of her special relationship 
with President Reagan. She seriously underestimated the 
forces drawing East and West Germany together. And she 
continues to stand aloof from the development of the Euro- 
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Mrs Thatcher’s visceral foreign policy is leaving Britain marooned 
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than evil. If ica is to regain its competitiveness in the 
1990s, there are at least three things it must not do: close its 
markets against the Japanese, protect its managers from take- 


overs, and turn against money-making. Too cheery a wake for 
Drexel risks two of these. ? 
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pean Community when the Americans, European conserva- 
tives and more Britons than she cares to admit all wish that 
she would shape it more wholeheartedly from within. 

The three miscalculations have fed upon each other. 
America refuses to give Mrs Thatcher cast-iron assurances 
about troop levels in Europe, in part because the administ 
tion has been dismayed at her misreading of changes in the 
Community and in the two Germanies, in part because it ac- 
tually wants Europe to be less dependent upon America. And 
this lack of American support for her equivocation over the 
future scope of the EC has helped make her almost a figure of 
fun in France and West Germany, where her government is 
seen to be scrambling to adapt to events set in train by others. 


The reluctant European 


Thus Britain's feeble and belated plan for European mone- 
tary union, meant as a counterblast to the ambitious propos- 
als put forward by the commission's president, Mr Jacques 
Delors, got barely five minutes' consideration from Britain's 
EC partners. Britain honours its obligations to implement EC 
directives, but the bad grace with which it approaches Com- 
munity affairs and its hostility to anything smacking of inte- 
gration deny it the influence it could have. German unifica- 
tion offers Britain a new chance to improve relations with the 
non-German members of the EC, particularly France; yet old 
suspicions of Perfidious Gaul stand in the way. And wh 
France is spurned, Germany is insulted: no wonder the West 
German chancellor, just back from Moscow and soon off to 
Washington and Paris, has no plans to visit London. 

The problem with policy based upon dominant instinct is 
that in time it withers the capacity of government and civil 
service to probe and modify those instincts. Mrs Thatcher's 
cabinet meetings do not feature free-flowing discussions of a 
fast-changing world. Her mistrust of Sir Geoffrey Howe, and 
his replacement by two foreign secretaries in a matter of 
months, have not encouraged the Foreign Office to think 
long-term. Her able personal adviser on foreign affairs, Mr 
Charles Powell, is after six years too steeped in her feelings to 
challenge them. And the one issue on which her instinct for 
pugnacity might now serve her well, Hongkong, is the one 
issue on which she bows to cringing diplomats whose main 
wish is to appease China. If Mrs Thatcher hopes her stature 
as a world leader will yet help her win Britain's next general 
election, the fog in Downing Street will have to lift pretty 
fast —and take some people with it. 
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“he unhappy alliance 


America and Japan do wonders for each other. But Americans are becom- 


ing more anti- Japanese. 


MERICA gives Japan’s goods their best 
market, its surplus cash an attractive 
haven, its businesses their most forward- 
looking research and creative thinking; and 
it provides the geopolitical anchor that Ja- 
pan has been unable to provide for itself. Ja- 
pan gives America’s consumers what they 
want (Car and Driver magazine reckons 
nine of the ten best cars sold in America are 
Japanese), its industries the managerial, 
technological and capital injections that 
they need; and it is an indispensable ally for 
* merica's Asian strategies. 

To many American journalists and poli- 
ticians, though, Japan i is now Public Enemy 
Number 1. An opinion poll last month by 
the New York Times and cas News found 
that 6796 of Americans still have "generally 
friendly" feelings towards Japan. But that 
figure had been 7496 last June (and 8796 in 
1985); and those who said they felt un- 
friendly had risen from 1996 to 2596 since 
June. Newsweek, Business Week and every 
so often the New York Times bristle with 
explanations of why America must stand 
fast against the Japanese onslaught in busi- 
ness, finance and technology. 

A whiff of McCarthyism is in the air. 
The get-tough-on-Japan brigade—the “revi- 
sionists", as they like to call themselves— 
are looking forward to the publication this 
spring of a book by Mr Pat Choate, an exec- 
utive of an American high-tech company 
called TRW. It will give a detailed account of 
who gets paid what by the Japanese for lob- 
bying on their behalf in America; grist to the 
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They are heading the wrong way—for bad reasons 


mill of the growing number of Americans 
who reckon that links with Japan call into 
question the views (perhaps even the loy- 
alty?) of anyone who has them. ' ‘In a couple 
of years, ” says one senator, “it will be as 
hard to be pro-Japanese in public as it was to 
be pro-Russian i in the early 1950s." 

That is extreme, but plenty of politi- 
cians think there is mileage to be got out of 
attacking the Japanese. Mr Richard Gep- 
hardt, for example, a Democratic congress- 
man from Missouri, sought his party's presi- 
dential candidacy in 1988—and may well 
seek it again in 1992—on a platform of eco- 
nomic nationalism. He does not attack the 
Japanese as such: indeed, he told The Econ- 
omist that the American-Japanese relation- 
ship was as intimate as a marriage. But he 
also says that America’s economic strength 
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is the main issue his party should grab ho 
of, and that ' managed" trade with Jap: 


makes sense as an “interim solution” to 
some of the trans-Pacific tensions. «2 
The Japanese are beginning to hit back. 
One celebrated sign of their irritation was a - 
book called “The Japan that Can Say No”? i 
a collection of disjointed thoughts from Ar 
Akio Morita, chairman of Sony, and Mr 
Shintaro Ishihara, a nationalist politici. in 
from Japan's ruling Liberal Democratic 
party. Mr Morita has cursed the day * put 
his name to the book. Not so Mr Ishi 
whose parts of it are the inflammatory or ones. 
He seems to delight in the furore caused " 
some of his extravagant recommendations: 
for instance, that Japan should consider se 
ing its chip technology to Russia to s a 
America who really needs whom. ‘ 
In private, Japanese politicians and bus 
nessmen are increasingly fed up with Ameri- 
can whining. Opinion polls show small k 
significant declines in Japanese optimisi 
about relations with America. But Japé * 
revisionists are far less influential th an 
America's. The new Japanese government 
will be no keener than its predecessors to be 
on bad terms with the United States. If a cri- 
sis comes, it will come from America. And it 
will be based on the American revisionists 
shut-eyed conviction that Japan does n 
change and never will. 


A different kind of place 


The revisionists start from the proposition 
that Japan's economy is basically unlil * 
those of the West. A strong bureaucracy, 
combined with a headless and mostly power- 
less political system that can do nothing b ut 
protect special interests, produces an econ- 
omy, they argue, that is ruthlessly run to i a- 
vour producers over consumers, to keep e X- 
ports higher than imports, to se re 
Japanese pre-eminence in industries that t th e 
bureaucrats have decreed "strategic". — ^— 
Would this matter if America could beat 


the Japanese with its own free-trading meth- 
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) re ts mock at such naiv 
can a muzzleloader destroy a tank? Ja 
and America are playing different games, ar- 
_ Bues Mr Clyde Prestowitz, a former trade ne- 
. gotiator, in a book called “Trading Places"; 
there is no point in discussing common 
. rules. Nor is there any point, according to 
two influential articles in the Atlantic 
onthly last year by Mr James Fallows, an 
_ American journalist who has lived in Japan, 
in trying to get the Japanese to change the 
way they run their economy and society. 
. The place is different and will remain so. 
he revisionists point to America’s cur- 
tent Acount deficit with Japan, still around 
the $45 billion a year where it stood in 1985, 
when the dollar began falling, while the defi 
cit with Europe has all but vanished. Some- 
thing must be done, they say, and their solu- 
tions bear the predictable anti-market 
‘stamp. Encourage “strategic” industries, 
says Mr Fallows, Cartelise bilateral relations 
in industries that matter for national policy 
or are keys to the future, says Mr Prestowitz, 
rather as airline traffic used to be cartelised 
by IATA. If Japan does not increase its im- 
ports of American manufactures by 10% a 
year, says Mr Rudiger Dornbusch, an econo- 
mist at the husetts Institute of Tech- 
nology, slap a tariff on Japanese goods until 
it Among what used to be called 
America’s eastern establishment, the belief 
that trade with Japan must be “managed” 
has swept the board. 
= This belief is dangerous nonsense. It 
would amount to a death sentence on GATT 
and the multilateral trading system that 
have so enriched the world since 1945. It 
would divert America from treating defects 
of its own that have led to its present eco- 
nomic troubles. And it would slow the radi- 
cal changes that are, in reality, remaking Ja- 
pan ina 
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r-market image. 

Where the deficit comes from 

Japan is indeed protectionist in some ways. 
Farm products like rice and beef are pro- 
tected are telecommunications goods, 
satellites, fibre-optic cable and construction 
services. America has every right to whack 
the Japanese over the head to remove such 
barriers—as well they might: other reasons 
the belief that Japan unfairly keeps 
out American is its biggest problem 
with American public opinion. 

but badgering Japan over specific barri- 
ers is one thing, making market-sharing 
deals is another. America’s real troubles are 
not due to Japan’s. market imperfections. 
Both the trade imbalance and America’s 
deeper worries—about its technology, fi- 
dependence, failing industrial 
Strength—spring from the difference in the 
two countries' savings and investment rates. 
Each year since 1970 Japan has saved 12- 
20% more of its GDP than America, and has 
invested 9-20% more. Over so long a s n, 
the cumulative effect on the rival levels of 
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capital stock, productivity and competitive- 
ness could not but be crushing. 

None of this became starkly visible until 
the 1980s, when America added another 
gap of its own: a shortfall of homegrown sav- 
ings. The United States consistently saved 
less than it was investing—almost entirely as 
a result of the federal budget deficit —and 
Japan consistently saved more. So long as 
that continues, America is bound to import 
more goods and capital than it exports— 
and vice versa for Japan. No matter how 
closed Japan's markets may be, prising them 
open will do little to correct America's trade 
deficit or the far more worrying deficiencies 
behind it. That depends on getting Ameri- 
can savings and investment higher, and 
more in line with each other. 


Guess what, market forces work 


The second mistake that the revisionists 
make is to believe that Japan is immune to 
market disciplines. It is indeed a peculiar 
place by western standards, with more mar- 
ket concentration and higher barriers to en- 
try. But the great shifts of the 1980s in cur- 
rency values and capital flows have been 
erasing these peculiarities. 

The biggest sign of Japanese market im- 
perfection is that things cost so much more 
there than in other advanced economies. A 
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study by MITI found that consumer goods 
cost on average 42% more in Japan than in 
America. An inefficient distribution system 
is often blamed. But distributors’ margins in 
Japan are much the same as in America. The 
trouble is that Japantse producers have 
much more power. Many—in electronics, 
for instance—run huge retail chains of their 
own. More generally, production and distri- 
bution alike are on long-term links be- 
tween the two that make it hard for new- 
comers—domestic or foreign—to break in. 

Mr Robert Lawrence, an economist at 

Washington's Brookings Institution, points 
to another oddity: the modest amount of in- 
tra-industry trade that Japan does—it ex- 
ports cars, for example, but scarcely imports 
them. His figures suggest that, in proportion 
to size, it does less than half as much such 
trade as other rich economies. In contrast, 
intra-firm trade is unusually high, account- 
ing for more than 7096 of Japan's tor! 
trade, as against 30-5096 for America ai 
Europe. Moreover, most of Japan's intra- 
firm imports come from Japanese affiliates 
overseas shipping to their parents at home; 
American and European intra-firm imports, 
in contrast, mostly come from foreign par- 
ents shipping to local affiliates. The result is 
a sort of cartelised trading system in Japan, 
in which exports seem "targeted" on high- 
value items and the main importers mostly 
bring in products that do not compete with 
their parents' operations at home. 

All this, however, describes market con- 
centration, not administrative direction — 
and market power should be subject to mar- 
ket forces. In Japan during the 1980s it strik- 
ingly was. In the first half of the 1980s Ja- 
pan's GNP grew by an average of 4.096 a 
year—and 1.6 percentage points of that 
growth were accounted for by a rise in net 
exports. Since the yen started its spectacular 
leap in 1985, Japan's GNP has grown at an 
annual average of 4.4%. All that growth ai ' 
more came from increases in domestic c 
mand: net exports fell, the rising outflow be- 
ing outweighed by an even greater rise in the 
volume of imports. 

Among the swell of imports, manufac- 
tured imports—supposedly what Japan is 
guilty of restricting the most—rose fastest of 
all. The volume of all merchandise imports 
rose by 39% between 1985 and 1988; that of 
manufactured imports by 78%. Manufac- 
tures now account for half of all Japan's im- 
ports, up from less than a quarter in 1980. 

In sum, far from being unresponsive to 
exchange-rate movements, Japan’s imports 
seem to be as responsive as those of other 
industrial countries. And its imports under 
the high yen in 1985-88 were more respon- 
sive—perhaps one-fifth more so—than any- 
one would have predicted, given the coun- 
try's past trading patterns and its growth in 
domestic demand. 

What all this suggests is that Japan's 
economy is opening up. That is borne out 
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example, offer anyone 
investing £2,000 ($5,000) or 
more a high fixed rate of 
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by signs of change in the industrial struc- 
ture. Mr Lawrence's point about Ja- 
pan's low intra-industry trade but high in- 
tra-firm trade. The proportion of American 
_ exports to Japan accounted for by Japanese 
affiliates in the United States shipping to 

their parents in Japan fell from 7096 in 1985 
to in 1986 and 4096 in 1987. This im- 
plies a spectacular decline in the hold of Ja- 

pan’s big general trading companies over 
imports, and a corresponding rise in the 
share coming to other Japanese buyers or to 
American affiliates—both of which are 
much more prone than the giant trading 
“companies to buy foreign goods. 

4 vm people say that Japan may be buy- 

ing more cheap manufactures from the rest 
of Asia and more BMWs from Europe, but is 
‘still keeping out American manufactures. In 
fact, Japan’s bilateral trade with America 
has responded vigorously to the high yen, 
like its trade with other countries. Ameri- 
ca’s deficit with Japan has declined little in 
dollar terms since 1985—but it would have 
been hard for it to do so. In 1985, America 
imported three times as much from Japan as 
it exported there. So, in dollar value, ex- 
ports had to rise three times as fast as im- 
ports merely to prevent the bilateral trade 
deficit getting worse. 
. That is roughly what happened. Ameri- 
1 exports of all kinds to Japan were $22.6 
billion in 1985; $37.7 billion in 1988; and 
close to $45 billion in 1989, a 100% dollar 
increase in four years. Manufactured ex- 
ports rose faster still—over 12096 by 1988— 
keeping pace pretty closely with those of the 
rest of the world. Overall, America's bilat- 
eral trade deficit, which—predictably—at 
first grew worse as the yen rose (by $10 bil- 
lion to a peak of $56 billion in 1987) is 
now—predictably—falling again, probably 
below $50 billion last vear. Market signals 
work in Japan like anywhere else. 


So let the market do its job 

America's revisionists want to stop those 
signals from being sent. This would throw 
away the most efficient device in existence 
for opening Japan to imports, remedying its 
market imperfections and remaking its soci- 
j- The revisionists prefer a system that 
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would restore the dwindling power of bu- 
reaucrats, promote the recartelisation of 
Japanese industry and give renewed strength 
to the conservative and inward-looking 
forces in Japanese society. That would be 
bad for Japan—and worse for America, 
whose last instinct should be to shelter Japa- 
nese companies from competition. 

That is exactly what every previous mar- 
ket-rigging experiment has done. The early- 
1980s agreement restricting Japanese car ex- 
ports to America raised the profits of 
Japanese car makers. The semiconductor 
agreement of 1986 went a step further: it not 
only raised the profits of Japanese chip pro- 
ducers, but saved them from the conse- 
quences of their over-investment in capacity 
in earlier years. Mr Akio Mikuni, who runs 
a credit-rating service in Tokyo, says that, 
while Japanese companies have recently 
made huge capital investments, their operat- 
ing profits have actually been falling over 
the past decade. That huge capacity could 
hurt them badly in a slowdown—unless 
America helpfully raises prices for them. 

In any event, American companies are 
far more competitive than American pessi- 
mists give them credit for. Japanese compa- 
nies can raise capital more cheaply. They 

also have stronger balance sheets to support 
borrowings. But these rest on the exagger- 
ated prices of their holdings both of 
land and shares. America is perfectly 
able to compete; it would be foolish of 
politicians not to let it. 


Common-sense hinterland 

Politicians will have plenty of chances 
to be foolish this year. The latest bi- 
lateral trade talks (the hideously 
named “structural impediments ini- 
tiative") reach an interim deadline in 
March and a final one in July. Unless 
there is “concrete progress"— which 
almost certainly there won't be, since 
the talks deal with deep-seated factors 
on both sides—the Bush administra- 
tion is bound by law to retaliate some- 
how. Add to that an American bud- 
get deficit stalled at $100 billion-150 
billion, a possible recession, and con- 
gressional elections in November. 
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Thoughtful Japanese have already resigned 
themselves to a protectionist slap from 
America this year, and are wondering only 
how restrained their government's response 
will be. 


That may be too pessimistic a view. The 
volume of hot air in Washington tends to 
overstate the real power of the people gener- 
ating it. Revisionists are rife on Capitol Hill, 
but the administration's Japan policy is 
largely decided by free-traders: Mr Richard 
Darman, the budget director, Mr Michael 
Boskin, chairman of the Council of Eco- 
nomic Advisers, and Mr Roger Porter, who 
heads the White House’s domestic council. 
They work under a president who is com- 
mitted to the idea of free trade more solidly 
and effectively than Ronald Reagan was. 

The deeper reason for optimism is that 
the economies of America and Japan have 
by now become so intertwined that neither 
country can lightly contemplate a ruptv-- 
For all the fury in the American press o 
the Japanese goods, money and companies 
pouring in, the people who actually encoun- 
ter them are glad that they are doing so. De- 
spite their recent doubts, ordinary Ameri- 
cans and Japanese still think highly of each 
other, and more than 40 American states 
have offices in Tokyo to attract Japanese in- 
vestment. 

This is why the view from America's 
hinterland is so different. Talk to a liberal 
Democrat outside Washington, like Mr Leo 
McCarthy, California's lieutenant gover- 
nor. He wants tough action against Japan to 
lower its trade barriers, which Californian 
businessmen see as much higher than those 
elsewhere in Asia. But he also says that the 
acquisition of a quarter of California's 
banking assets by the Japanese is “not an is- 
sue" in the state; that the Japanese are ad- 
mired for their hard work, sense of respon- 

sibility and sustained discipline; and that 
America needs close economic ties with ` 
pan. It is still hard to believe that ordin 
Americans would really back a trade war. 
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Surrender 


FROM OUR HONGKONG CORRESPONDENT 


MAGINE a government whose leader has 

dictatorial powers and has never faced a 
popular election; whose legislature has only 
a third of its seats filled through direct elec- 
tion; and in which unelected members of 
the legislature have the power to veto any 
bills that the government itself has not pro- 

sed. Is this the “firmly based, democratic 

ninistration” which Britain, in Decem- 
ber 1984, promised would be Hongkong’s 
by 1997, when Her Majesty's colony reverts 
to China? 

Obviously not. But—barring a miracu- 
lous turn of events in Beijing before Satur- 
day, February 1 7th—it is the one Hongkong 
is going to get from the Chinese committee 
that has been putting the finishing touches 
this week to the territory's post-1997 con- 
stitution (or "Basic Law"). This undemo- 
cratic administration is also the one—bar- 
ring another miracle, a sudden stiffening of 
spines in London—that the British govern- 
ment is going to accept on Hongkong's be- 
half. It will do so despite repeated assur- 
ances, not least from the foreign secretary, 
Mr Douglas Hurd, on his visit to the colony 
last month, that Britain remains committed 
to democracy in Hongkong. How can the 
British justify acquiescing in a Chinese 
scheme that falls insultingly short of the de- 

nds of Hongkong's present legislators? 

One answer, which the British govern- 
ment will do its best to dress up in the com- 
ing days, is that the scheme is better than it 
might have been. A month ago China was 
insisting that in 1997 only 18 seats—or 
30%—of the 60-seat islative Council 
(Legco) should be filled by direct election. 
This proportion would then rise to 4096 in 
the Legco of 1999 and 5096 in 2003. The 
difference now is that in 1997 the seats cho- 
sen through universal suffrage will be not 
18—but 20. China has made other “conces- 
sions": 2096, rather than 1596, of Legco 
members will be allowed to hold foreign 
passports (meaning, in practice, British 
ones); and an electoral college will be set up 
in 1995, when Britain is still in charge, to 
choose the ten members who are to be nei- 
ther directly elected nor representatives of 
"functional constituencies" such as lawyers 
or businessmen. 

Big deal. The non-government members 


of the present Legco last October unani- 
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mously demanded a progressive rise in the 
number of directly elected seats from 20 out 
of 60 in 1991 to 30 out of 60 in 1995 (or ten 
more, half as much again, as China is now 
prepared to grant); to 60 out of 90 in 1999; 
to 90 out of 90 in 2003. Last summer the 
foreign affairs committee of Britain’s House 
of Commons had gone even further. It rec- 
ommended that half of Legco be directly 
elected in 1991 and all of it in 1995. 

But those pleas came when memories 
were fresh of China's massacre of the dem- 
onstrators in Tiananmen Square. As memo- 
ries fade, Britain can reassert the basic in- 
stinct of its Foreign Office: there must be a 
"convergence" between Britain's plans for 
Hongkong up to 1997 and China's plans for 
Hongkong after 1997. The British view has 
always been that Hongkong would be better 
off if there were no confrontation between 
Britain and China in the remaining years of 
Britain's stewardship of the colony. As Sin- 
gapore's prime minister, Mr Lee Kuan Yew, 
puts it, “You can't fight China; it's too big.” 

Perhaps. But behind that soothing word 
"convergence" lies an uncomfortable real- 
ity: Britain is handing Hongkong over to a 
communist regime that is dictating the 
terms of the transfer. The point of a large 
number of directly elected seats in the legis- 
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Every protest helps 
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lature was always to make it hard for China 
to work its will in Hongkong in the way un- 
democratic regimes usually do. It is becom- 
ing clearer, not least in the Basic Law, just 
how China intends to manipulate the place. 
The details were not settled by Thurs- — 
day evening, but the Basic Law will prett E 
certainly contain provisions that make 
Legco in effect a bicameral parliament. The - 
20 directly elected members will be lumped - 
together with ten members picked by a 
"grand electoral college". The other half of j| 
Legco, the 30 members chosen by "func- | 
tional groups" like businessmen, will make — 
up a second "chamber". Any bill not intro 
duced by the government will have to win - 
the approval of both "chambers" to become - 
law. China will thus be in a position not 
only to sway the ten members chosen by the 
electoral college, but also to do plenty of - 
backroom politicking among the functional - 
members to make sure that any legislation it | 
does not want is blocked. 7] 
Backroom politicking is what China — 
likes best. During this week's Basic Law de- 
bates, China flew Mr Lo Tak-shing, a Hong- — 
kong lawyer who is the author of the bicam- 
eral idea, to Beijing for talks. Among other - 
things, he was given dinner by the prime | 
minister, Mr Li Peng. Mr Lo is both bright 
and blunt-spoken. He says that all the fuss - 
over democracy is foolish. China will do 
what it wants with Hongkong; the territory - 
has to make its peace with China in private - 
if it is to survive. 
Deals at the top, a finger to the wind: - 
some think Hongkong can live that way. Or- 
dinary Hongkongers are not among them, 
‘5 
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, and the place will decline. Mr Martin 
e, a lawyer who is a member of Legco and 
as on the Basic Law drafting committee un- 
-China kicked him off, said on February 


ose” toa “shameful act of surrender”. Mrs 
Xatcher's reputation over Hongkong, and 
ongkong itself, may yet be rescued by an 
stern Europe-like revolution in C hina be- 
in now and 1997. But that will be luck. 
meful her policy has been, and surren- 
it is. Pot 
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9 by (and in Japan they usually aren t), 
lection on February 18th will give the 
g Liberal Democratic party 265-270 of 
512 seats in parliament. Whether the 
iberal Democrats do or do not get their 
aajority, however, the party likely to be 
ppiest after the votes are counted is not 


Ment party. The reason is that Komeito, 


Democrats need a coalition partner to gov- 
ern; and certainly in the upper house, where 
the ruling party lost its majority last July. 
_ -For the past year Komeito has been in a 
loose alliance with Japan's other three non- 
communist opposition parties—the Social- 
(the biggest opposition group), the Dem- 
atic Socialists and the near-defunct 
cial Democrats. The arrangement 
loose because Komeito and 
mocratic Socialists profoundly 




















his call goes down well with 
ito's followers in the working- 
neighbourhoods surrounding 
Osaka and Fukuoka. The `. 
was created in the early 1960sto 
political voice to Soka Gakkai, - 
hist organisation. At the- 
religious group was building 
ence among the unskilled mi- 
who had flocked from the 
to the fringes of the big cities to 
tter lives as cab drivers, wait- 

ses and bar hostesses. Today Soka 
kkai boasts a membership of some 

y families, all of whom vote faith- 








that China had led Britain “by the 


THE latest opinion polls are anything to 


| Phnom Penh, and things look rather dif- 
| 

heirs but little Komeito, the Clean Govern- - 
| 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


f 
| 667 T IS crucial for small countries like 
E Singapore to have it clearly estab- 
lished that national boundaries cannot 
| be marched across at will and with impu- 
| nity.” Thus Mr Lee Kuan Yew, Singa- 
| pore’s firm-handed prime minister, elo- 
| quently explaining why his country has 
| been so’staunch in condemning Viet- 
| nam's invasion of Cambodia 11 years . 
ago. So, even though Vietnam seemed 
by last November to have withdrawn its - 
| soldiers from Cambodia, Singapore did 
again what it had done the previous 11 - 
Novembers: orchestrated the successful 
campaign at the United Nations to cen- 
sure Vietnam and keep Cambodia's UN 
| seat in the hands of those fighting the 
Cambodian government. | 
_ Move from the banks of New York's 
East River to the Cambodian capital, 


. ferent. There the finishing touches are 
| being put to the Cambodiana hotel, on 
which work started niore than 20 years 

| ago. When it opens later this year, the 
. 366-room Cambodiana, complete with 
| swimming pool and a satellite ground sta- 
tion, will be Cambodia's only luxury ho- 

| tel. Many of the 45 people overseeing the 
| work freely admit to being Singaporean. 
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fully for Komeito candidates. | 

, Komeito has been legally severed from 
Soka Gakkai since a scandal in 1970, when 
the Buddhist group tried to strong-arm a 
publisher into suppressing a book that de- 


nounced its activities. The party has re- 


placed its religious fervour with a mild re- | 
formist belief in social welfare and 
parliamentary democracy. Even so, Soka 
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-goods.via Singapore and are made to pay..." 
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‘And most of the $20m cost is being.met 
by ‘two investors from Singapore, Mr 
Lim Ban Toon ànd Mr Stephen Lek. 
Their company is called, appropriately, 
Aggressive Hotel Management. PH 
The Cambodiana is only the most 
conspicuous of the many economic links 
between Mr Hun Seh's Cambodia and 
Singapore. According to Mr Uy Sam- 
both, deputy head .of Cambodia’s. de- 
partment of foreign trade, one of the big- 
gest Singaporean traders with Cambodia 
is-a company called Thaipore Enter- 
prises. It has done well with the uninten- 
tional help of aid agencies working in 
Cambodia. They bring in most of their 


















































for the ships’ return voyages. Using this 
free ride, Thaipore is able to pay $30-40 
more a tonne for cargoes of Cambodian 
timber, rubber and other goods than its 
(mainly Indian) competitors can afford. 
.. Cambodia has no cause for com- 


plaint, but Singapore is feeling red-faced. 


| 
It forbids Singaporeans to travel to Cam- 
bodia and, by extension, to trade with it. | 
A Singapore official says efforts are being | 
made “to trace” anybody who is evading | 


these restrictions. It is not that hard; go 


to the Cambodiana and have a look. 
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`. Gakkai's spiritual head, Mr Daisaku Ikeda, 


still calls many of the shots in the party. Mr 
Toshio Ohashi, a Komeito member. of par- 
liament who had won his seat in Fukuoka 
eight times, was summarily dismissed from 


‘the party last year for daring to criticise him. 


.. The "Clean Government" party has 


proved itself every bit as unclean as the 1 
eral Democrats. Last year several Komeuc 


men were caught with their fingers in 
the Recruit pie. Around the same 
time the party's then chairman, Mr 
Junya Yano, was made to resign over 
. a separate scandal involving tax eva- 
. sion. In an effort to rub away some of 
_ the tarnish, the party has pensioned 
off 17 old or disgraced parliamentary 
. incumbents, nearly a third of the to- 
. . tal. It has also tried to distance itself 
further from Soka Gakkai. But to do 
so it must find another patron., 
Enter the Liberal Democrats, 
with their bottomless pockets. Ever 
since July, when the Socialists won a 
landslide victory in the upper-house 
election, Liberal. Democratic bosses 
have known that they would have to 
make a deal with Komeito sooner or 
later. Mr Noboru Takeshita, the Re- 
cruit-felled. former prime- minister 
<- who is still the ruling par 10st 


































here is one type of cash investment available which no 
serious investor should ignore ~ the Managed 
Currency Fund. | Poe i | 
Guinness Flight pioneered this type of fund in 1980. The 
Fund invests in a carefully selected ‘basket’ of the world's 
major currencies which changes over time to reflect the Man- 
agers' views about the prospects for individual currencies. 
As these move up and down against each other, profit 
opportunities arise. And — unlike equities ~ currencies can t 
all go down together; as one falls, another must rise. . 
“In addition to the opportunities from currency movements, 
"your money earns wholesale money market rates of 
interest on deposit in the various currencies. — 
< -Good interest rates and opportunities for profit. 







This table shows the average annualised compound 

growth* achieved by shares in the Fund, measured in three 

- of the world’s major currencies. In all cases, these are sub- 

stantially greater than the returns which could have been 

. achieved on short-term deposits in any single currency over 
the same period. i : 
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*Average annualised compound growth of accumulation 
shares since launch, 23.5.80 to 31.1.90. Increase in share 
price, same period: 240% in US$, 371% in £, 220% in DM. 
Over last 5 years, 1.2.85 to 31.1.90: 143% in US$, 62% in £, 
295 in DM. All statistics on an offer to offer price basis. 
Source: Managers’ published daily prices: 























To find out more about how an investment in our Managed 
` Currency Fund could give your portfolio an added dimen- ' 
sion, complete the coupon below. | a 
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= withal aspects of Guinness Flight Funds, please enter your telephone number below. 
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The reorganised Siemens made a good start in the first 
quarter of the current financial year (1st October to 31st 
December 1989). New orders and sales again topped those 


Siemens, comprising Siemens AG and its consolidated 
companies in Federal Germany and other countries, saw new 
orders increase by 1096 to £ 6,437m (in the financial year 
1988/88 it was £ 5,868m). Fifty-eight percent (1988/89: 56 96) of 
this tota! was accounted for by international business, which 
rose 13% to £3,711m (1988/89: £3,275m). A quarter of this 
growth was due to the initial consolidation of newly acquired 
companies, e.g. Rolm Systems (U. S. A.) and IN2 S.A. (France). 
Growth was weaker in the German home market, rising 


Sales increased 20% to £ 5,427m (1988/89: € 4,513m). German 
domestic sales in particular expanded, increasing 2996 to 

£ 2,567m (1988/89: £1,983m). This reflects the surge in orders 
received in the past year as well as the completion of major 
projects. In contrast, international sales progressed at an even 
rate, increasing 1396 to £ 2,860m (1988/89: £2,530m). 
Approximately one-third of this growth is attributable to the 
inclusion of sales of acquired companies. 


Siemens’ worldwide workforce rose 2% to 373,000. Although 
the number of people employed in the Company's German 
operations remained practically unchanged, its international 
workforce increased by 5% to 145,000, largely as a result 

of new acquisitions. Employment costs rose to £2,371m 
(1988/89: £2.191m). 


Capital expenditure and investment increased to £745m 
(1988/89: £ 272m). Approximately £ 300m (1988/89: £ 230m) 
of this amount was capital expenditure on fixed assets. The 
largest proportion of its investment was used to pay for the 
outstanding amounts involved in the purchase of The Plessey 
Company plc, Ilford, which Siemens jointly acquired with 
Britain's GEC. 
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of the preceding year’s first quarter, which in some sectors 
were very high indeed. Capital expenditure and investment 
increased vigorously. Operating results rose 21%. 


596 to £ 2,726m. This slowdown was mainly attributable to a 
large inflow of orders during the same period of the previous 


year. 
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In line with sales growth, net income after taxes rose 21 %p 
during the first quarter to £134m (1988/89: £111m). 
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Confidence for the 90’s! 


The 80's was a successful decade for Siemens: Worldwide sales 
doubled and earnings improved substantially. In the past ten years the 
Company invested more than DM43 billion in Germany and abroad 

and spent over DM46 billion on research and development. The work- 
force grew by more than 40,000. In the U. S., Siemens has built up an 
organisation of more than 30,000 employees and a business volume of 
DM7 billion. As a result of the mega-chip project, Siemens has become a 
world leader in microelectronics. With automotive systems, the Company 
entered a new field in which it is now active on a global scale. 

These developments and the acquisitions and new alliances made in 
recent years, as well as a restructured organisation completed in 1989, 
will provide a sound basis for continued success in the 90's. 


Siemens AG 


In Great Britain: Siemens plc. 
Siemens House, Windmill Road, Sunbury-on-Thames, 
Middlesex, TW16 7HS 
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powerful figure, has been openly saying for 
months that the Liberal Democrats must en- 
ter into a “partial coalition” with the main- 
stream opposition parties. Mr Takeshita 
and his mentor, Mg Shin Kanemaru, are 
convinced that the government can no 
longer tolerate a political stalemate at home 
while a trade war threatens with America 
and the geopolitical balance in the Pacific 
begins shifting in response to the upheavals 
in Russia. 

Because the opposition controls the up- 
per house, the Liberal Democrats will be 
forced to deal even if they win an outright 
victory in the lower-house election this Sun- 
day. The lower house has the final say in 
weighty matters like the budget, treaties and 
choosing the prime minister; all other legis- 
lation needs the approval of the upper 
chamber as well, unless a two-thirds major- 
ity can be mustered in the lower house to 

sr-ride it (which never happens). Hence 
. ! attraction of a coalition with Komeito. 
Its 21 members in the upper house would 
give the Liberal Democrats control of 130 of 
the 252 seats there—and thus let them re- 
sume running the country as they see fit. 

Komeito, though, will not sell itself 
cheap. It has fought the present campaign 
on a stern anti-government platform. Ko- 
meito's chairman, Mr Koshiro Ishida, has 
even been telling voters that “it is 100% im- 
possible for us to join hands with the LDP 
after the election." Nobody believes that— 
provided Komeito gets what it wants: at 
least three cabinet seats and under-the-table 
campaign money if the Liberal Democrats 
call another election this summer. 

The money is no problem, and giving up 
some cabinet seats might suit the Liberal 
Democratic elders down to the ground. To 
make room for Komeito, the present prime 
minister, Mr Toshiki Kaifu, would probably 
have to be packed off to the backbenches 

ence he was plucked by the party barons 
sa months ago. Conveniently, one of the 


barons would then take his place. 





China's army 


otrife-torn 


VER since it obeyed party orders last 

June to open fire on demonstrators in 
Beijing s Tiananmen Square, the People's 
Liberation Army has been brooding on its 
sullied reputation. The “June events", as the 
massacre of hundreds of unarmed civilians 
is called, sorely tested the loyalty of China's 
army. Now the party bosses are nervous 
again. They know what happened last De- 
cember in Romania, where the army's deci- 
sion to change sides brought a sudden end 
to the Ceausescu regime. China's soldiers 
surely wouldn't do the same. Would they? 

"Determining whose hands will hold 
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power over the army will be the focus of our 
longterm struggle with the supporters of 
bourgeois liberalism," thundered the army's 
paper, the Liberation Army Daily, on Feb- 
ruary 13th. It is not that some of China's 
generals are suspected of plotting a coup. 
But things are still jumpy. The government 
admits that "counter-revolutionary sabo- 
tage" (meaning almost any act directed 
against the hardline party leadership) is still 
going on. There is also a worry that unrest in 
the Muslim republics of the Soviet Union 
could spill over into the border regions 
where China's own national minorities live. 
The party may again have to call on the 
army to do its dirty work. All the more rea- 
son, then, to maintain party vigilance over 
the men in uniform. 

That vigilance is part of the problem. 
During the cultural revolution, soldiering 
was neglected by the army in favour of run- 
ning large chunks of the economy or else 
studying Mao Zedong’s thoughts. It took a 
lot of hard work to rebuild the army as a 
professional force. Since June the army has 
again been under pressure to concentrate 
more on politics than on its job. Much to 
the annoyance of some army commanders, 
political commissars have recaptured some 
of their former authority. 

The army has gained something from its 
support of Mr Deng Xiaoping. After years of 
seeing its budget shrink in real terms, the 
defence ministry this year was one of the few 
spending ministries to escape new cuts. All 
the same, keeping faith with Mr Deng has 
taken its toll. According to some reports, 
more than 3,500 officers are under investi- 
gation for involvement in last year's democ- 
racy movement or for disobeying orders. 
The most senior officer said to have been 
court-martialled is the commander of the 
38th group army. The rumour last June was 
that his army had refused to open fire on 
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civilians. 

Other casualties may follow. Last June 
there were rumours that the defence minis- 
ter, General Qin Jiwei, had opposed using 
the army to quell the student protests. Ru- 
mours persist of a rift between him and Pres- 
ident Yang Shangkun, who masterminded 
the army's actions last year. This week the 
two most senior commanders and two most 
senior political commissars of the People's 
Armed Police were dismissed. Although it is 
not part of the army, this force is under the - 
defence ministry's authority. General Qin - 
may soon suffer the same fate as his officers. 
The battle for China's army is not over yet. 





China's economy 
Much pain, 
little gain 


FROM OUR CHINA CORRESPONDENT 


RLI PENG, China's prime minister, is 

in need of inspiration. How can he 

face the National People's Congress at the 

end of March and deliver a report on the 

state of the nation that is accurate but also 

encouraging? He cannot. China's condition 
can be summed up in one word: bad. 

Just how bad is partly revealed in the lat- 
est official figures. Industrial output last 
month was $27.1 billion, a fall of 6.196 from 
January 1989. It was only the second slump 
since Mr Deng Xiaoping opened up the 
economy 11 years ago (the first came last Oc- 
tober). After years of growing too fast, Chi- 
na's economy is sinking into a recession. 
Only four out of 30 provinces managed to 
raise industrial output last month; state en- 
terprises, which account for 7096 of indus- 
trial output, produced 6.596 less this January 
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Towards government bondage 





than last, despite their uninterrupted diet of 
government loans and subsidies. 

Mr Li can hardly be surprised. Reces- 
sion is the result of an austerity programme 
begun in September 1988 after Mr Li and 
his fellow-conservatives persuaded Mr Deng 
that a squeeze on credit and consumption 
was the only way to rid China of its highest 
inflation since before the revolution. The 
policy has worked to bring inflation down 
from an annual rate of 25.5% early last year 
to around 796 now. But the price has been 
paid in factory closures, private-sector bank- 
ruptcies and 5.5m jobless workers, 496 of the 
urban workforce. Mr Li is clearly working 
on the premise, “no pain, no gain”. 

But the pain is much worse than those 
figures imply. In any Chinese city, especially 
coastal ones like Canton, millions of va- 
grants are hunting for jobs that do not exist. 
One estimate puts this "floating popula- 
tion" at 50m; China's official news agency 
recently reported that 10m job-hunting 
peasants had been sent from the cities back 
to the countryside. What will they find 
there? The Workers' Daily says that, of Chi- 
na's 300m rural labourers, only 180m are 
really needed. The paper also gives warning 
that China “is haunted by increasing unem- 
ployment as the demand for labour has been 
kept low by the present economic retrench- 
ment, while the labour supply is surging 
ahead." Those still at work in the factories 
no longer get bonuses and must give up part 
of their pay to buy government bonds. 

The consequence is a chain of economic 
woe that runs from lower imports (down 
12.6% last month) to unsellable stocks, and 
on from there to lower production: the out- 
put of consumer goods like refrigerators, 
washing machines, colour televisions, bicy- 
cles and cars was as much as 58% lower in 
January than a year earlier. The chain gets 
heavier because China is approaching the 
peak repayment period for its $44 billion 
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foreign debt; and it is doing so at a time 
when foreign creditors are still reluctant to 
lend because of Tiananmen Square. 

The austerity could be of some use if it 
led to the bankruptcy of the inefficient. But 
it is the gigantic state factories that are being 
preserved at the expense of private-sector 
fledglings. The only sign of hope is that Chi- 
na’s present masters seem to have no inten- 
tion of throttling the “special economic 





zones '—indeed, Mr Li and several of his Po- 
litburo colleagues have recently been paying 
interested visits to them. These four coastal 
areas (a fifth is being set up) give preferential 
tax treatment to foreign investors and are 
given more open access than the rest of 
China to the outside world. Their exporting 
potential is China's best hope for an eco- 
nomic cure. Perhaps Mr Li has found his in- 
spiration after all. 
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Pakistan 


The desert and the deep blue sea 


FROM A SPECIAL CORRESPONDENT IN KARACHI 


I. IS not something every young mother 
has to cope with. Back at her desk after 
the birth of her second child, Miss Benazir 
Bhutto, Pakistan's prime minister, is facing, 
among other matters, an explosion of politi- 
cal violence in her country's biggest and 
most uncontrollable city. 

Karachi probably has 10m people, 
though the government prefers to say it has 
only 8m. Steamily wedged between the Ara- 
bian Sea and a virtual desert, it can still be 
pleasant enough when the sea breezes are 
blowing gently through the palms. If you 
have water in the tap, that is, and if you 
don't live in a slum, and if you don't have to 
cope with the appalling traffic, and if you do 
have a job. 

Most Karachiites fail on at least one of 
these counts; add to that the frequent cur- 
fews to control ethnic and political violence, 
and it is easy to see why tempers fray. Last 
week they frayed seriously. In four days 70 
people were killed by policemen firing at 
anti-government protesters, or by masked 
snipers in cars or on motorbikes who'aimed 
indiscriminately at civilians. The snipers, it 
seems, were just out to make things worse. 


On the front line in Karachi 


Karachi's basic trouble is ethnic. After 
the partition of the subcontinent in 1947, 
many Muslim refugees from India settled in 
Karachi, then the capital of Pakistan. Ka 
chi today is largely a city of Urdu-speaki _ 
Mohajirs (refugees and their descendants) 
mixed in with fortune-seeking Pathans, Pun- 
jabis and Baluchis from elsewhere in Paki- 
stan. The indigenous people of Sind are not 
pleased that the state capital has been taken 
over by outsiders who don’t even speak 
Sindhi. 

The Mohajirs, for their part, say they do 
not get a fair share of government jobs and 
university places. The frustration of their 
young people has produced the Mohajir Na- 
tional Movement, a tough, disciplined party 
that came in first in Karachi in Pakistan's 
1988 election. In October the movement 
ended its alliance with Miss Bhutto's party. 
Karachi, with all its potential for anti-gov- 
ernment unrest, has thus fallen into the op- 
position's hands—a double blow to Miss 
Bhutto, since it is the capital of her home 
province and her power base. 

A vast opposition rally in the city in late 
January led to an anti-government strike 
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Where in Britain can you 
open a complete bank account - 
with high interest 

— paid gross? 


















Aa Douglas, Isle of Man. | 
\ Bank of Scotland (Isle of Man) Ltd pays 
! high rates of interest and doesn't deduct 
, a penny in Income Tax. 
The Isle of Man has its own tax 
— | system which enables expatriates to 


: | enjoy London Money Market rates without the tax 
— | imposition of the mainland. 
tiui 


At the same time you have the strength and 
aa ! acceptability that comes when dealing with a 
anes = 4 subsidiary of a major UK bank. 

as For an application form, return the coupon to Bank of Scotland 

(Isle of Man) Ltd, Bank of Scotland House, PO Box 19, Douglas, Isle of Man. 
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High interest current account for 
i expatriates. 


APPLIED RATE Please send me c Manx Money Market 


Interest rates may vary Cheque Account Application Form 
correct at tne of gong w 
press Subject to mirmmum 


bolance being retained 





@ £1000 minimum opening deposit - no maximum balance. 
@ Standing orders and direct debits £1 per item. 

6 Statements quarterly (Free of charge). 

@ Interest calculated daily, paid monthly. 

@ Call (0624) 23074 for current interest rates. 


Country 
Bank of Scotland (Isle of Man) Ltd was incorporated and is situated in 


the Isle of Man. The paid up capital and reserves of Bank of Scotland Bank of Scotland (Isle of Man) Ltd. A 
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February 7th. This, plus shoot-outs between 
Mohajirs and government supporters and 
several kidnappings, set off the four days of 
protest and killing. Another day of dem- 
Onstrations was due on February 16th, 
against what the government had done the 
previous week. 

It may not be coincidental that Karachi 
has exploded again just when Pakistan is un- 
der pressure from India over Kashmir. 
Whipping up unrest to shake a govern- 
ment—or to provide an excuse for imposing 
martial law—is a familiar tactic in Pakistan’s 
thick-skinned politics. Miss Bhutto’s father, 
Zulfikar Ali Bhutto, was overthrown by 
General Zia ul Hag in 1977 after street agita- 
tion by the opposition parties. 

Miss Bhutto’s party certainly thinks the 
current fuss in Karachi is a plot to damage 
the government during its row with India 
over Kashmir. Some people even suspect 
that India is giving a helping hand to the 
Mohajirs and Sindhi separatists in Karachi, 
in reply to what India claims is Pakistani 
help for Kashmiris fighting Indian rule. No 
evidence has been produced. 





South Korea 


Roh problem 


FROM OUR EAST ASIA CORRESPONDENT 


wr is left of the opposition calls it 
“undemocratic, unKorean and un- 
ethical". President Roh Tae Woo is unper- 
turbed. In less than a month he has shifted 
the balance of power in South Korea sharply 
in his own favour by getting two opposition 
parties to merge with his own. Since the an- 
nouncement of the plan on January 22nd 
the three parties have managed to amalgam- 
ate their $300m of assets, to agree on the 
new partys name and—last weekend—to 
hold a quiet celebration. 

This week the leaders of the new Demo- 
cratic Liberal party—named with a respect- 
ful bow in the direction of Japan's ruling 
Liberal Democrats—were handing out the 
top party jobs. Most of the plums will go to 
members of Mr Roh's circle. His two former 
opponents who have joined him, Mr Kim 
Young Sam and Mr Kim Jong Pil, will have 
to make do with the chance to become the 
next president, or the one after that. Here is 
another echo of Japan, whose ruling party 
tends to rotate the top job among the lead- 
ers of its various factions. 

But squeezing three parties into one 
means that some people will lose ground. A 
few of Mr Roh's previous supporters have 
refused to join the new party; so have some 
of Mr Kim Young Sam's people, horrified at 
the idea of joining the government. 

Where to go? Mr Kim Dae Jung would 
love to have them in his Party for Peace and 
Democracy, now the only big opposition 
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Roh and his new dancing partners 


group left in parliament. He has welcomed 
back one old pal who defected to another 
opposition party in 1987. To show that he 
hopes to build a truly national party, Mr 
Kim made a speech on February 4th at a 
rally near Masan, which is outside his 
stronghold in the Cholla region. He has said 
he is willing to consider changes that will 
loosen his autocratic hold on the party. 

Mr Lee Ki Taek, for one, is not prepared 
to be wooed by Mr Kim, although he has 
also chosen not to join Mr Roh. A former 
member of one of the now merged opposi- 
tion groups, he has founded a party of his 
own. It is openly supported by seven mem- 
bers of parliament and, he claims, has the 
tacit backing of others. If Mr Lee succeeds in 
his aim of creating a big party, the Opposi- 
tion will once again be split. 

This is more good news for Mr Roh, 
who is doing his best to win public support 





f A picture of fear 


FER said Aeschylus, is stronger 
than arms. North Korea's leader, Mr 
Kim Il Sung, would agree. South Korea, 
though more populous and far richer 
than the North, seems terrified of Mr 
Kim. What it fears is not just his large (if 
ill-equipped) army; nor the terrorist at- 
tacks North Korea has committed, in- 
cluding the blowing up of a South Ko- 
rean airliner in 1987. Rather, it is the 
suspicion that Mr Kim is not quite 
rational. 

The South’s fears have understand- 
ably deepened with the news that the 
North may be making an atom bomb. A 
photograph taken by a French satellite 
shows a nuclear plant of some kind 50 
miles north of the capital, Pyongyang, At 
least that is the interpretation offered by 
the Japanese scientists who publicly dis- 
closed the evidence last week. The pic- 
ture, taken from 500 miles up, is not irre- 
futable evidence that Mr Kim is up to 
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by hinting that his new party will be more 
reformist than the old one was. He seems to 
have in mind an amnesty for some political 
prisoners, a change in the severe National 
Security Law, and the possible scrapping 
a charge under that law against Mr Kim [ 
Jung. A poll says that 4996 of Koreans think 
the merger of the parties is a good thing. 
Mr Roh has some other changes in 
mind. An earlier plan to create multi-mem- 
ber constituencies along Japanese lines has 
been shelved. Instead, some new one-mem- 
ber constituencies may be added, to reflect 
recent changes in the size and distribution 
of Korea's population. Critics of the idea 
point out that, in Korean politics, huge 
sums are already spent to buy favours and 
votes. A further intensification of money 
politics would be an obeisance to Japan the 
Koreans might do better not to make. 








new mischief. The North has not even 
acknowledged the plant's existence, let | 
alone allowed anybody to inspect it. Yet | 
the picture supports claims over the past 
five months from the South Korean and | 
American intelligence agencies that 
North Korea may be making the bomb. 
There are pretty clearly nuclear weap- 
ons in the South, too, but they are under 
American control. Mr Kim, on the other | 
hand, is a dinosaur seemingly unmoved | 
by the changes taking place outside his | 
insulated country. His abiding ambition, 
which he failed to fulfil by war in the | 
1950s, is to reunite the Korean peninsula | 
under communist rule. | 
Would any country be daft enough to | 
sell the North the know-how and materi- 
als to make a bomb? Maybe. But under | 
Mr Kim’s doctrine of juche—self-reli- | 
ance—the North would want to do 
much of the work itself. That should 
slow things down; perhaps not enough, 
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Let's talk about relationships 


A relationship is more than a history of doing business. It's a link 
based on mutual understanding and trust To grow, it must be 
fostered through tangible effort and attention 

All of us at Deutsche Bank understand what ıt takes to make 
a relationship work. This understanding takes shape in all of our 
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JUST ANOTHER 
FRIENDLY TAKEOVER. 


The last thing a company making a strategic acquisition needs is a 
battle. And at Salomon Brothers we understand this. 

In fact, we've made a specialty of finding the perfect fit for our 
clients, anywhere in the world. 

On top of that, we make sure that an acquisition that starts 
friendly, stays friendly. 





After all, we believe that businesses should make money. Not war. 


Salomon Brothers 
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AMERICAN SURVEY 
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Being more productive takes 


hard work 


WASHINGTON, DC 


FTER the baby boom, America’s labour 
force will grow only slowly: probably at 
about 1% a year until the end of the century 
and not at all for a decade after that. If the 
economy is to grow faster than that, 
arithmetic dictates that the difference will 
have to come from growing productivity. 
Yet America has conspicuously lagged be- 
hind its competitors in its rate of productiv- 
ity growth. Businessmen, financiers, politi- 
` ns all stand justly accused of the endemic 
ease of the American economy: short- 
termism. No long-term issue deserves atten- 
tion more than productivity. 

American workers are the most produc- 
tive the world has ever seen. In most busi- 
nesses they are still some way ahead of the 
Europeans and the Japanese. But the gap 
has been closing fast. And in the. past 15 
years overall productivity growth has been 
wretchedly: slow, though the 1980s have 
seen some rebound for manufacturing. The 


effect on living standards has been stark. 


Real wages have barely budged since 1973. 
Had productivity growth kept up its pre- 
1973 pace, America's national income 
would today be 5096 higher. 

Productivity is hard to measure. This is 
especially true for services, where output is 
sometimes measured simply by counting la- 
bour input, which in effect assumes that 
productivity growth is impossible. Even for 
manufacturing, the numbers can be shaky: 


_ the Bureau of Labour Statistics thinks its fig- 
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ures for the 1980s are probably overesti- 
mates. But the aggregate numbers for the 
non-farm business economy are more reli- 
able than those for individual sectors. And 
the story they tell of collapse in the 1970s 
followed by only partial recovery in the 
1980s is pretty clear. 

How to lift productivity growth back to 
those earlier levels? Clues might come from 
analysing why it slowed in 1973. Luckily that 
slowdown has been much studied; unluckily 
the only point of agreement in all studies is 
that it cannot be fully explained. But some 
common threads can be picked out: 

@ Productivity growth slowed in Europe and 
Japan too. This points to common factors: 
slower technological progress, an end to 
easy productivity gains from reallocating la- 
bour from farming to industry, changes in 
the composition of the workforce. The 1973 
energy-price rise is another likely villain, es- 
pecially since it was followed by high infla- 
tion and slower output growth (there has al- 
ways been a link between output growth and 
productivity growth, though which causes 
which is not clear). 

@ The spread of government regulation. 


One study concludes that over a quarter of 


the post-1973 slowdown in manufacturing 
productivity growth in America was due to 
occupational-safety and environmental 
regulation. Tougher product-liability rules 
may have had a similar effect. Those press- 
ing for more regulation in the 1990s, or re- 
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sisting changes in product-liability laws, - 
should think about the consequences for 


growth and standards of living. 

@ Services are a growing part of all advanced 
economies. The aggregate numbers do not 
always support the popular view that pro- 
ductivity growth is inherently slower in ser- 
vices than in manufacturing. But they do re- 
veal much slower growth for services than 
for manufacturing in the 1980s. 

@ Inadequate investment. From 1975 to 
1987, American investment took up about 
17% of GNP. In the other six big rich coun- 
tries the figure was 22.596. Investment is not 
essential to technological progress but it is 
the best way to introduce it. America has a 


particular problem with low public invest- — 


ment in infrastructure. The public sector's 
capital stock grew by 5% a year in the free- 
way-building 1950s but by less than 1% in 
the 1980s. 


The age of training 


Companies have much to learn. The 1980s 
numbers are even worse than they look: the 
improvement for manufacturing was due 
partly to huge job losses in 1982-83, and the 
most recent figures point to slower growth 
in 1989. Last May the Massachusetts Insti- 
tute of Technology (MrT) completed a two- 
year study of manufacturing productivity 
that highlighted substantial weaknesses. 


Some of its conclusions were banal: improve — 


management and education, for instance. 


Others carried more than a hint of indus- — 


trial policy or even trade protection, which 
both look likely ways to lower, not increase, 
productivity. But there were also useful in- 
sights: for instance that research and devel- 
opment focuses too much on research and 
too little on development, and that research 
into manufacturing processes could often 


pay off even more than research into the — 


products of manufacturing. 
MIT also noted that foreign companies 
had spent 40 years studying and copying 


from America, which is one reason they 


have been able to narrow the productivity 
gap. Now it may be time for American com- 
panies themselves to start looking abroad 
for lessons in management and organisa- 
tion. And in pay: a recent Brookings study 
concluded that incentive pay and some 
forms of worker participation in manage- 
ment and ownership could raise productiv- 
ity growth. As for training, the MIT study 
comments that the American system known 
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as "following Joe around" simply doesn’t 


work. More sophisticated forms of training 
could add to productivity. 

The government itself is responsible for 
the most basic and probably most signifi- 
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cant form of training: education. As services 
grow and become more complex, a better- 


educated workforce will be ever more neces- 
sary to efforts to raise productivity. High- 


- school reform thus becomes not just a social 


but also an economic issue. 

In its annual economic report, the Bush 
administration predicts yearly productivity 
growth of around 1.8% in the early 1990s. 
The chairman of the Council of Economic 
Advisers, Mr Michael Boskin, hopes the 
economy can do better. The best chance of 
that would be if politicians and businessmen 
were to think carefully about the possible 
long-term effects of their decisions on pro- 
ductivity: a refreshing change from endemic 
short-termism. 





Relations with China 
Softlee, softlee, catchee mousie 


PPEASEMENT is the word used by 
fiercer critics. Milder dissidents merely 
find the administration’s tepid policy to- 
wards China puzzlingly offkey and slightly 
shaming. President George Bush sticks to 
his guns. Although his determination to 
keep the United States on track with China 
wins him absolutely no political mileage at 
home, and has not, as yet, shown identifi- 
able results in China, he insists that in the 
long run events will prove him right. 
In the shorter run, a State Department 
human-rights report points the other way. 


The end of a decade 


WASHINGTON, DC 


HE 1980s ended to its most distinc- 
tive noise, the beeps and burbles of 
fax machines. Out of the lawyers’ offices 
the messages poured, complaining of 
“unsolicited, unsubstantiated and ven- 
omous assessments of our client's 


skills... You know these statements to 


be false and slanderous". lt was, of 
course, just another battle in the war be- 
tween the Trumps—or perhaps between 
the camps of heavyweight boxer Mr 
Mike Tyson and his unexpected con- 
queror, Mr "Buster" Douglas. 

At times, it was difficult to tell the sto- 
ries apart. Mr Donald Trump had been 
in Tokyo to watch the fight; he wants to 
stage the rematch, and rumours say he 
has hosted Mr Tyson’s estranged wife on 
his yacht. Mr Trump spent the week try- 
ing to buy off Ivana, his own estranged 
wife, who wants more than the $25m 
promised her in a pre-nuptial settlement 
(“Ivana better deal" cried New York's 
Daily News). Mr Tyson’s camp, mean- 
while, having finally admitted that its 
man had lost his titles, was trying to buy 
off Mr Evander Holyfield, who thought 
he had a contract to fight Mr Douglas 
next. Evander and lvana were thought 
not to be the same person. 
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Still, all agreed that an era had ended. 
Mr Tyson had been thought to be invin- 
cible, the Trumps to be the glamour cou- 
ple of the age. Warning signs had been 
posted the day before the title fight when 
Perrier, the drink of the 1980s—the kind 
of thing that people like Mrs Trump dar- 
ingly sipped while they picked at their 
sun-dried tomatoes—suspended its 
American sales. Four days later, Drexel 
Burnham Lambert, the finance house 
that had popularised junk bonds, filed 
for bankruptcy. Suddenly, the icons of 
the decade were smashed, and there were 
those who wondered how long it would 
be before the Icahns were, too. 

Out west they continued to act as if 
nothing had happened. In Aspen, the 
materialist 1980s scored a handy victory 
over the environmentalist 1990s when 
the townsfolk rejected an ordinance that 
would have banned the sale of fur coats. 
In California, Ms Ellen Turkel, who calls 
herself a corporate wellness programme 
consultant, told the Los Angeles Times 
that "body fat is the issue that everyone 
wants to talk about". Westerners 
thought that what might really have 
ended was New York—home of Trumps 
and Tysons—and not before time. 








This report, following ôn the heels of an an- 
gry blast from a private organisation, Asia 
Watch, is due to be published on February 
21st. It will provide a no-holds-barred ac- 
count of the bloody crackdown in Beijing 
last June, and the punishments and repres- 
sion that followed. The Chinese govern- 
ment has threatened all sorts of terrible, al- 
beit vague, things if the report is not toned 
down. If the White House had a hope of get- 
ting away with bowdlerisation, Mr Bush's 
men might have liked to comply. But to 
have added censorship to conciliation 
would have been a long step too far. 

The last time China threatened fearful, 
but more specific, retribution was in late 
January, when the Senate was preparing, ~~ 
follow the House of Representatives in ov 
riding Mr Bush’s veto of a bill protecting 
Chinese students in the United States. If the 
senators should be so bold, puffed Beijing, 
their folly would spell the end of American- 
Chinese student exchanges. 

In the event, just enough Republican 
senators were persuaded by Mr Bush to al- 
low his unpopular veto to stand (senators 
facing tough races for re-election were let off 
the hook). Mr Bush swore himself blind that 
an executive order would protect the stu- 
dents just as effectively as a congressional 
law, and no Chinese students would be de- 
ported so long as he was president. He ar- 
gued that it must be the president, not Con- 
gress, who runs foreign policy and he was 
listened to: the override failed by four votes. 

But the Senate Foreign Relations Com- 
mittee was less convinced when Mr Law- 
rence Eagleburger, the deputy secretary of 
state, tried to explain why he and Mr Brent 
Scowcroft, the national security advis 
paid two visits to Beijing in the wake 
Tiananmen Square. They went there the 
first time, said Mr Eagleburger, to tell the 
Chinese how seriously Mr Bush took it all. 
They returned, he said, in response to sig- 
nals that the Chinese authorities might be 
easing their repression, and in the belief that 
reasonably good relations between the two 
countries would promote reform. 

Hmph. Old China hands, though not 
that distinguished old hand, Mr Bush, argue 
that this is not the way the Chinese respond. 
Plainly it would be stupid to cut off all diplo- 
matic and economic exchanges. But the ad- 
ministration seems to have gone out of its 
way not to offend the Beijing government. 
And about the most that can be said for that 
is that China's internal policy might have 
been even worse, and its policy towards 
Cambodia more unhelpful, if the United 
States had acted differently. Those are hard 


propositions to prove. 
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Housing in Dallas 
Women and 
children only 


JE A city has a couple of thousand empty, 
dilapidated flats and unknown thou- 
sands of homeless people, what should it do? 
The answer, according to the Dallas Hous- 
ing Authority (DHA), is try to keep the two 
2 until the blocks of flats can be torn 


The dispute is convoluted. On one side 
is the DHA, which owns the housing units. 
On the other is the Southern Christian 
Leadership Conference (scc), which has 
organised a squatters' campaign among the 
homeless. The federal district court is play- 
=y referee. 

Public housing in America, particularly 
in the South, tends to be reserved for single 
women with small children, the elderly and 
the disabled. Two-parent families or adults 
who are simply down on their luck may have 
to look elsewhere. And in many cities, pub- 
lic housing tends to be segregated. Smallish 
apartment blocks for the white poor and el- 
derly are scattered in predominantly white 
neighbourhoods; vast blocks for the black 
poor are concentrated in black areas. 

One of these huge blocks—with 3,664 
units it is the second biggest in the coun- 
try—is in West Dallas. It caused predictable 
problems and, in 1987, Judge Jerry 
Buchmeyer, calling it "a gigantic monument 
to segregation and neglect", ordered the 
DHA to demolish 2,600 of the units and to 
provide an equal amount of housing in more 
viable areas. The 2,600 units were promptly 
boarded up. But the city (which has been 
taken to court for using its zoning power 

er the years to prevent the DHA from 
Ailding non-segregated housing) started to 
haggle over building the new ones: it found 
that its share in the construction costs could 
easily exceed $100m. 

Enter the SCLC, founded 30 years ago by 
Martin Luther King, at the head of a pro- 
test-march of 60 homeless people. The pro- 
testers tore the boards from some of the flats 
and claimed the right to live in them. Mr 
Alphonso Jackson, the DHA director (who 
had himself marched with Dr King to Selma 
in 1965), was in a quandary. He first said the 
protesters could stay the night and that pub- 
lic housing would be found for them. But 
the next day, when the SCLC tried to expand 
its beachhead with more homeless squatters, 
Mr Jackson changed his mind and got the 
police to throw them all out. 

The trouble is that the homeless, unlike 
regular public-housing tenants, are not a 
homogeneous lot. For instance, the housing 
authority, in an effort to cut down crime, 
has made a rule that no ex-convict is eligible 
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All living in one house 


for public housing until he has kept out of 
trouble for at least five years: 33 of the 39 
men in the protest-group failed that test. 
The DHA, which longs to convert the 
acres of shoddy tumble-down buildings into 
something much more attractive, has now 







come up with a compromise. Mr Jackson has — 
offered the scic one block, with about 60° 
flats in various stages of disrepair. In return — 
he wants the squatters to leave the rest of - 
the housing project alone—and to wage | 





Spending on schools 


Pick your number 


WASHINGTON, DC 


TE may not be better than other peo- 
ple at arithmetic bur, judging from a re- 
cent row about spending on education, 
Americans are still champions in the abuse 
of statistics. The administration’s response 
to the charge that America spends too little 
on its schools is to claim that it outspends 
nearly all other rich countries: Yet a recent 
study by a liberal think tank, the Economic 
Policy Institute, puts America somewhere 
near the bottom of the international league. 

Both sides have 
chosen their figures art- 
fully. The administra- 
tion trumpets annual 
American spending of 
$353 billion without al- 
ways revealing that this 
includes expensive col- 
lege education. If the 
comparison is re 
stricted to primary and 
secondary schools, 
America’s spending per 
pupil is less impressive, 
though still second only 
to Switzerland's. 

The think tank says 
spending as a propor- 
tion of national income 
is a better measure of 
the national effort put 
into education. On that 
basis America, with the 
biggest national in- 
come, comes below 
most other countries. 


Top or bottom 


. 1985 by: 


Ranking of who spent most on schools in 
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But, as the Education Department points 
out, this is like saying that Mississippi does: 
better than Minnesota because, although it 
spends fewer dollars, it devotes more of its 
smaller state product to schools. Few would — 
argue that Mississippi produces better-edu- j 
cated children. 

There is an instructive contrast with — 
health care, on which America, compared — 
with other countries, is said to spend too big — 

a proportion of its GNP, not too little. In J 
health, as in education, the extra that Amer- 
ica spends does not seem to be paying off. — 

The real issue is neither dollars nor 
teacher numbers (both inputs) but how the 
money is spent and what results the teachers 
get (ie, outputs). It is here that America's - | 

schools seem to be fail 
ing. A study of past pat- ! 
_ terns of spending found — 
that in three-quarters — 
of the cases there — 
no measurable co 
tion between cash p 
in and results —* out. 
Low-spending rural ar- — 
eas in South Dx ota. 
did better than high- 
spending cities such as 
Chicago, even when a 
lowance was made f 
differences in the p E 
lation make-up. This 
suggests that the 
equalising of school- 
district spending that 
has been demanded by 
courts in Texas and 
Kentucky may do little- 
to  equalise 
results. 
Nor is it immedi - 


ately obvious how the 
97° R 


their battle in the courts. ; 
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The Key to Rebecca 


will be signed by Ken Follett. 
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Eight great spy 


Includes The Key to Rebecca personally signed by author Ken Follett! 


et set for adventure. Espionage. Intrigue. 

Moments when the future of the world turns 

on the actions of one or two heroes...or vil- 

lains. Get set for the greatest spy thrillers by 

the top masters of suspense— iller issued in a 
luxurious leather edition. 

The Easton Press announces Masterpieces of Sus- 

pense—eight —— ae thrillers by eight outstand- 

writers...Robert Ludlum, John le Carré, lan Fleming, 

Frederick Forsyth, Jack Higgins, Alistair MacLean, and 

William F. Buckley, Jr....and featuring a personally- 

signed special edition by Ken Follett. 
The Classics of Suspense! _ 


This is the first collection of its kind! Never before have 
all these famous masters of suspense been brought 
together. Their finest works in these beautiful leather- 
bound collector's editions are available only from The 
Easton Press. ; 

This exclusive collection features The Parsifal 
Mosaic—hailed by the Denver Post as “the best writing 
[Robert] Ludlum has ever done.” The uns j mas- 
ter of the superthriller, Ludlum has over 17 million 
copies of his best-sellers in print—but never an edition 
like this! 

A Perfect Spy, by John le Carré— #1 on The New York . 
Times best-seller list for months. Newsweek calls le 
Carré “the world’s greatest fictional spymaster,’ while 
the New York Daily News calls this “his most compel- 
ling novel.’ 

The ODESSA File, by Frederick Forsyth. “Be pre- 
pared for goose pimples, shivers, and clammy hands!” 
advises The Hartford Courant. The Eagle Has Landed, 
by Jack Higgins. “A real dazzler of a thriller; hails The 
New York Times. 

Saving the Queen, by William F. Buckley, Jr., is 
“wickedly delicious" says The Booklist, Where Eagles 
- Dare, by Alistair MacLean—a real cliff hanger. From 

Russia With Love, by lan Fleming — James Bond at 
his best. 
Personally-signed edition 

: b Ken Fo ' 
The crowning feature of the collection is a special 
autographed edition of Ken Follett's spy masterpiece, 
The Key to Rebecca. Time e calls this book 

"brilliant... breathless high adventure... by the most 

romantic of all the top thriller writers? Your 

leather-bound- volume will be signed by the 
author himself. 


Luxurious editions, custom-bound 
in hand-selected leather. 


Each edition is bound in rich, supple leather. The tra- 
ditionally hubbed spine of each book is accented with 
genuine 22kt gold. Page ends are gilded for protection 
and beauty. The acid-neutral paper will not turn yellow 
with the passage of time. 

Each book contains specially-commissioned original 
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Bound in genuine leather and accented with 22kt gold. 
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notice the bold, original cover designs deeply inlaid > f 
into the leather of these Easton Press editions. p 


Sap; 
"d The Que 
en 


Each volume 
has a hubbed spine 
accented with 22kt gold, B 
gilded page ends, and a permanent A 
ribbon page marker. I 


Act promptly, please. | 


The window of opportunity is now open— slip through 
while you can! To order your collection, mail your Res- 
ervation Application today. You'll receive your eight — 
books in two shipments of four volumes each, but you 
may pay for the collection at the convenient rate of one 
book per month. Charge the books to your credit card me 
you wish. The titles are not sold separately. Each edi- — 
tion is — at just $35.00. | —J 

Think of it. The most thrilling books to read are now 
available in editions that are equally exciting to own. 
Return your Reservation Application today! "HM 


For faster service, call toll-free: 1-800-367-4534. — 
— — RESERVATION APPLICATION - - - - — =~ — — 


f 
Sut 


MASTERPIECES OF SUSPENSE 


The Easton Press * 47 Richards Avenue * Norwalk, Conn. 06857 


Please send me The Easton eight volume set, Masterpieces — 
of Suspense. | understand the price is $35.00 per volume (plus. 
$2.95 shipping and handling).* | further understand that yon will | 
send me the first four volumes sA egy followed by the final — 
four volumes about 12-16 weeks later. If not satisfied, I may — 









































return my books within thirty days for a full refund. — en 
Name E. 
Address 
City/State Zip 
Signature 
gna (All orders subject to acceptance.) 
Payment Options (check one): E 
CO Charge eight monthly installments of$37.95* (includes ship- · 
ping and handling) to my credit card: E 


[VISA (MasterCard (Diners Club O American Express E 


An 





Card No. | Exp. Date - 
O I prefer not to use a credit card and will pay by check. | 
Enclosed is ton Neko of $75.90* (includes s pping and  — 


handling). I pay the balance in six equal entsof 
$37.05) OOD. ill bs billed with sh p 
—* Maak 168-023 — 


Please 4-8 weeks after payment for shipment. 
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ambitious national goals put forward by the 
administration and by state governors (who 
are responsible for around 9096 of school 
spending) will help. President Bush won 
huge applause when he declared in his State 
of the Union speech that by the end of the 
century the high-school graduation rate 
should be 9096 (today it is less than 7590) 
and that American students should be first 
in the world in mathematics and science. 
But he said nothing about how the country 
should reach these goals. If spending money 
is not the answer, it becomes harder, not 
easier, to improve America's schools. 





Iran-contra affair 


Buck moves on? 


HE Iran-contra affair may yet end with a 

small bang, not a whimper. On Febru- 
ary 16th, in a Los Angeles court— not, de- 
spite his wishes, in the comfort of his own 
office—Mr Ronald Reagan is to answer 
questions from lawyers representing Mr 
John Poindexter, the retired rear-admiral 


- who was national security adviser in 1986 
— and whose twice-postponed trial is due to 


| It’s only rock n' roll but it kills people 


gatas the Ed Sullivan Show 
when the Rolling Stones performed 
“Let’s spend the night together” and 
changed the lyric to “Let’s spend some 
time together”? Or the time when the 
camera stayed resolutely above Elvis 
Presley's provocative hips? America has a 
long history of getting into a muddle 
about obscene rock music; the usual result 
is that sales of the offending records rise. 
Now a new version of an old row is brew- 
ing—whether records should be forced to 
carry warnings about their content. 

State senators in Pennsylvania are cur- 
rently studying a proposal that deviant 
records and tapes should carry a large yel- 
low sticker, labelled as follows: 

WARNING: May carry explicit lyrics descrip- 
tive of or advocating one or more of the fol- 
lowing: suicide, sodomy, incest, bestiality, sa- 
domasochism, sexual activity in a violent 
context, murder, morbid violence, illegal use 
of drugs or alcohol. PARENTAL ADVISORY 


Retailers who sold stickerless records of 
dubious taste would be fined. The clause, 
which has already passed Pennsylvania's 
House, has been cleverly attached to a 
popular drug bill. Senators say they dare 
not vote against the drug bill—so, unless 
the clause can be detached during its com- 
mittee stage, it will become law. 


The recording industry is wailing that 
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begin on March 5th. 

The Justice Depart- 
ment will be there to make 
sure that nothing be let 
drop that should not be re- 
vealed; Mr Reagan's an- 
swers are unlikely to be- 
come public until the trial, 
thus allowing the presiding 
judge, Mr Harold Greene, 
time to erase any secrets 
blurted out by mistake. 
And a legal battle trundles 
on about whether or not 
Mr Reagan should also 
hand over those 33 or so 
jottings from his private, 
leather-bound diaries that 
have been deemed to be rel- 
evant to Mr Poindexter's case. It amounts to 
less than full exposure. Even so, it will be 
good to hear, before the curtain finally goes 
down, what the boss himself has to say. 

The Iran-contra buccaneers who turned 
American policy topsy-turvy—breaking a 
declared American principle by swapping 
weapons for hostages, breaking a congres- 
sional law by giving aid to the Nicaraguan 
rebels at a time when this was prohibited— 
were committing political rather than crimi- 
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an extreme interpretation could leave 
most of its output stickered. As one blues- 
man admits, "what goes down as normal 
behaviour in Los Angeles may not in Lan- 
caster, Pennsylvania (the home of the 
Amish)." Similar legislation is brewing in 
Missouri, Arizona, Florida, Maryland, 
Oklahoma and lowa. Florida's law, which 
adds adultery to the list of taboos, would 





nal misdeeds. The legal cases against them 
have been narrow, marginal to the broad is- 
sues at stake. Thus, the main charges again: 
Mr Poindexter are that he lied to Congre: 
in the summer of 1986 and obstructed con- 
gressional inquiries. 

Two things stood out from his testi- 
mony at the 1987 congressional hearings. 
One was his conveniently bad memory: for- 
mer colleagues all told how bright he was, 
but the admiral puffed on his pipe and sim- 





prohibit the sale of a stickered record or 
tape to a minor. 

The recording industry says it will fight 
the Pennsylvania law in the courts if it is 
passed. Its argument will be that the 
stickers are pejorative labels which contra- 
dict the First Amendment, giving each 
American free speech. The Parents Music 
Resource Centre, a pressure group 
headed by Mrs Tipper Gore, the Bruce 
Springsteen fan who is married to Senator 
Al Gore, also opposes legislation: it pre- 
fers the existing arrangement where the : 
record companies voluntarily apply small- 
er warning-stickers—though the PMRC 
adds that the industry has been bad at ful- 
filling its side of the deal. 

The record industry's case as an up- 
holder of liberal rights would be much 
stronger if it did not make so much money 
out of illiberal views. One of its current 
favourites is Guns n' Roses, a band which 
makes a habit of calling people it doesn't 
like "nigger" and also preaches against 
"immigrants and faggots’. Another much 
discussed disc is "Fuck tha Police" by the 
group "Niggers with Attitude": it urges 
fans to beat “a police outta shape". Other 
black rap groups have similarly unpleas- 
ant messages about Jews and women. CBS 
Records recently sent an internal memo to 
staff pointing out that bigotry need not be 
part of rock music. A small amount of self- 
censorship would save an enormous 
amount of hassle, man. 
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ply couldn't — The iir was his 
calmly outrageous statement that the buck 
stopped with him: he had chosen not to in- 
form Mr Reagan of the diversion of profits 
from the sale of agns to the Nicaraguan 
contras. Since the question of whether Mr 
Reagan was culpable had come, in a curious 
way, to be synonymous with whether he 
knew of the diversion, Mr Poindexter saved 
his president's bacon. 

So what price loyalty now? His mind 
concentrated by impending punishment— 
though a prison sentence is most improb- 
able—Mr Poindexter, like Mr Oliver North 
before him, wants to show that he was only 
obeying orders (and Mr Poindexter, unlike 
his subordinate Mr North, had only the 
president's orders to obey). 

The question is whether Mr Reagan 
urged him to reveal nothing, not to "share 
information", and whether this, when con- 

^—nted by a direct question, becomes an in- 

uction to lie. The need for secrecy had 
been instilled early on. A document, re- 
vealed at Mr North's trial, shows Mr Reagan 
at the end of a 1984 kitchen-cabinet meeting 
on third-party help for the contras saying: 
“If such a story gets out, we'll all be hanging 
by our thumbs in front of the White House 
until we found out who did it.” 

Mr Reagan’s own words on what he 
knew or didn’t know have been scattered 
and contradictory. He told the Tower com- 
mission, which tried to collect’information 
immediately after the scandal unravelled, 
that he did not know that his staff on the 
National Security Council were helping the 
contras (later on, he and others argued that 
the council staff were unaffected by the con- 
gressional ban on official aid). But in May 
1987 Mr Reagan said defiantly: “As a matter 
of fact | was very definitely involved in the 
decisions about the freedom-fighters. It was 
my idea to begin with." 





Newspapers 
Niche fillers 


FTER years of failing newspapers, and 
comfortable monopolies for the survi- 
vors, there are signs of unusual activity in 
America's newspaper industry. Two daily 
newspapers are scheduled to start up in 
Washington, DC. A new daily has been avail- 
able in St Louis since September. A daily 
sports tabloid, the National, started publi- 
cation on January 31st. Even Gannett Com- 
pany is —** — its ground-breaking na- 
tional daily, USA Today, might make a 
profit this year. Whar each of these publica- 
tions have in common is that they are aim- 
ing at new or untapped markets. 
e 1980s saw fewer papers. In 1980 
there were 1,745 dailies in America; by 1988 
per were only 1,643. Among those that 
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closed were the Washington Star, the Phila- 
delphia Bulletin, the St Louis Globe-Demo- 
crat, the Cleveland Press and, a few months 
ago, the Los Angeles Herald-Examiner. 

In other cities some newspapers survive 
only through joint-operating agreements 
that foster artificial competition by allowing 
two newspapers to share printing and other 
facilities so long as they keep separate edito- 
rial staffs. The lastest newspapers to take 
this route are the Las Vegas Sun and the 
Las Vegas Review Journal which got the 
blessing of the Justice Department's monop- 
oly lawyers in December. 

Elsewhere newspapers with competitors 
are having problems. The Chicago Sun- 
Times has lost more than 100,000 subscrib- 
ers since 1986; the Dallas Times Herald is 
trailing in a frantic circulation race with the 
Dallas Morning News; even the 1.3m«ir- 
culation Daily News in New York has been 
warning its staff of dire consequences if its 
unions are not brought under control. 

The villain that gets blamed for all this is 
television. Most of the newspapers that have 
failed were afternoon papers that found 
themselves up against the evening television 
news. Most of the surviving newspapers and 
newspaper chains are doing all right because 
they now have no competition. And be- 
tween 1980 and 1988 advertising revenue 
rose by 4796 in real terms to $31.2 billion 
(but a bad year is in prospect). 

Sunday newspapers (which, unlike Brit- 
ish ones, are not as a rule independent of 
their weekday siblings) grew rapidly with 99 
net new titles coming on to the market 
ing the period. This, in part, is the result of 
America ending its Sunday-trading laws: re- 
tail advertising flowed into the Sundays. It 


- also confirms the television-as-villain the - 


ory: television is less popular on Sunday 
morning than it is on a weekday evening. 
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close to showing that it was right. Mr F 


- the nightly news programmes. 
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. Most newspapers, both old a e 
have met the challenge by seeking specia 

role. USA Today was a harbinger. F 
nearly eight years it has held firm to the be 
lief that there are enough middle-br C w 
Americans—the ubiquitous “we’’—who are 
willing to devour a daily diet of colo il | 
printed sound-bites, and that national a 
vertisers will want to reach them. Despite 
heavy losses on the paper and quite a bit o f 
rudeness from the establishment, 


Ingersoll’ s new St Louis Sun, while pre À | d- 
ing some traditional competition to the S 
Louis Post-Dispatch, is a local variation on 
the same theme. g 
The National is going after / 
sports fanatics (who cross all ed 
cial and economic lines). Edited by M 
Frank Deford, well known as a sports * 
and commentator, the tabloid startec in 
three cities and will be available in 15 by th 
end of the year. It will compete with. SA A 
Today's sports pages by offering longer stc 
ries, and with local newspapers by offerir ng 
eight pages of local sports news along with 
the national news. 


Up-market and down = 
Of the two proposed Washington newspa- 
pers, one, the Washington Reporter, — 
be launched in October, will concentre 
entirely on government. It will be given fr 
each day to 25,000 lawmakers, gove: nen 
officials, lobbyists and the other movers a 
shakers whom advertisers are thought tc o 
covet. The other Washington newsp: iper, 
which may start up in 1991, will be som Ye- 
thing completely different. Published by th 
Toronto Sun Publishing Company, it wi 
bea full-colour tabloid along the lines of the 
company’s Toronto Sun, perhap: 
including girlie pictures. : 
Elsewhere established 
been filling gaps in the market as quicl — 
they can find them. The growth in Sund: 
newspapers is a reflection of this. Some da 
lies print “zoned editions" which offer tl 
benefit of making suburban and regions 
readers happy while also stopping new p 
pers from popping up in high rows ib 
urbs. The New York Times offers a n: ation 
edition. The St Petersburg Times w aps th th 
main paper inside zoned editions nam od f 
their counties—the Citrus Times, for ex 
ple. The Miami Herald has raken this to oi 
logical conclusion and now publishe: 
Nuevo Herald, a “demographically 2 
Spanish-language paper that is in ud. dec 
with the main paperinsomeareas. —— 
Perhaps the prize for creative int * 
tion belongs to the Hartford Courant ii 
Connecticut. For $600 a year, the wspa a ! 
per will send subscribers a daily fax contain: 
ing a summary of what is in the next d * 
newspaper. It is sent out at 4:30 pm—befe i 
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is he smart of is he lacey? 


F YOU think that smile hovering around the otherwise 
tightly-drawn mouth of Mr James Baker, the secretary of state, 
is a little too smug for comfort, consider the fortnight he has 
had. He left Washington on February 5th, stopped in Ireland for 
talks with the French foreign minister, flew to Prague, on to 
Moscow, and thence to Sofia and Bucharest. He then pulled off a 
remarkable. triumph in Ottawa, where the Russians agreed to 
allow 30,000 more American than Russian troops to stay in Eu- 

rope—before flying to Colombia for the drugs summit. 

- Assuming that the Latin Americans were not beastly to him 
t Cartagena (the conference was held as we went to press) Mr 
aker could spend the weekend thinking that the world he had 
alf-circled was in pretty dandy shape, and no point in it dandier 
an his own. There he is: the second most important person in 
the only superpower left, cheered to the echo in places where 
nce Americans were heckled, 
hile back in Washington the 
alk, once more, is of whether 
might. succeed - President 
üsh in 1996. It is a good time 
ask what kind of a secretary. 
of state he has been. 

~ But a bad time to find out. 
For world events have moved - 
‘so fast in the past year, and so 
much to America's advantage, 
that Mr Baker has rarely been 
tested. lt has been one of 
those times, says one Wash- 
ington foreign-policy analyst, 
when a dim but lucky secre- 
tary of state would have taken 
the same decisions as a wise 
.and active one. On Capitol 
Hill, however much congress- 
fen may carp, they admit that 
America has been dealt such a 
trong hand of cards that it 
ould have taken an idiot to 
squander them. 
^ Mr Baker is no idiot and 
ever has been. For proof, re- 
rember this: that after having 
un two presidential cam- 
aigns. devoted to depriving Ronald Reagan of the Republican 
arty's presidential nomination, he was chosen by Mr Reagan as 
is chief of staff. Eight years later, after having run a campaign 
ig George Bush that was often dirty, he emerged from it as clean 








'ragmatic peacemaker 


aught telling porkies about the administration's contacts with 
hina after the massacre in Tiananmen Square. But on the good 
WS sto rof the age--the. liberation of Eastern Europe—there 
o doubt that ^ i ich arge. He it is who has 

roop reductions and 
ite Department dislikes 
'h into ploughshares, Mr 


cilii FR Deinde he #é-a natural 
is a peacemaker for two reasons 





eanliness is an attribute that sticks to TM True, he was. 
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that have won him respect from many of the diplomats he has 
dealt with. The first is his ability to calculate what will play in 
Washington, to make foreign policy an adjunct to domestic poli- 
tics. He works Congress i in a calculated way, making sure that he 
delivers what is wanted. And since what America wants now is 
good relations with the Soviet Union and a teduction in the 
number of troops in Europe, those are the things he will give it. 

Perhaps only one other foreign minister in the world makes 
policy with such an eye to the consequences in his home market: 
Mr Hans-Dietrich Genscher of West Germany, whose tiny Free 
Democratic party may disappear if he gets the political calcula- 
tions wrong. Unsurprisingly, Mr Baker.and Mr Genscher have 
seen eye to eye on much of the new architecture of Europe. Yet 
just as Mr Genscher is not simply a cynical politico, neither is Mr 
Baker. He backs up a political instinct with a second native tal- 

ent: common sense." When 
those like Margaret Thatcher 
ask America to beware of in- 
stability in Eastern Europe, 
-Mr Baker asks: what is the 
threat to Western Europe or 
America if such instability 
were to occut? Since nobody 
has been able to provide him 
with a.coherent answer, he is 
happy to see events in Europe 
.. funat a breathtaking pace. 
Does President Bush 
agree? There are those who 
would like to think that a 
wedge might be driven be- 
tween the président. and his 
Texan friend of more than 30 
years. They suggest that. Mr 
Baker does not get oh well 
with some of Mr Bush's men, 
. such as Mr Boyden Gray, the 
counsel to the president, who 
insisted that Mr Baker divest 
himself of some shares in a 
bank. exposed to Mexican 
debt. It is said that Mr Bush 
miay have been unhappy when 
! Mr Baker suggested that a uni- 
fed Germany might be merely “associated” with NATO. To be 
charitable, this was probably a slip of a tired tongue. On all the 
big issues, Mr Baker seems to speak with his master's voice. 

Might he be the master himself, one day? He has never been 
elected to anything. But the past few weeks have seen the 

“humanising” of a man who has hitherto had his robotic side. 
He made an open declaration of his Christian faith at the Na- 
tional Prayer Breakfast last month; he was visibly moved at some 
of the reaction to his presence in Eastern Europe. |... 

The risk remains that his approach will come unstück. Mr 
Edward Luttwak of the Centre for Strategic and International 
Studies says that Stanley Baldwin, somnolent, and ever with an 
eye to domestic politics, was thought. just the man to craft Brit- 
ain's foreign policy in the 1930s. It was on ly later that he was 
seen to be a disaster. There are intractable parts of the world, 
such " the Middle East, or South-East Asia, where a secretary of 
state less obsessed with domestic politics might give a more dra- 
matic lead. Mr Baker has not yet proved hei is more ethan lucky. 
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Underlying Strength. Amidst the shifting currents of today’s financial 


markets, Bank of America stands on a solid 
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foundation of experience. It enables us to look at opportunities that may not be clear to others. And 


your goals with a long-range perspective. To see to deliver the support you need to seize them. 
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We can recommend the new 


Boeing 747-400. 


We helped to build it. 


Lufthansa has a long tradition 
of never buying an aircraft “off 
the peg”. Hence, by investing 
some 20,000 man hours and 
implementing around 400 
improvements, our engineers 
have turned the new 747-400 
into a new, tailor-made 
Lufthansa 747-400. Thanks to 
aerodynamic improvements 
that we suggested, giving an 


increase in range, the new 
747-400's can fly virtually 
anywhere without the need for 
time-consuming refuelling 
stops. They are quieter and 
more environmentally friendly, 
too. However, we wouldn't be 
Lufthansa, if we only flew you 
faster and smoother to your 
destination. Naturally, we have 
also taken your well-being into 


co 





account. In First Class, with 
electrically adjustable sleepers 
in the extended upper deck; 
in Business Class with extra 
wide seats and plenty of 
room to stretch out; and in the 
spacious and comfortable 
Economy Class. With such 
outstanding service, you'll find 
that we keep our promise to 
be excellent. 
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The man who came back 


FROM OUR AFRICA CORRESPONDENT 


FOR those who stubbornly 
persisted in believing that 
one day peace would be 
possible among South Afri- 
cans—black, brown and 
white—the release of Mr 
Nelson Mandela from 
prison had long seemed the 

sential first step. His liberation would 
show that the country's white government 
was open to reform. lt would fulfil anti- 
apartheid campaigners' favourite slogan. 
And it would give blacks a leader whose 
near-mythical reputation had hoisted him 
above the rivalries and dogmas that afflict so 
many of his followers. Only Mr Mandela 
could lead the blacks into talks with the 
government. 

On February 1Ith the myth stepped 
outside his prison gate and walked a few 
steps before ducking into a car to escape the 
shouts of the world's press. In their different 
ways South Africans of all colours and con- 
victions are still trying to catch their breath. 

The first result of Mr Mandela's free- 
dom has been uncontrollable crowds. On 
the day he left prison masses of peo- 
ple squeezed hip-to-hip into Cape 
Town's biggest square. Mr Mandela 
turned up three hours later than the 

owds had expected. While they 

aited, a series of temporarily inani- 
mate bodies was hauled out of the 
jam, while on the outskirts of the rally 
wild young blacks looted shops and 
bombarded policemen with bottles, 
and got shotgun pellets in return. 
The crowds were just as big in Soweto 
the next day. At least 100 people have 
been injured in the excitement and 
the fringe violence, and some of them 
have died. 

South Africans will not forget the 
day Mr Mandela was released. The 
impact on politics will take longer to 
show, but the first signs of what it 
might be are starting to take shape. 
To begin with, black politics should 
now become more flexible. 

Although the state of emergency 
remains in force, and soldiers con- 
tinue to patrol some townships, many 
blacks are now ready to be told that 
their tactics—in particular, the boy- 





THE ECONOMIST FEBRUARY 17 1990 


As I was saying at Rivonia vee 
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cotting of white-created political institu- 
tions—need modification. Their leaders 
therefore have a freer hand than ever be- 
fore. Mr Mandela and the African National 
Congress (ANC) may soon be in a position to 
suspend the “armed struggle" and start talk- 
ing to the government with little fear of be- 
ing called soft. Their rivals in the Pan-Af- 
ricanist Congress, who sniff at President 
F.W. de Klerk's concessions, can probably 
be ignored. 

For.the moment Mr Mandela is making 
sure of his base. He has talked much of his 
loyalty to the ANC, lest anyone think him 
ready to negotiate with the government over 
his comrades' heads. At his first rally he won 
the loudest cheers with his praise for the 
armed struggle and for the Communist par- 
ty's contribution to the black cause. The 
next day he told journalists that he still be- 
lieved in nationalisation. As a precondition 
for any concessions on his part, Mr Mandela 
is insisting on the lifting of the state of emer- 
gency and an amnesty for politically moti- 
vated crimes. 

This is stern stuff, which will infuriate 











South Africa's white right-wingers and 
make white liberals gulp a bit. Some people 





































think that Mr de Klerk, noting this and hop- 
ing for some fading of foreign pressure or 
his government, may refuse to make ma 
concessions unless the ANC promises : 
thing in return. In fact, the president show 
no sign of faltering on his chosen course. Hi 
ministers have made the most of Mr 
Mandela's more generous remarks—that 

regards Mr de Klerk as a man of integrity 
that he looks forward to the time when it 
possible to halt the armed struggle, and tha 
the ANC does not want to frighten white: 
The tougher talk, the ministers explain, i 
Mr Mandela's party-line duty, inevitable a 


the moment. 


l 


You can talk about anything 
In short, new black flexibility could generate 
more white flexibility. It is being * 


by people around the government thai 
nothing in today's South Africa—the vot- 
ing system, residential segregation, the fu- 
ture of the "independent" homelands—i: 
beyond negotiation, so long as the w es 
are given some guarantees against being 
swamped. The reformers in the ruling Na- 
tional party favour a comprehensive anti- 
apartheid bill that would abolish all dis- 
criminatory laws at once. The government's. 
chief negotiator, Mr Gerrit Viljoen, says 
that in ten years' time his party will have a 
minority role in government, if that. — 

Mr de Klerk insists there will be 
room at the negotiating table for a 
wide variety of parties. But the pros 
pect of talks involving the ANC makes 
some other politicians feel n 
fortable. Mr Allan Hendrickse, the 
leader of the mixed-race chamber of 
parliament, did as much as anyone to 
discomfit the government two years 
ago; now nobody mentions him. The 
mainly white Democratic party also 
feels forgotten; some of its leaders are 
rumoured to be on the point of join: 
ing the ANC. J 

The rulers of the ten black 
"homelands" are the most uncom 


— 


fortable of all. In BophuthaTswana 
and Ciskei they have seen sizeable 
numbers of their people demonstrat 
ing in favour of reincorporation inte 
South Africa. Transkei's leader ha 
sensibly called a referendum to allow 
his people a chance to vote them 
selves back into South Africa. Chief 
Mangosuthu Buthelezi, whose Zulu 
power base makes him stronger than 
any other homeland leader, seems 
equally nervous. As the 
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watches Mr Mandels Mr Buthelezi insists — Buthel ezi's followers and blacks who regard peace talks with its opponents. After the eu- 
that he too has opposed apartheid, and de- — him as too restrained has killed, on average, ^ phoria of his release, Mr Mandela needs to 


Serves some credit for it. 
, Over the past three years the bloody 
feud in the province of Natal between Mr 


ten people a week. Mr Mandela's release 
produced a fresh wave of killings, as Mr 
Buthelezi's Inkatha party walked out of 


demonstrate his capacity for statesmanship. 
His first opportunity comes in Natal. 








The right wing flaps 
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OUR AFRICA CORRESPONDENT 


SOUTH AFRICA'S gov- 
ernment is, as usual, be- 
sieged by the threat of vi- 
olence in the streets. But 
these days the white chal- 
lenge is as tough as the 
black one. Having previ- 
T4 ously criticised the readi- 
. ness of black people to go marching and 
_ shouting, some whites now see the merit 
. of doing just that themselves. 
The main voice of the right is the Con- 

_ Servative party, which was founded by dis- 
. sidents from the ruling National party in 
.— 1982, and won 31% of the white vote in 
last September's election. The party's 
leaders point out, correctly, that President 
.F.W. de Klerk's reforms go far beyond 
- what he said he would do during that elec- 
tion campaign. In an effort to show that 
the president has no mandate, the Con- 
_ servatives plan a series of demonstrations 
culminating on May 26th, the anniversary 
of the Nationalists’ accession to power in 
_ 1948, when they hope to hand Mr de 

Klerk a petition with lm signatures, de- 
. manding an immediate election. 
| If an election were held this year, Mr 
. de Klerk would gain new votes from his 
. left. But the Conservatives think they 
-would have a sporting chance of winning. 
Last year's election result made some peo- 
ple think their support had reached a pla- 
- teau; but now Mr de Klerk's reforms have 
trengthened them. In two by-elections in 
December the Conservatives increased 
their share of the vote by 4% and 1296, 
almost entirely because worried National- 
ists abstained. With the African National 
. Congress unbanned, the abstainers might 
. vote for the Conservatives. 
On February 12th more than 3,000 
people turned up to listen to the party's 
Jez der, Mr Andries Treurnicht, denounce 
the government at a meeting near Cape 
Town; during the election campaign Mr 
Treurnicht drew less than half that num- 
ber to the same place. The Conservatives 
ay most of their new supporters are Eng- 
lish-speakers, who usually oppose the Na- 
onal party from the left. 
* e Conservatives cannot force an 
. election just by being popular. Barring a 
. wave of defections from his party in Par- 
|| liament, Mr de Klerk need not go back to 

. the electorate until 1994, He says that, if 



















| FROm 
l 





















3 





JOHANNESBURG 


he negotiates a new constitution with 
black South Africans, he will ask the 
whites to ratify it. But that could be 
achieved by a referendum, at which he 
could count on support from the liberal 
Democratic party as well as from his own 
people. 

Thus cornered, the Conservatives 
mutter that Mr de Klerk ignores them at 
his peril, and have talked of calling strikes. 
Many skilled workers belong to white 





Not a happy Terreblanche 


trade unions. The police force, though 
not unionised, is thought to be full of 
Conservative supporters. But the white 
unions shudder at the idea of political 
strikes, and white policemen rarely dis- 
obey their commanders. The Conserva- 
tives are now playing down the idea of 
strikes. They do hint, though, that al- 
though their party will have nothing to do 
with violence, Mr de Klerk’s reforms are 
asking for it. 

Such talk encourages other right-wing 
groups with smaller memberships but 
fewer scruples. The most dangerous is the 
Afrikaner Weerstandsbeweging (AwB), 
which mixes superstitious Christianity 
with nostalgia for the nineteenth century. 
(The group's emblem looks like a swas- 





posed of three sevens, because there are a 
lot of sevens in the Bible.) In December 
1988 the Aws’s leader, Mr Eugene 
Terreblanche, unwisely chose an Afrika- 
ner monument for a romantic assigna- 
tion; his entire executive walked out on 
him and formed two rival movements. But 
Mr Terreblanche's oratory and militaris- 
tic style still draw the crowds: in Pretoria 
4,000 people turned up to hear him on 
February 10th. 

The Aws’s numbers matter less than 
its tactics. Most white South African men 
have had military training. Many own 
arms: in 1978 the government passed a 
law limiting the number of weapons per 
individual to 21. Thus equipped, right- 
wingers have formed various murderous 
cells. In November 1988 a member of the 
AWB, Barend Strydom, shot dead eight 
passers-by and wounded a dozen more 
black people in the name of the White 
Wolves. A group called the Order of 
Death is said to be planning to murder 
both Mr de Klerk and Mr Mandela. 


Better apart 
The right-wingers agree with the presi- 
dent that South Africa needs a new con- 
stitution. Both the Conservatives and the 
AWB want an independent white state. 
The Conservatives say this should consist 
of present South Africa minus the bits 
where blacks and browns are living, Thus 
the six black “homelands” that have so 
far refused independence would have it 
thrust upon them; new “independent 
homelands” would be created for Indian 
and mixed-race people; the black town- 
ships, such as Soweto, would be declared 
independent city states. The Conserva- 
tives would happily let blacks and browns 
come to work and shop in white South 
ica; economic interdependence among 
neighbouring states, they say, is what Eu- 
rope has. It sounds just like the classic 
apartheid of 20 years ago. 

Most other right-wingers think this 
plan is hopeless because blacks will never 
accept it. The Aws aims to revive the nine- 
teenth-century Boer republics, founded 
by Afrikaners who trekked north to es- 
cape British rule and settled in the Trans- 
vaal, the Orange Free State and northern 
Natal Together with the smaller 
Boerestaatbeweging, the AwB plans its 
own election in those areas, to produce an 
assembly with a mandate to negotiate the 
re-establishment of the old republics. i 
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How —! is. E MNT for. 19 22 12 This kiok — rep ort was — — for the c Camões 
Center of Columbia University by Dianei Smith, former Financial Times correspondent in Lisbon and long-time 
Portugal watcher. Portugal and the Chal lenge of 1992 constitutes the most comprehensive analysis available. | 


Diana Smith places Portugal's prospects. and problems i in their European context. She examines spe« ifi 
problem areas, such as the public sector, national debt, bureaucracy, education, and labour panes and. à 


pinpoints growth areas and promising developments. 


Trenchant commentary on management, government leaders, and the performance of specific ministi 
Complimenten with comprehensive statistics on foreign investment and privatisation prospects. Portug a 
the Challenge of 1992 is essential reading for anyone with business i interests in Portugal. r 


“Diana Smith’s candid style leaves no hing unbared. Portugal an len; 
into the recent past and an. excellent foundation from which to. project the. politici Istria 
Portugal in the nineties. This document i is ‘a must ‘for anyone interested i in the European Comunusiey: 
—Cynthia Muller _ | n | 2 


J. P. Morgan 


“An excellent portrayal of Portugal's unique road to full niche integration. Ms. Smith delivers 
prescription for Portugal’s financial future, backed by a wealth of statistical detail and fascinating insight 
. — Barbara Cassidy 
» A Merrill Lynch 


"Diana Smith's Portugal and the Challenge of 1992 is essential reading for Portugal's leaders as well. as 
foreign observers. It is the best substantive, succinct monograph I have seen on Portugal’s economy today. 
—Professor Douglas L. Wheeler 

Coordinator, International Conference Group on Portugal 


. To obtain a copy of Portugal and the Challenge of 1992, send a cheque for $125.00, made out to ^ 
Camões Center, Columbia University" to The Camões Center, Box 19, International Affairs Bul ; 
Columbia University, New — New York 10027. - 
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If your job involves short or medium term investment > identify potential growth areas and new business MN 
and production planning, you need to keep ahead of opportunities 
changes taking place in the national and international 








The service is updated quarterly for each of the 46 
countries. For each country, a Main Report of 24-30 
pages is published every six months, with a six to ten 
page Updater published between Main Reports. 


The Main Reports provide in-depth analysis and 
forecasting of the political, economic and business 
outlook over the next five years; the Updaters examine 
recent developments and explain how they affect the 
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id forecasts. will help you to: 


» understand the political and economic forces at medium term. 
play in each country and the implications for your | 
business The service also includes Global Outlook. This is 
Eo | published every three months and contains a detailed | 
> formulate a realistic business strategy based on analysis of the world economy over the next five years. 
reliable and consistent macroeconomic forecasts ; | 
for the world's most important economies The countries covered are listed below, if you would 
like to order, simply tick the countries you require | 
assess the operating climate for your business and and send this page, complete with your name and 
the feasibility of investing in Keyt — address to the address below. | 
COUNTRIES [1 Portugal Middle East 5 Chile ü India | 
- Western © Spain O Algeria C Colombia 3 Indonesia | 
- Europe O Sweden D Egypt O Ecuador C] Japan | 
O Austria n Switzerland | . A D Saudi Arabia NE Mexico | | H Malaysia | 
o Belgium o West Germany | CO Turkey — (3 Peru C Pakistan 
C] Denmark O Regional Overview r3 Iran O Venezuela | O Singapore | 
B Finlan d D Iraq CJ Regional Overview O South Korea 
o | D Regional Overview — (1 Sri Lanka | 
North America Asia Pacific O Taiwan 
Latin America C1 Australia O Thailand — | 
O Netherlands O Canada © Argentina D China neg oven 
: CJ United States [1 Brazil (d Hong Kong 
: Number of | 
\ ive scale of discount is Countries x 2 3 4 5. 6 7 8 9 10 


ipplicable to the number of £ 540 740 940 1,130 1,320 1,500 1,670 1,830 1,990 
countries you chose, please use USS 550 930 1,290 1,650 2,000 2,350 2,680 3,000 3,300 3,600 


All prices are for a year's subscription (4 issues) and include first class postage. 
your subscription rate. Full details of our quantity discount structure are available on request. 





Cl | enclose a cheque for £/US$ . 





. payable to 


The Economist Intelligence Unit Limited. . 
Cl Please charge £/US$ cs TO MY American Express/Visa 












Signature . Expiry Date — 











⸗ 


1 Please invoice me O Please send me further details. 





l nom ^ iol pel ee Service — 915 Park Avenue South : Business | 
— 40 Duke Street, London W1A 1DW ree Yoni NY TOONS B Infernational } 
telligenc ] ce U nit "Telephone: 44-1-493-6711 —— 5n —— CLONAL BUSINESS —— 


J f amnes 44-1-499-9767 Telex: 266353 EWG Facsimile: 1 212 995 8837 





The Buthelezi 
factor 


^ 
FROM OUR SOUTH AFRICA CORRESPONDENT 


IN THE north-eastern 
province of Natal Mr 
Mandela's release — has 
blown up the embers of 
hostility between the 
Inkatha movement and 
those who favour the Afri- 
can National Congress. In 
48 hours some 50 people died in street fight- 
ing between black gangs around the cities of 
Durban and Pietermaritzburg. In one vil- 
lage, Mpumalanga, some 20 people were 
killed, as members of Inkatha decided to sus- 
pend an uneasy ceasefire and "defend them- 
selves heavily". There has been a recurrence 

the horrible "necklace" murders used by 
pro-ANC rebels during the township revolt 
of 1984-86. 

Perhaps Inkatha is determined to stake 
its claim to a negotiating role. Or perhaps 
pro-ANC hot-heads, reckoning that victory is 
near, have seized the chance of revenge 
upon those whom they regard as political 
puppets of the government. Mr Mandela 
wants none of this. He has carefully, twice, 
called for tolerance and an end to interne- 
cine war among black people. And he has 
taken pains to say of Mr Mangosuthu 
Buthelezi, the leader of Inkatha and chief 
minister of the KwaZulu “homeland”: “He 
has a following and it seems to me correct to 
try to settle problems . . . amicably.” 

Mr Mandela has called on the leaders of 
both factions to "revive the peace initiative 
and end the scourge on our proud history." 
That matches a letter he wrote to Mr 
Buthelezi from jail, recalling that the ANC 

id Inkatha once enjoyed cordial relations, 

id calling for black unity. Mr Buthelezi 
uses this letter to ward off criticism from the 
ANC and its friends. 

Inkatha is strongest in Natal, and that is 
where the rival organisations have been 
fighting it out (while Indian residents have 
been trapped between rival black armed 
gangs). The province was once Zulu land, 
and much of the fighting is between Zulus of 
rival political persuasions. Nevertheless Mr 
Buthelezi, a member of a Zulu royal clan, 
claims leadership there partly because of 
that, and past governments have done busi- 
ness with him on that basis. Some Zulus, 
moreover, complain that the ANC's leader- 
ship is heavily weighted with Xhosas, whose 
language is more widely spoken than any 
other in South Africa—and Mr Mandela 
comes from a Xhosa royal clan. The burden 
of African tribalism, increased by the weight 
of apartheid legislation, has divided black 
from black and region from region. 

Inkatha and the ANC were once frater- 





THE ECONOMIST FEBRUARY 17 1990 


wn! * 
Ea. 





— 





nal organisations, and still share the same 
colours of black, green and gold. Their poli- 
cies diverge on such big issues as armed 
struggle and nationalisation: Inkatha is 
against them, and has enraged the ANC by 
arguing against economic sanctions. But 
both organisations advocate one person, 
one vote, and oppose racial discrimination. 
When he established Inkatha in 1975, Mr 
Buthelezi had the ANC's blessing. 

Each side gives a different version of the 
later quarrel. Mr Oscar Dhlomo, Inkatha's 
secretary-general, contends that the ANC 
tried to hijack the organisation for its own 
ends, under the influence of "non-national- 
ist" elements (presumably Communists). 
When Inkatha insisted that it was “no 
body's bag carrier", says Mr Dhlomo, Mr 
Buthelezi was called a stooge. 

The ANC tells a different story. It argues 
that, while the ANC was banned, Mr 
Buthelezi could have used his legal space 
within the system to build a mass organisa- 
tion to fight for a united, non-racial and 
democratic South Africa. Instead, according 
to the ANC's president, Mr Oliver Tambo, 
Mr Buthelezi established Inkatha as a per- 
sonal power base, and “dressed Inkatha in 
the clothes of the ANC" to exploit the older 
body's support. 

Trouble began soon after 1979. The 
physical fighting began in November 1983, 
when five students were killed by Inkatha 
fighters (they use the Zulu word impis) at the 
University of Zululand. By 1987 the Con- 
gress of South African Trade Unions had 
come out in support of the ANC side, and the 
struggle for Natal got fiercer. More than 
2,500 people have since died. 

Yet throughout those troubled times 
Mr Buthelezi, although called a stooge by 
the ANC's friends, refused to negotiate with 
the government, or to be tempted into high 





Nothing tribal, says Buthelezi 
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Td office, until and unless Mr Mandela 
was freed. Now he is ready to negotiate with - | 
the white government in tandem with the 
ANC or, if necessary, alone. "We've got our 
organisation and I don't see why we Should | 
sit around waiting for them," he says. 
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AFTER being outvoted 48 
to one on sanctions at the 
Commonwealth 
ence last October, Mrs. 
Thatcher is on her unapol- 
ogetic own again. President 
Bush said on February l h 
that American sanctions 
could not be lifted until South Africa meets 
the conditions set out in America’s Com 
prehensive Anti-Apartheid Act. They in- 
clude ending the state of emergency and re- 
pealing apartheid legislation. Mrs Thatcher 
thinks South Africa has already earned 
some relief. In the House of Commons a 
loyal Foreign Office minister called on the 
world to help President F.W. de Klerk be- — 
fore a right-wing backlash sweeps him from 
power. F. 
Britain is lifting its voluntary ban on 
new investment and will henceforth encour- 
age, rather than discourage, academic, cul- 
tural and scientific contacts with South Af- 
rica. Mrs Thatcher would like the European 
Community to match these concessio : 
while leaving the bulk of sanctions in place 
for the time being. E 

She is not likely to get her way. HM lar 
has postponed a new law that would H 
banned new investment by Dutch firm ns; 
and Community foreign ministers have 
agreed to discuss sanctions when they m 
in : Dublin on February 20th. But Mr 
Marin Gonzalez, the commissioner resp on 
sible for developing countries, rules out am 
relaxation while apartheid remains. 

It is easy to exaggerate the economic im- 
pact of sanctions. Less than 196 of the 
munity's imports from South Africa are cov. 
ered under the existing sanctions regim i 
imports from South Africa rose by more 
than a third between 1985 and 1988. But by » 
the same token, few companies that had le 
South Africa will be encouraged to go b ack 
by the removal of Britain’s voluntary bangi 
new investment. 

That is why, for all the fuss over s 
tions, the markets paid much more atten- 
tion to Mr Mandela. The news was He 
reaffirmed his belief in armed struggle : and 
the nationalisation of his country's — n- 
dustries, including the mines. 
had expected a purr took fright at this 
growl: prices reversed last week's 
gains and the financial rand took a tumb e 
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Brazilians 
Thriving i in exile 


FROM A CORRESPONDENT IN SAO PAULO 


ERE in the world would you see an 
V Y old Japanese beggar-woman get a tip 
from a prosperous black man? The only pos- 
‘ible e answer is in Brazil, just under 1% of 
whose 140m people are of Japanese stock, 
for ming the largest group of Japanese out- 
ree itself. Few of them need to beg for 


P The first Japanese to settle in Brazil, in 
. 1908, were peasants imported as labourers 
nd share-croppers for the coffee planta- 
tions of the southern state of Sao Paulo. 
da y were soon turning unused land into 
xarket-gardens, and their main business is 
till the growing of fruit and vegetables for 
= huge city of Sao Paulo, which is there- 
far better provided with greenstuffs 
ha n Rio de Janeiro and other cities farther 
J keep themselves to 
hemselves. They are the butt of jokes about 
sir accents and their alleged sexual prow- 
3 E. never the target of the police harass- 
mer * that afflicts black people in southern 
Brazil. Their hardest times were during the 
second world war, when their tight-knit 
* mmunities were dispersed and their cere- 
monies and social gatherings banned; the 
post-1945 result was a split between one fac- 
t o. n which admitted that Japan had lost the 
r, and another which insisted it had won. 
- With solid block votes to deliver, and 
A nerous campaign funds, Japanese do well 
n n politics, and tend to get re- 
p ected. Mr Shigeaki Ueki was minister of 
mines and energy in the military govern- 
ment of 1979-85, and Mr Seigo Tsuzuki is 
mini ster of health in the present one. Mr 
Tsuzuki, though, is untypical in one impor- 
tant way: he married outside the Japanese 
clan, whereas most Japanese families keep 
ph old customs and prejudices and tend 
» loc k down even on those who marry Japa- 
e from Okinawa. 
T F One of Brazil's 20 largest companies is 
ke ntifiably Japanese. The Co-operativa 
icola de Cotia (CAC), named after a 
town in Sao Paulo state, was founded 
ranker gardeners i in 1927. Today it has 
sales of $800m and 17,000 members, 
mos t of them smallholders, in 15 Brazilian 
| > es. By no means all of them are nisei and 
sei—second- and third-generation mi- 
rants from Japan—but the co-operative 
works in a thoroughly Japanese way, cau- 
keen on technology and logic. 
= The company exports about $30m- 
vor th a year of traditional Brazilian crops 
such as coffee, soya and cotton. Mr Mitsuro 
Yanaze, who runs its agribusiness opera- 
tions, says the aim now is to sell smallhold- 
er *' high-quality, high-value crops—frozen 
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— Rage artichokes, for a 


start—in Japan and mainland Europe, 
where even the French have grown keen on 

high-quality frozen vegetables. CAC plans to 
spend $90m over two years on freezer 
plants. If the European venture works CAC 
may move into the much larger United 
States market. 

The first Japanese who came to Brazil 
started as migrants usually do, intending to 
make a pile and go home. Most were disap- 
pointed. It was to escape the bondage of 
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kA od — labour that 
they formed companies like CAC. Now, with 
Brazilian inflation at 1,700% and rising, it is 
getting hard to book a flight from Sao Paulo 
to Tokyo. Foreigners are not free to take 
jobs in the tight Japanesé labour market; but 
the Brazilian nisei and sansei do not look 
foreign. The Japanese consulate reckons 
that as many as 50,000 Brazilian citizens are 
doing tough and dirty jobs in Japan, and 
earning Japanese wages. They hope to make 
a pile, and go home to Brazil. 





Israel 


sharon jumps ship 


FROM OUR ISRAEL CORRESPONDENT 


ONVENTIONAL tactics have never 
been the hallmark of General Ariel 
Sharon. As Israel's trade minister, he still 
enjoys planning the occasional ambush. On 
February 12th the former general was in 
trouble. The members of the Central Com- 
mittee of the Likud party were going to be 
asked for a vote of confidence in Mr Yitzhak 
Shamir, the party leader and prime minister. 
If they were to give it—and pre-meeting 
arithmetic suggested they would—it would 
be a blow against Mr Sharon, who has been 
telling fellow-Israelis that the gritty Mr 
Shamir is too soft on the Palestinians. How 
to stave off the inevitable defeat? 

Answer: spring a surprise, rough the 
place up and say that you have won even if 
you have lost. 

First, the surprise. Mr Sharon is the 
Central Committee’s chairman, which 
meant that he could speak first at the meet- 
ing. He promptly announced that he was re- 
signing from the government in protest at 
its failure to end the Palestinian uprising, 
the intifada 

Next, roughing the place 
up. After Mr Sharon's 
speech a flummoxed Mr 
Shamir, who had clearly had 
no inkling of his colleague's 
plan to resign, read out a pre- 
pared speech of unusual dull- 
ness. When he had finished, 
he asked for a vote of confi- 
dence in his policies—in- 
cluding the controversial 
proposal to let Palestinians 
elect peace negotiators from 
the West Bank and Gaza. As 
delegates started to raise 
their hands, Mr Sharon 
grabbed hold of a separate 
microphone and started 
shouting out his own ques- 
tions, such as: "Who is for 
the elimination of terror?" 

Lastly: claim victory. De- 


spite the pandemonium 


among the 3,000 Likud delegates, it seemed 
clear that most of the raised hands were in 
the air because their owners thought thi 
were voting for Mr Shamir. Mr Shamir said 
so, and left, along with several other minis- 
ters. Mr Sharon stayed behind, telling the 
bemused audience that his own policies had 
triumphed. 

Not so, in all likelihood. When the dust 
settled it was Mr Sharon who looked iso- 
lated. Mr Shamir’s speech had sounded 
tough on peace with the Palestinians. He 
said Palestinian residents of East Jerusalem 
would have no role in the West Bank elec- 
tions, but said nothing about whether he 
was willing to include in any pre-election 
talks former West Bank residents who had 
been deported by Israel. So while he did 
nothing to propel the peace process for- 
ward, he did nothing to hinder it. It was Mr 
Shamir at his equivocating best. 

In Israeli politics ideology and personal- 
ity get mixed up in complicated ways. Mr 
Shamir opposes giving up land and the cre- 
ation of an independent Palestine, b 
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ants to avoid international pressure : 
confrontation, especially with America. Mr 
Shamir’s proposal for a Palestinian election 
'emains half-hearted, ambiguous and proba- 
oly has little chance of succeeding; but he is 
resolutely committed to it nevertheless. 

_ Mr Sharon and his fellow-hawks in the 
Likud are no less fervent believers in 
Jreater Israel and no less opposed to the 
"alestine Liberation Organisation. But Mr 
haron, who invaded Lebanon in 1982, be- 
ieves in dramatic solutions. He has been 
rging Mr Shamir to "liquidate" the 
intifada since it began in December 1987. 
Juite how he would achieve this has always 
been unclear, although presumably it would 
ost more than the tally so far of 700 Pal- 

tinian dead. Arabs tend to take seriously 
is repeated claim that Jordan is the true 
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ncestral voices 


 [SRAEL's foreign minister is smitten. 
A “We are at the beginning of a love 
‘story Israel and Czechoslo- 
vakia,” declared Mr Moshe Arens in 
Prague on February 8th, the day before 
full diplomatic relations were restored be- 
tween the two countries. The romance is 
not confined to Czechoslovakia. It is bud- 
ing and blooming all over Eastern Eu- 
rope. New faces in new governments have 
replaced the regimes that broke off rela- 
tions with Israel after its 1967 war. 
The Palestinians rue their mistakes: 
“We bet on the regimes and not on the 
people" confesses Mr Radwan Abu 
Ayyash, head of the Palestinian journal- 
ists’ association in East Jerusalem. The 
a "alestine Liberation Organisation has 
been thrown a few sops: an embassy in 
Moscow, for example, and continued ex- 
pressions of support for self-determina- 
tion. Mr Vaclav Havel, Czechoslovakia's 
peaceable president, has told a rLo delega- 
tion he would like to mediate between Pal- 
estinians and Israelis. 
-. The Soviet Union has long wanted to 
be accepted into the great-power game of 
negotiating peace in the Middle East. The 
aelis, once frosty, now sound warmer. 
They want to speed up the aliya of Soviet 
Jews, their “ascent” to the Jewish home- 
land. The two countries now have an indi- 
rect means of diplomacy, and visits have 
been paid to Moscow by Israel's agricul- 
ure minister, Mr Avraham Katz-Oz, and 
the more redoubtable science minister, 
r Ezer Weizman. Not to be outdone, 
would-be-independent Estonia and Geor- 
gia have sent cultural delegations on re- 
i ince to Israel. 
. The list of ex-communist nations ex- 
changing am rs with Israel is get- 
ting longer. Hungary was first, last Sep- 
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Palestine, and fear mass expulsions from the 
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West Bank if he gets his way. 

The Likud’s disorders have astonished 
Israelis, and no doubt perplexed the Israel- 
watchers in the American State Depart- 
ment. But they will not necessarily have 
wider implications. The next stage in the 
peace process, a three-sided meeting be- 
tween the foreign ministers of Israel, Egypt 
and the United States, may still take place if 
it turns out that, despite the unseemly 
screaming on the podium, Mr Shamir did 
win a vote of confidence from his party. 
Without Mr Sharon in his cabinet, life for 
Mr Shamir will be easier. 

After the Central Committee meeting, 
the prime minister's first move was to try to 
win over Mr David Levy, another leading 
Likud hawk and Mr Sharon's erstwhile ally. 


tember, and was soon followed by 
Czechoslovakia. Poland will be next. The 
East Europeans envy Israeli agricultural 
expertise, and look forward to expanding 
trade. Here Poland leads the field: in the 
first nine months of 1989 it imported only 





Europe? I was born there 


$16.8m of goods from Israel, but that 
compares with $1.5m for the same period 
in 1988. Yet diplomatic relations mean 
more than increased trade; they symbolise 
a renunciation of the past and a leaning 
towards the West—not to mention look- 
ing good in America. 

Germany never had diplomatic 
relations with Israel to cut off. Although 
Mr Erich Honecker promised in June 
1988 that “the first socialist state on Ger- 
man soil" was ready “in principle" to pay 
$100m to the Jewish Claims Conference, 
East Germany has never explicitly ac- 
cepted any responsibility for Hitler's 
crimes. It argued that it had no guilt to 
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Mr Levy, for his part, tried to persuade Mr 
Shamir to have Mr Sharon back. Members 
of the Labour half of the “national unity” 
coalition had anxiously awaited the out- 
come of the Likud meeting. But it failed to 
provide them with the peace-blocking ex- 
cuse some of them wanted in order to march 
out of the government. So long as the peace 
process was still alive, Labour leaders ar- 
gued, there was no reason to leave the safe 
haven of unity for the choppy waters of mi- 
nority government—or a new election. 

So what had Mr Sharon gained? Atten- 
tion, for a start. After stalking off to his farm 
in the Negev desert, he went on television 
on February 14th to announce that he 
wanted to be Israel's prime minister. My, 
what a surprise. 





atone for; its strong "anti-fascist" line was 
enough. The new prime minister, Mr 
Hans Modrow, has now recognised "the 
responsibility of the whole German peo- 
ple for the past”. The sum of $500m has 
been mentioned as likely to be paid to vic- 
tims of the Nazis. (West Germany has 
over the years paid reparations of $37 bil- 
lion to individual Jews and to the Israeli 
government.) Nobody knows where the 
East Germans will get the dollars. 

Soon there may be no East Germany 
to open diplomatic relations with anyway. 
Tens of thousands of Israelis have con- 
centration-camp serial numbers tattooed 
on their bodies, and many more are 
alarmed at the thought of a united Ger- 
many. The prime minister, Mr Yitzhak 
Shamir, whose entire family perished in 
the Holocaust, has said the future of Ger- 
many is "a most grave problem". His for- 
eign minister now concedes that nothing 
can be done to prevent the inevitable, and 
that Israel will want good relations with a 
new Germany. Mr Shamir has allowed 
emotion to get the better of diplomacy be- 
fore. Polish-born, he announced that 
Poles "suck in anti-semitism with their 
mothers' milk". He later added, "perhaps 
not all Poles". 

Until last year, Ceausescu's Romania 
was the only East European country to 
have diplomatic relations with Israel. Is- 
raeli officials defended the link as a way of 
protecting Romanian Jews, and keeping 
open a narrow channel of communication 
with Moscow. Yugoslavia argues that it 
broke off links because of Israel's post- 
1967 occupation of the West Bank and 
Gaza. The Yugoslavs are prepared to 
trade, but decline to reopen their embassy 
in Israel. Bulgaria has expressed no desire 
to patch up relations. Still, one Israeli 
channel of communication to that coun- 
try is Mrs Shamir, who visited her native 
land in 1986 and 1988. 
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Ready, steady, Germany 


FROM OUR BONN CORRESPONDENT 


ITH the countdown to German unity suddenly getting close to blast-off, the East 

German prime minister, Mr Hans Modrow, turned up in Bonn on February | I 3th and 

14th for a largely irrelevant visit. The West German government did not hide its conviction 

that Mr Modrow, dcus head of an interim government, is unable to do what is needed 
to stop the flood of near! y 3,000 East Germans a day who emigrate to the West. 

Under pressure from the inflow the West German chancellor, Mr Helmut Kohl, has 


drastically revised his timetable. Gone is his talk of last November about an inter-Germ: 





att 


"contractual community" and “confederative structures" on the way to unity some fairly 
distant day. Now he can hardly wait for East Germany's first free election on March 18th and 
| new government with which to do urgent business. Here, subject to further foreshortening, 


l s48 the latest schedule doing the rounds in Bonn. 


lc .. Very soon after March 18th the West 

Germans believe the new East Ger- 
man parliament will vote for unity. Most 
East German parties already say they favour 
unity, though they differ on how to achieve 
it. One way would simply be for East Ger- 
many to declare it was joining the Federal 
Republic—a step possible under Article 23 


of the West German constitution. All provi- 


sions of that constitution would then auto- 
matically apply in the East. That course 


.. would be the quickest and may well turn out 
to be the most realistic, though to some East 


Germans it looks too like unconditional 
capitulation to the big brother next door. 
2. When the two German governments 
have agreed on the road to unity, they 
will put their plan to the four wartime al- 
lies—America, Russia, Britain and France. 
Aim: an accord between the six before the 


.. autumn in which the allies will give up their 
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residual rights over Germany and which will 
settle matters like the Oder-Neisse line as a 
united Germany's eastern border with Po- 
land. The West Germans are keen to stress 





that the Germanies must be subject, not ob- 


ject, in all this—hence their promotion of a 
"two plus four" formula, not ' 
two”. ` 
3.  Trickiest point: alliance membership. 
The West Germans say a united Ger- 
many could be in NATO but that NATO forces 
would not be deployed in what is now East 
Germany. The Russians would prefer a 
united Germany to be neutral. 
4. The accord by “the six” would be pre- 
sented before the end of the year to 
the 35-nation Conference on Security and 
Co-operation in Europe. Acknowl edgment, 
West Germans claim, would be enough— 
not formal approval in.a treaty which would 
lengthen, maybe upset, the process. 
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German taxpayers will for a whi 


‘four plus . foot.a lot of extra bills, no 








5, That schedule means German 
could be settled by Christm 
Bundesstaat Deutschland (Federal $ 
Germany) or—as some prefer—a Ri 
Deutschland could take a single seat 
United Nations and (albeit with lo 
tails to settle) become a single membe: 
European Community. 
6. The West German general 
— for D oe ule 


































united Germany; but since Ea 











Churchill was in Britain after 1945. " 
7. Berlin would become the capi 
spite squawks from c critics who: 






































man — sitting in the Rei 18 
Bonn, the present little capital, will get son 
consolation prizes, maybe "including 
Bundesrat, the second chamber of the fe 
eral parliament, which consists of repr 
— of the federal states. 
. While the politicians talk, the 
. Germanies will be forming an 
nomic and monetary union. It will start 
shock therapy—the replacement of thi 
ble Ostmark by the D-mark overnigl 
(which night has not been decided yet, 
will probably come within a few weeks 
sult: a greater upheaval, quite possibly, 
than the currency reform in the western 
a — in 1948. 
East Germany will be tossed: it 
market economy. Among mai 
it will need to free its state-controlled 
and chop more subsidies, and set 
tal market and banking system 
West German banks have alreac 
offices in the East but can't do muel 
giving. advice until the laws change: 
10. The Bundesbank will take ov 
tral banker for all-Germany, 


Germany's. social-security. 
reckon with a jump in East Germ 
ployment from below 100,000 to aro 
as uncompetitive firms shed l 
money to pay for all this, at least: 
have to come from West German 
11. A crash programme will be 

refit or replace East Germany 
tive nuclear-power plants to suit 
safety-conscious West Germans. 
will be all the trickier because the 
over-dependence on brown coal 
primary energy consumption) need: 
to help clean up East German ait | 














among the world’s filthiest. To avoid black- 
uts a lot more West German power may 
need to be transmitted to the East. 
12. Hundreds of thousands of blackened, 
= tottering buildings badly need doing 
up. In Leipzig, for instance, more than 4096 
of the houses were built before 1918, and 
Yost look as though they have not had a re- 
pa since. 
|3. East Germany's telephone system is so 
antiquated it is easier to make a call 
from West Germany to Durban than to 
Dresden. West German engineers are al- 
helping with equipment and know- 
10w, so that by the end of the year the sys- 
em will be able to carry at least double the 
current volume of inter-German traffic. 
ven then connections will still be poor. 
4. Nobody can give an exact figure, but 
. the cost of shaking out and renewing 
ast Germany is bound to run into hun- 
reds of billions of D-marks. Even assuming 
y riy ate investment will play the biggest role 
likely once a market economy is in place), 
e public purse will be squeezed hard. The 
pposition Social Democrats in Bonn al- 
eady urge higher taxes on the well-off and 
uts in the defence budget to help raise the 
joney. The government hedges, saying 
“can’t be had for nothing". 
5. Pate over the hump, though, the re- 
wards will outweigh the drawbacks. A 
initec Germany will be an economic power- 
house in central Europe, helping generate 
dbi for its partners in the West 
hi expanding its role in eastern markets. 
it the Bundesbank faces its trickiest-ever 
t " in trying to keep prices down to levels 
e inflation-sensitive Germans hold accept- 
hs without stifling the boom. 
How long will it take to bring East 
Germany close to West German lev- 
s! Sceptics talk of at least a decade; opti- 
mis t: s, recalling the can-do spirit of the West 
Jerman “economic miracle” years, think it 
night be managed in five. They reckon that, 
given quick reform, at least 100,000 new 
rms may be set up in East Germany in this 
rear alone. At that pace unemployment 
should not be a problem for long. 
17. On the lighter side, East German foot- 
— ball clubs will soon be battling in an 
| il- German league, though on current show- 
ng they will not be bringing much new tal- 
pe 'o the national team. Stand by, though, 
i hear the German national anthem played 
in reac omely often when the winners mount 
€ rostrum at the next Olympic games. 
8. ihe best of the East German political 
. cabarets will put fire under their 
odgier western counterparts—unless, of 
* the collapse of communism dulls 
stern wit sharpened by adversity. It will be 
orth keeping an ear open for excellent East 
orchestras like the Dresdner 
taatskapelle, which will vie more fiercely 
Fr “international concert and recording 
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gc s and statisticians will be 
. The new maps will not just show 
no inter-German border; there will be 
name-changes too (for instance, Karl-Marx- 
Stadt back to Chemnitz). The new statistics 
will have to show the GNr, inflation, foreign 
trade of one Germany, not two. 
20. More broadly, the Germans are going 
to be much more occupied with Ger- 
many. Despite long access to western televi- 
sion, many of the East Germans flooding 
west seem as dumbfounded as if they had ar- 
rived on another planet. West Germans are 
now rushing to book trips to the Germany 
many of them have never seen. 

West Germany's often controversial for- 
eign minister, Mr Hans-Dietrich Genscher, 
is surely right to claim that, now the barriers 
have come down, "nothing again will be as it 
was—in West Germany, or East Germany 
or in the rest of Europe.” 











Sweden 
Blue-eyed 
disappointment 


FROM OUR NORDIC CORRESPONDENT 


HE Sweden so many hopeful East Euro- 

peans think of as the model for a kinder, 
gentler socialism is coming apart at the 
seams. On Thursday the government of Mr 
Ingvar Carlsson was facing a parliamentary 
defeat, and the collapse of his government. 
His Social Democrats have dominated 
Swedish politics for almost 50 years. In the 
1988 election they won 43.296 of the vote, 
and 156 of the 349 seats in parliament 
(where they depended on the 21 Commu- 
nists to keep them in office). The opinion 
polls now put their support at about 3596. 





Still attracted by the Swedish model? 








PY v 
What has gone wrong? 

Sweden's prosperity of the 1950s and 
1960s was sustained by a consensus on la- 
bour relations and pay. What is left of that 
system now delivers strikes and inflation 
(between 1956 and 1970, industrial unrest 
lost Sweden an average of 54,000 working 
days a year; between 1985 and 1988, the av- 
erage was 503,000). A dispute has closed all 
the banks for the past three weeks, so people 
have run out of cash. Schools were closed by 
strikes at the end of last year. Local-govern- 
ment services have been disrupted this 
year—and the industrial unions have not 
yet made their 1990 bids. 

The government found itself facing not 
only strikes but also a slide into current-ac- 
count deficit. Rapid wage rises—among the 
large industrial countries only Britain has it 
as bad with wages—have eliminated the 
competitive advantage gained in 1982 by a 
1696 devaluation of the krona. Mr Carlsson 
and his colleagues panicked. On February 
8th they united all their political rivals by 
proposing a two-year ban on strikes, with 
hefty fines for workers who failed to toe the 
line. The ban was intended to reinforce a 
proposed freeze on wages, prices, dividends, 
rents and local-government income taxes. 
The freeze was unexpected enough; the 
strike ban was a political disaster, because it 
challenged what Swedes (not to mention 
Poles) regard as a basic right. 

The government, arguing that its pur- 
pose was to provide a two-year cooling-off 
period during which a more satisfactory sys- 
tem of wage bargaining could be worked 
out, seemed surprised to have caused so 
much offence. It withdrew the proposal on 
February 12th. But the change of mind did 
not even win over the Communists, whose 
main support is among militant trade union- 
ists, and who could not stomach the ten- 
dency towards democratic centralism im- 
plicit in the government's proposals. 

The upset is more than a passing politi- 
cal miscalculation. Constitutional changes 
in 1974 abolished the upper house of parlia- 
ment and brought in three-yearly elections 
which, since then, have produced only one, 
short-lived, majority government. Minority 
governments have proved easy prey for pow- 
erful pressure groups. And over the same pe- 
riod the economy has switched from a high- 
growth to a low-growth path. In the 1980s 
the average annual increase in GDP was 
1.996, and almost all of that increase was ab- 
sorbed by higher taxes, which now take 5696 
of Gpp. The wage-bargaining system ran into 
trouble because the bargainers had nothing 
to distribute but inflation. 

Swedish workers were once the best 
paid in Europe; no more. A study by the 
Swedish Employers' Association this month 
calculated that, measured by the goods and 
services they can buy, the Swedes' real dis- 
posable income ranks 14th in the OECD, and 
below all the countries of the European 
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Community except Spain, Portugal, Greece 
and Ireland. 

The comparison is deceptive; what 
Swedish workers do not get in their pay 
packets they get in gpod social services. Swe- 
den is still a rich country and, unlike almost 
any other in Western Europe, only about 
1.596 of its labour force is unemployed. But 
that is part of the macroeconomic trouble. 
The overheated labour market is a main rea- 
son for wage inflation, labour unrest and the 
current-account deficit. The government's 
critics point out that a wage freeze that is not 
backed by a fiscal squeeze, and thus by more 
unemployment, would tend to increase the 
demand for labour, and thus make the un- 
derlying problem worse. 





Soviet Union 


^ one-man show 


— pera GORBACHEV has a grand 
vision of the future Soviet Union as a 
“humane, democratic” society. Equally 
grand is to be his own role in achieving it. 
According to the draft party platform that 
caused such a storm last week in the Krem- 
lin, he wants new powers for the Soviet pres- 
ident (himself) and plans a radical shake-up 
of the Soviet Communist party he leads. 

Mr Gorbachev failed on February 14th 
to cajole the Supreme Soviet into calling an 
early session of the full Soviet parliament, 
the Congress of People’s Deputies, to elect 
the new, more powerful president (presum- 
ably, once again, Mr Gorbachev). The depu- 
ties wanted more time for discussion first. 
Nobody has much idea of what his new pow- 
ers will be. Some Russians are already mut- 
tering darkly that what Mr Gorbachev has 
in mind is not democracy but a personal dic- 

torship. It is an exaggeration that, at least 
ivr the time being, may be close to the truth. 

Mr Gorbachev is trying to destroy what 
he calls the "authoritarian-bureaucratic"' 
system, whereby for 70 years the Commu- 
nist party has claimed the right to take every 
important decision and most unimportant 
ones too. He proposes ending its monopoly 
of power by eventually allowing competition 
from other parties, and transferring many of 
its responsibilities, particularly for the econ- 
omy, to the state. Power in the state hierar- 
chy will devolve from the centre to the re- 
publics, with an enhanced role and greater 
economic independence for local councils. 
A “self-governing” society, says Mr Gorba- 
chev, not a party-governed one. 

But a lot of the power he takes from the 
party will go to himself as president. His 
aides hint that the new president should 
have the right to declare a state of emer- 
gency. Speedier action from Moscow, they 
say, might have helped quell the violence in 
Azerbaijan before it became an uprising. 
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Other powers might include the right not 
just to appoint ministers, including the 
prime minister (which he already has, sub- 
ject to parliamentarv veto), but to fire them. 
His aides talk blithely of a presidential sys- 
tem along French or American lines. If he 
adopts the French model, that would give 
him the power to dissolve parliament, too. 

Parliament also has to decide what 
checks to place on the president. Mr Gorba- 
chev is about to duck a useful one by having 
himself voted in by the Communist-domi- 
nated parliament, instead of standing for di- 
rect election. The voters may get their say 
next time. 

How much leeway the new president 
will really have will depend on how far- 
reaching the reform of the party turns out to 
be. If Mr Gorbachev's plans get past the 
Communists' congress in the summer, the 
party will have a president, rather than a 
general secretary, and the present Politburo 
will be diluted by the addition of all the re- 
publican party bosses and renamed the 
Praesidium. The really big change, though, 
will be the direct election of the policy-mak- 
ing Central Committee. 

Until now, party bosses have kept a 
tight grip on power through a system of pa- 
tronage that allows the higher-ups to choose 
the officials who serve below them. Under 
the Gorbachev scheme, the Central Com- 
mittee will in future be elected by ordinary 
party members. That, plus the licence for 
different groups within the party to put for- 


Soviet local elections 


The seeds of democracy 


Over the next month, most of the Soviet Union's republics are due to elect 
i elections since the 1917 revolution. 
our republics due to vote on February 
5th. First, a special correspondent reports from Lithuania 


new parliaments, in 


e most opes 
Here we review the contests in the f 


24th or 
PAAS election on February 24th 


revolves around one issue: indepen- 
dence. However, since the roughly 80% of 
the voters who are of Lithuanian origin will 
reject any candidate who openly opposes in- 
dependence, there is a curious lack of real 
debate. This is despite the fact that the Lith- 
uanian parliament abolished the leading 
role of the Communist party at the end of 
last year, making this the Soviet Union's 
first officially multi-party election. 

So the battle is mainly a matter of tacti- 
cal nuance—relative daring against relative 
caution in dealing with Moscow—and over 
personalities. A few months ago it was ex- 
pected that the Lithuanian nationalist 
movement, Sajudis, would sweep to victory 
over the Communist candidates, as it did in 
last year's election to the Congress of Peo- 
ple's Deputies in Moscow. But by breaking 
away from the Soviet Communist party the 








At a crossroads 


ward their own platforms, will end the “bar- 
rack-room” discipline that has enabled the - 
party to guard its power for so long. à 

By forcing the party to democratise itself 
and operate within a more democratic po- 
litical system, Mr Gorbachev may well be 
trying to throw even more weight on to the 
role of state president. For now, he told mi: ne 
ers before last week's Central Committee - 
meeting, the jobs of party boss and state - 
boss still need to be combined in one per- - 
son. But eventually they will be separated. - 
No doubt which Mr Gorbachev will 
choose—so long as the voters will have him. — 
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Lithuanian Communists have recovered a 
measure of popularity. In particular, the 
party boss, Mr Algirdas Brazauskas, has be- 
come a local hero for standing up to i ense 
pressure from Moscow. t^ 

The election is not a clear-cut contest 
between Sajudis and the Communists. O 
the more than 500 candidates for the 14; 
seats in Lithuania's parliament, 35 are Com 
munists standing with Sajudis support. Th 








EUROPE 


local Sajudis committees that selected candi- 
dates generally picked those with the best 
nationalist credentials, irrespective of party. 
Several Social Democrats, Christian Demo- 
crats, Greens and members of smaller 
groups are also standing for Sajudis. AL 
though some leaders of Sajudis would like it 
to become a permanent political party, most 
expect it to fade away after independence, to 
be replaced by broadly Christian Demo- 
cratic and Social Democratic groups. 

Open Communist opponents of inde- 
pendence have had to split away from the 
Lithuanian Communist party. They have 
stayed with the pan-Soviet party and are re- 
lying on support from the Russian, Belorus- 
sian and Polish minorities who together 
make up around 2096 of the Lithuanian 
population. Vilnius, the capital, used to 
have a Polish majority—indeed, Poland 
held the city between 1920 and 1939. 

Despite appeals from Solidarity in Po- 
land to support Lithuanian independence, 
local Poles worried about their rights have 
been trying to establish an autonomous re- 
gion in areas east of Vilnius where they are 
in a majority. This in turn has caused an up- 
surge of anti-Polish feeling among Lithua- 
nians. But Lithuania's minorities, unlike 
those in the other two Baltic republics, are 
too small to offer serious resistance to the 
independence movement. 

The election (which will run into a sec- 
ond round two weeks later in seats where no 
candidate wins an absolute majority) may 
well produce a government led by Sajudis- 

ed Communists. Sajudis is not anxious 
to provoke Moscow by taking power itself at 
this stage, and it does not want to take 
responsibility for the struggling economy. 
Among the most likely candidates for pre- 
mier is Mrs Kazimiera Prunskiene, at 





Baltic bravado 
58 


present a deputy premier. She has been 
pushing Lithuania's demands for economic 
independence, and has clashed with the re- 
public's current premier, Mr Vytautas 
Sakalauskas, over what many Lithuanians 
see as his excessive caution. 

To satisfy Lithuanians, whoever leads 
the new government will have to move 
faster towards independence. One possible 
step in that direction would be to win the 
allegiance of the legations of the old Lithua- 
nian republic that still exist in London, 
Washington and the Vatican: Britain and 
America have never withdrawn official rec- 
ognition from the pre-war Baltic state. 
Something like an independent Lithuanian 
foreign policy would then be taking shape. If 
such a step preceded agreement between 
Vilnius and Moscow, it could set some nice 
problems for careful western diplomats—if, 
these heady days, such creatures still exist. 


Eyes on Romania 


FROM OUR MOSCOW CORRESPONDENT 


ORE than 1,890 people are standing 

for 380 seats in Moldavia's parlia- 
ment. The near-certain winner is the Molda- 
vian Popular Front. This began as a loose 
cultural organisation, and blossomed last 
summer into the focus of nationalist revival. 
Unlike its Baltic equivalents, though, the 
Moldavian Popular Front has stopped short 
of demanding either full independence or 
unification with Romania, the country with 
which Moldavians share not only a border 
but a language, history and now even a po- 
litical party (the capital, Kishinev, boasts a 
branch of Romania's Peasants' party). 

The Popular Front has endorsed candi- 
dates in all the republic's constituencies. 
(Non-communist groups are not formally al- 
lowed to put up candidates; instead, each 
group publishes a manifesto, individuals 
also publish manifestoes, and the groups en- 
dorse those whose manifestoes are closest to 
theirs.) Since voting is likely to be on ethnic 
lines, and since Moldavians account for two- 
thirds of the population, the front seems 
certain to win control of parliament. 

The main challenge to its claim to repre- 
sent the whole republic will come not from 
the Communist party but from two minor- 
ities. Russian-speakers (1196 of the popula- 
tion) are clustered in industrial cities in the 
east of Moldavia. Their candidates oppose 
the front's demands for more economic au- 
tonomy. So do those of a second minority 
group called the Gagauz, a small tribe which 
is campaigning for its own republic. The 
election has brought these ethnic tensions 
in Moldavia to the surface; last week the 
government outlawed all political activity 
likely to cause inter-ethnic violence. 

Despite a popular leader, the Commu- 
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nist party will be trounced. All the leading 
Communists are standing for office; all but a 
handful are left-overs of the old party ma- 
chine that ran the republic until last year, 
when the leadership was thrown out after 
mass demonstrations organised by the front. 

In this Moldavia illustrates in an ex- 
treme form the near-impossibility of reform- 
ing the Communist party. One of the main 
reasons that Mr Gorbachev wanted the next 
few weeks’ elections to be competitive was! 
get rid of conservative foot-draggers in tl . 
party through a demonstration of popular 
dissatisfaction. This will be demonstrated. 
But Mr Gorbachev does not want to destroy 
the party in the process. His only way of giv- 
ing it credibility is to install local leaders 
with popular support. 

Moldavia's new Communist-party lead- 
er, Mr Petru Luchinsky, is probably the 
most popular republican boss in the coun- 
try. Chosen last year to replace the discred- 
ited Mr Semyon Grossu, who could not 
even speak Moldavian properly, Mr 
Luchinsky has won favour with the Popular 
Front and, last week, addressed the front’s 
biggest election rally, where he was given 
long applause. Even more clearly than in the 
Baltic republics, Moldavia’s Communist 
leaders have retained a shred of popularity 
only by joining the nationalists. 


Blood and guts 


ONVENTIONAL wisdom used to hold 
that Soviet Central Asia was a bastion 

of “Asiatic despotism”: a corrupt elite, run 
on clan lines, ruled over primitive masses. 
Yet in the run-up to the elections on Febru- 
ary 25th in Kirgizia and Tajikistan, debate 
had until this week been about issues such as 
the role of the Communist party, social con- 
ditions, language and the environment. The 
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same as in most other republics in the Soviet 
Union, in fact. Then violence erupted. The 
campaign will now be dominated by the af- 
termath of the riots on February 10th in 
Frunze, capital of Kirgizia, and of the clashes 
between demonstrators and security forces 
in Dushanbe, capital of Tajikistan, which 
have left at least 45 or so people dead. 

The immediate cause of the violence in 
both cities was a rumour that thousands of 
Armenian fugitives from the bloodshed in 
Azerbaijan were to be given accommodation 
ahead of the local population. But this was 
not just another case of Armenian-bashing. 
Islamic consciousness has been rising all 
over Central Asia in recent years, to some 
extent spilling over borders (for example, 
from the Tajiks in Afghanistan). Radio Mos- 
cow has reported that in the troubles in Du- 
shanbe Tajik girls had been raped and 
beaten for failing to wear headscarves or for 
- aving short hair. 





Dushanbe turns deathly 


The latest violence did not come out of 
he blue. A demonstration on February 4th 
in Frunze organised by Ashar, the Kirgizian 
Popular Front, ended violently. The local 
party leadership had refused to meet dem- 
onstrators calling for better housing and 
limits on immigration into the republic. 
Housing is in short supply in Kirgizia, and a 
high birth rate adds to the demand for living 
quarters. Unemployment is also high. 

In Tajikistan there have been protests 
against the number of party apparatchiks 
nominated to stand as candidates. The Tajik 
Central Committee building has been dam- 
aged by fire. A state of emergency has been 
declared and tanks sent on to the streets of 
Dushanbe. But a committee assisted by 
Rastakhiz (Renaissance), the Tajik popular 
front, has started to negotiate with the 
Communist authorities, setting tough 
terms, such as the resignation of the repub- 
lic's party chief and prime minister. The lo- 
- cals seem to be getting the hang of the new 
Soviet politics after all. 
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France 


Wasms 


FROM OUR PARIS CORRESPONDENT 


GE has been hard on three of the “isms” 
that shaped modern French politics— 
Gaullism, socialism and communism. Each 
of them, in its way, is facing a crisis of faith. 
Few Gaullists believe any more what follow- 
ers of General de Caulle, president in 1959- 
69, once stood for: crudely, a go-it-alone for- 
eign policy and a big say for the state in the 
economy. They are now hard to tell apart 
from free-market liberals. All believe in Eu- 
rope, some in a strong American connec- 
tion too. Socialists long ago ditched state 
control and embraced the free market. 
Communists have imported the problems of 
their eastern comrades by sticking to an 
unsellable creed. 

With doctrinal decay has come difficulty 
at the polls. Mr Jacques Chirac, the head of 
the neo-Gaullist Rassemblement pour la 
République, got under 20% of the vote in 
the first round of the presidential election in 
1988. When not running on the coat-tails of 
a popular president, Mr Francois Mit- 
terrand, Socialists also do poorly. In last 
year's European election they scraped 24% 
of the vote. The Communists got under 8%. 

Party traditionalists tend to see this as 
an identity problem, best solved by return- 
ing to roots. This is what Mr Charles Pasqua 
and Mr Philippe Séguin, two Gaullist muti- 
neers, were after in their recent attack on 
Mr Chirac. He, or at least his lieutenants, 
believe that the right's best chance is for the 
neo-Gaullists to team up with the centre- 
right liberals in a new conservative party. 

The idea of a large, liberal-minded con- 
servative party is hateful to Mr Pasqua and 
Mr Séguin. Economic liberalism, they think, 
is too widely shared now to be a reliable 
vote-winner on its own. They want to stress 
once more the nationalist element in Gaull- 
ism, not least to recapture voters from the 
far-right National Front. At a special party 
meeting on February 11th, Mr Chirac nar- 
rowly beat off their challenge. He had said 
he would step down unless two-thirds of the 
party backed his approach; 6996 did. 

The Socialists too have an identity 
problem. Mr Michel Rocard, the present 
prime minister, has argued that the party 
should update its ideas and openly espouse 
middle-ofthe-road ^ social ^ democracy. 
Though unready to say so aloud, many So- 
cialists agree with him. His "current", as So- 
cialist factions are known, has rarely had 
more than 20% of the party behind it. 

The majority current—about 6096 of 
the party—has until now backed Mr 
Mitterrand, rightly reckoning him their best 
electoral bet. Since Mr Mitterrand is un- 
likely to stand for a third term in 1995, the 
race is already on for a Socialist presidential 
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Still Chirac—just 


candidate. In the run-up for the two- ad 
party congress in Rennes next month, the 
old Mitterrand current has split into two 
main groups: those backing Mr Laurent Fa- 
bius, a smooth ex-prime minister who is now 
president of the National Assembly, and 
those behind Mr Lionel Jospin, the earnest 
but attractive education minister. E 

Though Mr Rocard has a clear dge 
over either of these men, he has two prob- 
lems. One is timing: how long can he last as. 
prime minister? The other is what sort of 
party he wants to inherit. Mr Rocard thinks 
that as a vote-winner the party would proba- 
bly do best as a European version of the 
American Democratic party: an only mildly. 
leftish party committed to a gentler capita L 
ism. His views are taking hold. (His life, in- 
deed, would be easier if others were not jos- 
tling for control of the party's reform wing: 
Mr Fabius and Mr Jacques Delors, the presi- 
dent of the European Commission.) But the 
party as a whole and, whatever his record as 
president, perhaps even Mr Mitterrand 
himself still see themselves on Mr Rocard's 
left. A lot of Socialists, like traditional 
Gaullists, want to stick to their roots. 

The problem with the French Commu- 
nist party is less that people do not know 
what it stands for than that they know all 
too well. Elsewhere in Europe, communists 
are rushing to reform or abolish themselves. 
In France the party under Mr George 
Marchais seems determined to learn and 
forget nothing. Mr Marchais diagnoses his 
critics as suffering from anti-communist fe. 
ver, as if it were winter flu. He is a survivor 
but time is against his style of communism. 

The real question is whether the Com 
munist party will be taken over by the n 
formers, or split. Reformers, who have beer 
edged out of the leadership, have no single 
figure around whom to rally. At the party 
congress due in December Mr Marchais, if 
he can stay in charge until then, may try to 
hang on by becoming president and brir 
ing in a new general secretary. 
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Jlearing up after communism 


Communist economies are not just inefficient, but horribly polluting. Our 
special correspondent visited grimy Poland, Czechoslovakia and Hungary 


à Ò RIVE over the mountains that lie 
BA where the borders of Poland, East Ger- 
many and Czechoslovakia meet, and your 
eyes start to water. Look across the valley, 
and the reason is clear. A band of thick grey 
mist hangs under the blue sky, shrouding 
even the near hilltops. “You never see fur- 
ther than this, whatever the weather,” says a 


local. Mile after mile of stunted birches and 
brown conifers suggest that the mist is 
sulphurous smog, acid as lemon juice. 

.. Environmental damage has been much 
worse in Eastern Europe under communism 
than in Western Europe under cap- 
italism. The catalogue of disaster is 
neart-rending. The third world has 
dirtier places, but far fewer. For no 
third-world country has comparable 
levels of industrialisation. 

_ Now that power is shifting to peo- 
ple like Czechoslavakia's Mr Vaclav 
lavel, dissident turned president, 
and Mr Tadeusz Mazowiecki, Po- 
land's Solidarity prime minister, the 
truth about the environmental disas- 
ter can emerge. Relevant statistics, in- 
sofar as they existed, tended to be 
teated as state secrets. "We know as 
nuch—or as little—about dying trees 
as about dying people,” says a frus- 
Tated western economist. 

__ Dying, people clearly are. All East 
:uropean countries except East Ger- 
any have seen declines in life expec- 
ancy between the mid-1970s and 
nid-1980s. A more important factor 
han pollution is probably cigarette 
moking: in Poland, for example, 
31% of men and 57% of women in 
their early 30s smoke. Disentangling the ef- 


ate 


fect of smoking from pollution is difficult, 
Jut a Canadian epidemiologist who looked 
at Polish figures last year was amazed. Some 
of the data, especially for the exposure of 
ehildren in southern Poland to carcinogens, 
rere far worse than any he had seen before. 
_ Pollution’s threats to health are ubiqui- 
‘ous. A young woman, university-educated, 
worries about feeding her son vegetables 
rown in her parents’ garden ten miles from 
Warsaw. year poisonous gas escaped 
om the local chemical plant. “Nobody has 
id whether it is safe to eat them again. But 
egetables are so hard to buy these days.” 
Black Marx 
Vhy have the countries of Eastern Europe 
suifered so spectacularly from pollution? 
| he answer lies partly in the way they have 
'hosen to develop. All have large extractive 
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Havel brings freedom, but the filth remains 


sectors; all share the Stalinist preoccupation 
with heavy industry. 

Each of these countries is unusually en- 
ergy-intensive, and the energy used is par- 
ticularly filthy. On average the six countries 
of Eastern Europe (not counting Yugoslavia 
and Albania) use more than twice as much 
energy per dollar of national income as even 
the more industrialised countries of West- 
ern Europe. Poland, with on some counts a 
GDP smaller than Belgium's, uses nearly 
three times as much energy; Hungary, whose 
GDP is supposedly only a fifth of Spain's, 





uses more than a third as much energy. Bear 
in mind that these are countries where car 
ownership is still lower than it was in West- 
ern Europe in 1970: most of the energy is 
used to drive machinery or heat homes. 
The main fuel in Eastern Europe is the 
dirtiest: coal, especially brown coal or lig- 
nite. In Poland coal accounts for 7896 of do- 
mestic primary energy, making it one of the 
most coal-dependent countries in the world. 
Good coal deposits are being worked out. 
So lignite, with its high sulphur and ash con- 
tent and low heating efficiency, is taking a 
rising share of the total. In Czechoslovakia 
lignite already provides 6096 of energy. 
er raw materials are used wastefully, 
too. For instance, water consumption in 
Eastern Europe's six economies, relative to 
GDP, is almost double the average of the 12 
members of the EC. Such profligacy is the 
product of the way managers and econo- 





"TAa T ? 
mists have been taught to think. 

Unlike the managers of Victorian En- 
gland’s dark satanic mills, those in Eastern 
Europe have been judged by their ability to 
fulfil a plan target, in physical terms, regard- 
less of the value of inputs. Marxist econom- 
ics finds it hard to get to grips with pricing 
natural resources properly. Underpricing is 
rife. In the 1970s, when oil prices rose rap- 
idly in the West, Soviet prices were held 
down. Communists regarded this as an ad- 
vantage. In fact, development was stultified. 
Just one example: cheap energy has meant 
that the open-hearth furnace, an energy- 
wasteful technology now virtually aban- 
doned in the West, still accounts for around 
half of Eastern Europe's steel production. 
Simply insisting on market pricing for raw 
materials will, in time, increase efficiency 
and cut pollution. In January Poland raised 
its energy prices almost to world-market lev- 
els, and its enterprises are already in 
vesting in energy saving. 


Dirt in, dirt out 


Wasteful use of raw materials helps to 
make Eastern Europe dirty. Not 
much is done to clean up the waste. 
Desulphurisation equipment in 
power plants is virtually unknown. 

age is rarely treated. Toxic waste 
is badly stored. 

Yet, on paper, several of these 
countries have elaborate schemes to 
discourage pollution. Why have they 
not worked? Fines have been low and 
patchily collected. In Poland a survey 
of pollution fees paid by 1,400 manu- 
facturing enterprises found that, on 
average, these amounted to 0.696 of 
production costs. East Europeans 
need to enforce the laws they have, 
more than passing new ones. Fines 
and charges will work better with 
freer markets. Why fine a firm wher 
decent anti-pollution equipment can 
not be imported, officials ask? Or 
when the firm is a monopoly and can simply 
pass the fine on to its customers? 

Under one-party rule, there was little 
pressure to clean up. Politicians did not 
have to fear the voters’ revenge if, say, they 
plonked a chemical plant where it could poi- 
son people. The worst polluters were usually 
state-owned. In Hungary the environment 
ministry is responsible for water manage- 
ment, and was the main force behind the 
vast Nagymaros dam, the main target of 
Hungary's environmentalists in the 1980s. 


Living downwind 


Huddled together in the same valleys and 
along the banks of the same rivers, the coun- 
tries of Eastern Europe generally export al- 
most as much pollution as they import. 
They blame their richer neighbours upwind 
for some of the muck that blows across their 


borders. Czechoslovakia thinks it suffers 
THE ECONOMIST FEBRUARY 17 1990 
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nost from imported air pollution, much of 
which wafts in from East Germany. But the 
invironment director of the region of 
elenia Gora, in southern Poland, brandish- 
s a map that shows 18 power stations just 
over the border in East Germany, and an- 
other 20 or so in Czechoslovakia. The envi- 
onment ministers of the three countries 
net in his town, saw acid rain staining the 
eaves of the trees, and (last July) agreed to 
lean up. But nobody has set targets yet. 

In the dark years of communism the 
Sast Europeans were discouraged from talk- 
ng to each other—about the environment 
' anything else. Now, friendly gestures are 


D 


sing made. A Czech plan for a vast coke 


e 


anuary. Czechoslovakia has also stopped 
ork on its part of the Nagymaros dam 
oject, on Hungary's border. 

_ Talking about pollution to each other 
vill be difficult. Nobody has the cash to pay 
‘© protect his own population from environ- 
mental harm, let alone his neighbours'. Not 
irprisingly, some East Europeans are keen 
o argue for a "European" solution to their 
That means aid, please, and 
enty of it. There is some logic in their argu- 
nent. For every $5 West Germany spends 
on cleaning acid from its atmosphere, East 
) 5 point out, it could achieve the 
ame effect by spending $1 in East Germany. 
Jut the available aid will be tiny, compared 
with the problem. The new regimes will 
need to do most of the job themselves. 


oDiems. 
ED 
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f you want to see the man who will probably 


un Czechoslovakia’s federal environment 


policy, you have to catch him at home. 
Meet me on the corner of Stepanska Street 
eight," he says. Out of the Prague night 
'merges a harassed-looking man in an ano- 
ik, leading a small dog. Mr Josef Vav- 
»usek, like other members of Civic Forum, 
š trying to build a government on the run, 
xut of his living room, with a telephone that 
ever stops ringing and no blueprint. 

Mr Vavrousek, like many of the envi- 
| talists now influencing Eastern Eu- 


ope's governments, is an academic who be- 
E. 








AIT 


*. 
^, d - 
Bw E. 
FN 


ant on Poland's borders was scrapped in* 


. came involved in political dissen nt because of - 


what his research discovered. As chairman 
of the ecological section of the Czechoslo- 
vak Academy of Sciences, he wrote a report 
with Mr Bedrich Moldan, now environment 
minister of the Czech republic. It contained 
a careful picture of the state of the country's 
environment, and is the starting point for 
the new government. 

In the 1980s the environment was one 
of the few topics on which it was more or less 
permissible to challenge the state. As a re- 
sult, environmental lobbies in Eastern Eu- 
rope are a curious amalgam of academics 
and dissident politicians. Statistics on pollu- 
tion were pulled together by scientists and 
economists. Some of these academics are 
now powerful figures in, or on the fringes of, 
the new governments. 

In Poland the environment minister, 
Mr Bronislaw Kaminski, was appointed by 
the Peasants' party, which is in uneasy coali- 
tion with Solidarity. But much influence is 
wielded behind the scenes by the Polish Eco- 
logical Club, the body in which academics 
and other intellectuals protested against pol- 
lution in the 1980s. Mr Kaminski himself 
built a reputation for dealing firmly with 
polluters as regional governor of Cracow, 
home of the club’s headquarters, 

In Hungary, where an election is due 
next month, some think the next environ- 
ment minister may be Mr Janos Vargha, a 
scientist who helped to found the Danube 
Circle, the body that mobilised opposition 
to the Nagymaros dam. The circle provided 
a training course in political protest: it 
organised foreign-press conferences, clam- 
oured for a referendum and collected signa- 
tures for a vast petition. 

The environmental movements now 
find themselves in difficult positions. All 
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have found it hard—some have been reluc- 
tant—to make the transition from protest 
movement to political party. In Hungary the 
government's decision to abandon the 
Nagymaros dam has left the movemen: 
without a focus, its members fragmentet 
among Hungary's 52—or maybe 54, or 56— 
political parties. In Poland the Ecological 
Club's membership has been declining. 
Green parties proliferate, some thought to 
be communist fronts. 

Czechoslovakia's dissidents, swept into 
government, find themselves on the receiv- 
ing end of 40 years of thwarted hopes. Lob- 
bying groups ring up constantly to push 
their pet project. Can this piece of land be 
bought to add to a national park? Can that 
group of vets have cash to test pesticide resi- 
dues in meat? An opinion poll shows the 
environment far ahead of all other con- 
cerns—even the economic mess. Mr 
Moldan gives his first press conference, at 
the same time as Mr James Baker is deliver- 
ing his Prague speech: 100 jo ists come, 
demanding to know why, when Mr Moldan 
has had a month in office, the environment 
is not yet transformed. 

The clamour for self-government wi” 
also complicate matters. Poland is about t. 
scrap most of the powers of its regional gov- 
ernments, leaving greenery split uneasily be- 
tween central government and parish pump. 
Shrewd greens fear that small communities 
will find it hard to be firm with rich new in- 
vestors, promising jobs. Local power will 
bring NIMBYism, too: nobody will vote to 
house the nuclear plants which are the main 
home-grown alternative to coal. 

Simply freeing the market will help 
clean Eastern Europe's dirt. New technology 
will generally be cleaner, as well as more effi- 
cient. But new problems will come with af 
fluence. No eastern green talks of restrain- 
ing car ownership. The market will not 
protect public parks or clean rivers without 
a helping hand from government. Now that 

environmentalism is no longer a form of po- 
litical protest, Eastern Europe's greens will 
have to do battle with self-interest, like 
greens everywhere else. 
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Old sores, new salt 


Embarrassed ministers denied 
reports that they are intending 
to cap the poll-tax demands 
being planned by more than 
100 over-spending councils. 
Some Tory councillors in- 
sisted their sums would far ex- 
ceed Treasury estimates. 
Labour’s alternative of a prop- 
erty-tax related to the ability 
to pay was dubbed a “twin- 
tax-torture'' by Tories. 


The country's second biggest 
mortgage-lender, the Abbey 
National building society, 
pushed up its basic mortgage 
rate from 14.596 to 15.496. It 
said savers' interests could not 
be ignored. If other big lend- 
ers follow suit, mortgage rates 
will soon be back to the crisis 
levels of 1981. The housing 
market trembled and builders 
berated the lenders. 


Fiscal firmness plus mone- 
tary tightness was the Bank of 
England's advice to the chan- 
cellor, John Major. The bank's 
quarterly bulletin confirmed 
that output growth was slow- 
ing. Inflation still looms, 
though, especially if sterling is 
allowed to weaken. 


Defending her stance against 
sanctions, Margaret Thatcher 
accused Labour leader Neil 
Kinnock of taking orders from 
the African National Con- 
gress. A Commons uproar 
forced her to withdraw the re- 
mark—her first such with- 
drawal for years. Douglas 
Hurd, the foreign secretary, 
said the government wanted 
to move "step by step". 


News emerged from Hong- 
kong of further concessions 
by the Foreign Office to reach 
agreement with China over 
the colony's future. Only a 
third of the legislature will be 


directly elected in 1997 (Hong- 


kong wanted half to be), and 
the legislature will be 

organised in a way to make it 
more manipulable by China. 
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An opinion poll for the 
Guardian gave Labour 51%— 
a 15-point lead and the biggest 
ever under Mr Kinnock. To 
cap it, he overtook Mrs 
Thatcher as the leader best- 
equipped to become PM. 





Some trends of the 1980s ap- 
pear to be levelling out, ac- 
cording to the 1990 edition of 


“Social Trends". Others con- 


tinue: lots of people still be- 
coming self-employed, lots of 
council tenants buying their 
homes, and homeless begging 
councils to house them. 





Helping with inquiries 


After a year-long inquiry, the 
Monopolies and Mergers 
Commission gave petrol re- 
tailers a clean bill of health. 
Oil companies, it found, don't 
collude; they price petrol 
fairly, make reasonable profits 
and offer consumers a wide 
choice. How admirable. But 
the Office of Fair Trading will 
take another look at the in- 
dustry in three years' time. 


Helpful, friendly, polite and 
smart. So said the first Metro- 
politan police survey into 
what the public thinks of its 
police officers. Afro-Carib- 
beans were less enthusiastic. 
Meanwhile another London 
report found that most young 
women are too terrified to 
venture into inner-city areas 


after dark. 


The head of the Transport 
and General Workers Union, 
Ron Todd, launched a hunt 
for the thief who stole 2,000 
postal ballot papers, invalidat- 
ing an election for 39 union 
executives. Cancellation cost: 


up to £500,000. 


A row followed the leaking of 
a confidential report to Angli- 
can bishops on the church's 
attitudes to homosexuality. 
A synod row follows shortly. 


Coping with losses 


The Royal Shakespeare i 
Company announced that its 
two London theatres at the 
Barbican centre will close for 
four months next winter to 
save money. The RSC enjoysa_ |. 
peppercorn rent on both— 
but its newly appointed artis- 
tic director, Adrian Noble, 
said poor public amenities at 
the Barbican might still force 
the company to relocate. 
: 
l 


The government contributed 
£11m to help the first manage- 
ment buy-out by civil ser- 
vants. A new company will 
take over 47 of the 60 loss- 
making Department of Em- 
ployment “‘skillcentres”’. 


Harrods closed its fur salon. 
For commercial not political 
reasons, the store insisted. A — 
Canadian supplier said the de- _ 
cision was like pulling troops 


out of Northern Ireland. 


The judge at the Guinness 

ial ordered a restart onthe | 
third day. The defendants |. 
asked for a new jury after | 
three of the original one 


dropped out. 


British Rail said services will — 
be cut to match the worsening _ 
economic climate. As a token 
of its intent, perhaps, passen- | 
gers on a train from Ports- | 
mouth to Cardiff were asked 


to surrender their carriages to 
600 — fans. 








I 


A racing pigeon flying from | 
the Shetlands to Wales turned | 
up in a Shanghai loft, 7,600 

miles away. The owner re- | 
named the record-breaking | 


bird Chiang Kai-shek. 
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‘Reuters real-time information 
Services provide news and data to the 
world's foreign exchange, money, 
Gites and commodities markets. 




































— riext > months — — — We hope 
to goon earning good margins and to improve the cash position further” 


TRANSACTION Glen Renfrew Managing Director and {Chi ef Executive 


PRODUCTS 

Reuters transaction products enable 

- dealers to buy and sell currencies or 
ne shares of US and UK companies. 





Ee AUR Y RESULTS TO 31 DECEMBER: 1989 jonesod Sd 





Year to 31 Decanter 1989 






















Tear to 31 December 1988 Üifference 
: fm US$m Em USS * 
oo _ Revenue 1,186.9 1,910.9 10033 16152 +183 
_ Trading room systems allow Reuter | Pre-Tax Profit 283.1 E 455.7 [3 2154 .. 346. m +314 | 
: e : ads aid ig Taxation — 101.9 164. 1 | 812. 1307 +255 
formation trom many differen ~ i pr A pe d 
‘Sources in an efficient and profitable Profit after tax 181.2 _ | 291. 6 1342. | -2160 +390 
— Dividend 54.0 — 870| 3/3 600 +451 


Earnings per Share (ADS) 43.6p — 1) | 





| 32. Ip Gi 55 3641 
HISTORICAL : 


INFORMATION 

Reuters continues to develop high 
“Quality textual and numeric 
databases. They provide users with a 
fast means of accessing information 
and analysing it effectively 
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a Longerterm growth rate of discretionary costs reduced. 
[] New communications networks bringing benefits 
L1 Good progress in media markets. 


MEDIA 

e uters gathers news, pictures and 
levision news from around the. 
gidio serve its many newspaper, | 
and television subscribers. as 


ternational a institutions and 
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Off the ropes 


After being repeatedly knocked out on economic policy in the 1980s, | 


d Labour party would dearly like Brit- 
ain's businessmen to believe it has seen 
the economic light. It has embarked on a 


flurry of seminars, policy papers and ofthe- 
record meetings to spread the word that old, 


failed socialist strategies have been ditched. 
Over the next few weeks, Mr Neil 

Kinnock, the Labour leader, will meet in- 

strialists around the country for a series of 


Private chats. Mr John Smith, the shadow 
chancellor, is lunching and speaking widely 


in the City. Mr Gordon Brown, the trade 
and industry spokesman, is holding semi- 
nars with businessmen on Labour's policies 
towards takeovers, small businesses, re- 
gional enterprise and new technology. 


But does Labour have a new story to- 


tell? Look first at the balance of power at the 
party's apex. Mr Kinnock is adept at recast- 
ing party structures to achieve political 
ends. He has now combined three of the 
original seven policy groups into a single 
economics team, headed by Mr Smith. This 
embraces the Treasury team itself; Mr 
Brown’s trade and industry team; and Mr 
Tony Blair’s employment team. It will pro- 
duce its own report for this year's Labour 
party conference—and, in the party's inner- 
most cabals, it enjoys unprecedented power. 
One example of this is the recent row 
' over Mr Bryan Gould's alternative to the 
poll tax. In essence, Labour is likely to pro- 
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bour thinks it is once again ready to come out punching 


pose a property tax based on capital values 
but also related to an individual's ability to 
pay. But if the ability-to-pay element were to 


be given more emphasis, as some MPs would 


- like, it would start to look like a local income 
tax in disguise. This is a solution the Trea- 
sury team is determined to resist. So the La- 
bour "roof tax" was short on details when 

Mr Gould launched it. Prediction: the Trea- 


~~ sury team will have their way and the roof 


tax will eventually look more like an up- 
dated version of rates than anything else. 
"Other examples of the new mood in- 
clude Mr Blair's ditching of the trade-union 
closed shop—of greater symbolic than eco- 
nomic importance—and the urgency of 
Labour’s desire to get inside the corset of the 
European exchange-rate mechanism (ERM). 
The ERM is, indeed, the crunch issue. Ifa 
Labour government took Britain in, its 
monetary policy would have to be compat- 
ible with that set by the West German 
Bundesbank. Any attempt to make a unilat- 


eral and sudden cut in interest rates would _ 


now lead to a sterling slide, but in the ERM 
could risk the embarrassment of a formal de- 
valuation. Fiscal policy would also be con- 
strained: if it were too expansionary, the 
penalty would be not merely a trade deficit 
(as now) but the humiliation of renegotiat- 
ing the pound's parity. Labour gurus point 
to the abrupt end to President Mitterand's 


partnerships with private - d 













































dash for growth in 1981. Inflation ros 
trade deficit widened and the government as 
a result had to devalue the franc by 8%, c 
spending and raise interest tates. 

So why join the ERM? Labour hopes th 
the eventual prize would be lower interest 
rates, the product of greater trust in it 
nomic caution. But desp ism í 
present interest rate levels—a target no op 
position could resist—does Labour see 
terest rates as a key weapon against infla 
tion? Mr Smith hardly bubbles : 
enthusiasm but says firmly: “monetary po 





icy has a role to play”. eee 
-Where does that leave the controversi: à 
Labour proposal for credit controls, see ib 
most in the City as unworkable in a barriet 
free Europe! Mr Smith believes he has beei 
widely misunderstood: controls on 
are useful.at the margin, he says, to 
the public mood, rather than as a i 
tool of policy. “I believe that ti 
arë useful as a touch on the brak 
gineer Smith, “decelerating co 
mand. They don't have to be c 





sive or hermetically sealed.” 


Something old, something new 
Much of Labour's industria 
down to the familiar litany. 
ment and regional banks, beefed 
tries and “social ownership" o 

its latest document, Industry. 


support for management-traint 
“one door business service" for: 
—the last a sensible alternati 
present arrangement, with 40 sc 
by five government departments. : 

_ The language is more alluring t 
thing Labour has produced sinc 
1960s. But there is too little explai 
exactly how civil servants will: be 










ustry’’—or ie civil servants should 

ke better judgments than businessmen 
ping to profit from the. decisions. 
bour's supply-side ideas may be better 
n they were; but. some still sound de- 
ssingly woolly. 

“Some of Labour's tax ideas are sensible, 
the likely tax rates are not. The party 
ends to abolish the upper limit on na- 
nal-insurance contributions, introduce a 
es of tax bands from 2096 to 5096, with- 
w higher-rate tax relief for mortgage in- 
sst, and eventually eliminate the extra al- 
nce paid to married men (but increase 
benefit). Credit Suisse First Boston, an 
estment bank, has guessed the result and 























d be worse off in Labour's first year. 
[his may be bad politics, but the mar- 
allowance is outdated and tax relief on 
ages distorts the housing market in or- 
O give a subsidy to the middle-class. 
ishing the national-insurance limit is 
so sensible. Most taxpayers see national in- 
nce is a tax like any other and there is 
eason why income over £16,900 should 
exempt. But the combined effect of 
her tax bands and the end of the na- 
onalinsurance limit on the better-off 
iid be savage: almost a doubling of the 
arginal tax rates. (from. 2596 to as high as 
Jo) for those earning £25,000-28,000, and 
se to 5996 (from 40%) for top earners. 

- Nobody, not even Mr Kinnock, knows 
ne cost of Labours spending plans. 
ough many pledges have been removed, 
party remains committed to increasing 
ld benefit, raising pensions, spending 
re on education, the environment and 
Ith, introducing a national minimum 
ge of around £2.80 an hour and doubling 
Werseas-aid budget. Costings by one of 
ax-and-spending gurus behind Labour's 
hinking, Mr John Hills, suggest extra 
g, covered by tax, of around £11 bil- 
ut he does not consider the cost of the 

um wage for, say, the health service. 
Itimately, however, any assessment of 
ar Labour would control spending 
“rest on a judgment of the key personal- 
:Mr Kinnock and Mr Smith above all. 
nnock made the tough language of 
ies his theme at last year's party con- 
e and Mr Smith says bluntly now: 
will not spend- what we have not 
Tf we don't have economic growth 
have to restrict c ouf — 
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OVE me, love my dog. That is not easy 
when Rottweilers roam a school 
playground and savage four pupils—as 
they did on February 14th. Unsurpris- 
ingly, Britain's 8m dogs and their owners 
are getting a bad name, and one result 
could be the reintroduction of the dog- 
licensing scheme the government 
scrapped two years ago. 

Around a tenth of London's dogs are 
now from "killer breeds" with locking 
jaws. Mean-looking youths use mean- 
looking hounds as fashion accessories 
while drug-dealers keep drugs in their 
thick collars. Dogs cost an estimated 
£10m a year in damage, ranging from 
hospital treatment for bites (250,000 vic- 
tims a year) to road accidents. 
More humdrum complaints persist. 
Non-owners are sick of navigating fouled 
pavements or being menaced by the 
neighbours Doberman. Exasperated 
councils are buying expensive mecha- 
nised pooper-scoopers to clean up. 
Many owners lock their dogs out 
when they go to work. Others abandon 
| them completely: around 90,000 strays a 
| year are destroyed. The most passionate 
| dog-lovers may not be doing the best for 
| the beasts. Vets commenting on last 

week’s dog show at Crufts pointed out 
| th the problems of breeding for looks rather 
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Outer-city blight 


Valentine's dog massacre 









































than health: bülldogs; for instance, bred 
for large heads, often have to be born by 
caesarian section. > 

An amendment to the green, bill, now 
at committee stage, has been tabled by an 
all-party group of MPs to reinvent the dog 
licence which, when abolished, cost 37p. 
The Royal Society for the Prevention of. 
Cruelty to Animals wants a higher price 
put on Fido's head. A feasibility study by 
the London School of Economics sug- 
gests charging dog-owners an initial £25, 
and £10 per subsequent year. | 

That should be enough to cover costs 
of policing. The biggest outlays would be 
£40m a year to pay for a new national | 
force of dog wardens and for identity-tag- 
ging. Puppies might lose their charm if 

i 
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they were less easily disposable. 

The difficulty will be enforcing such a 
law. As television-licence inspectors 
know, it is hard to catch fee-dodgers— 
especially if they own a Rottweiler. 


A desert with windows 


Why has the wealth — in Britain’s reviving cities failed to trickle 
down to some of their poorest areas? Take Castlemilk, on the fringes c 
Glasgow, one of four estates the government has tried to help 


IVE miles to the north is the centre of 

Olasgow: its grand, once-grimy Vic- 
torian buildings are polished clean and its 
service industries prosper. Four miles to the 
south is East Kilbride, one of Scotland's suc- 
cessful new towns, enjoying a boom in elec- 
tronics. On a hill in between, overlooking 
the city and the Trossach hills, is 
Castlemilk. 

The estate, with a population of —— 
20,000, has a ‘male unemployment rate of 
31%, compared with East Kilbride’s 8.7%. 
The only shops are in a tatty central block 
which houses one of the estate’s two pubs. 
Some of the rain-streaked three- and four- 
storey blocks are boarded up. The north 
wind collects litter in the front gardens. 

These peripheral estates—‘“deserts with 
windows", according to Mr Billy Connolly, 
a Glaswegian comedian—were built in the 


1950s and 1960s for people rehoused from 


slums in the Gorbals and Govan. The mem- 
ory of those roots is so strong that some peo- 
ple still go back to their old areas to visit the 
doctor or do their shopping. 

At first, people liked the new estates. 
The flats seemed spacious, and grass and 
woodland surrounded the blocks. Employ- 
ment was not a problem, because breadwin- 
ners mostly had jobs in. shipyards and other 
heavy industry. People's. main complaint 
was that there was nothing to do: no shops, 
no cinemas, no sports facilities and, until re- 
cently, no pubs.. — 

The trouble started with the indusceial 
new towns, like East Kilbride, which were 
conceived in the same period. They picked 
the skilled people they wanted, leaving the 
peripheral estates with the unskilled. Then 
heavy industry started to shed labour. 

By the 1980s, Castlemilk found itself 


marooned. It has no Jobcentre and few 





opportunities for chance encounters be- 
tween those with jobs and those without; ac- 
cording to a local labour market survey done 
by the University of Glasgow's Training and 
Employment Research Unit, these are the 
two main routes by which local employers 
recruit unskilled workers. 

The once-admired housing lost its 
charm. Damp has crept into the blocks. As 
aspirations rise, Glaswegians want the 
“back-and-front door” home (a house or flat 
with its own entrance on the street), not 
Castlemilk’s tenements in which six or eight 
flats open on to one staircase. Back-and- 
front doors, once almost unattainable, are 
the staple new design. 

Shabbiness has been fostered by the re- 
cent cut in welfare benefits for youngsters 
living with their parents. Teenagers sign for 
a flat but never move in, using it only as a 
postal address for their welfare Girocheques 
and for giving parties that nobody clears up 
after. These flats are known as “Girodrops”’. 


Moving on and moving out 


Those who can get out do. Council-house 
sales have had little impact in Castlemilk— 
80 people have bought so far—but have 
swelled the market in cheap private-sector 
housing elsewhere in Glasgow, and thus 
made it easier for the better-off to move. For 
those who cannot hoick themselves into the 
private-sector, the council's "points" system 
of allocation is as rigid as ever. In effect, 
Castlemilk tenants are condemned to 25 
years on the estate. People talk of "serving 
their time" as they do of prison. Some ten- 
ants burnt their block in order to get a 
transfer. 

The population today is little more than 
half its level 20 years ago—though, since the 
household size is smaller, only about a fifth 
of the flats are officially empty. As the more 
successful escape, so the estate's social pro- 
file worsens. While the educational perfor- 
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mance of Strathclyde region's children im- 
proved from 1980-88, Castlemilk's slumped. 

For those left, looking for new jobs has 
been tough. Only 696 of the residents with 
jobs are employed on the estate itself: there 
is little apart from the schools, the shopping 
centre, a small textile factory, an elastoplast 
factory and a crematorium. For those look- 
ing elsewhere, transport problems have ex- 
acerbated the absence of a Jobcentre. The 
most recent figures, from 1981, showed that 
1696 of households on the estate had a car; a 
local reckons the figure is now 2096. 

Deregulation of buses has improved ser- 
vices into Glasgow city centre, but the bus 
route to East Kilbride skirts the east of the 
estate which, for anybody from the west 
side, means a 45-minute walk. For private 
bus companies, it is not worthwhile to run 
services for a market that does not yet exist; 
but no new bus routes means no new 
travellers. 

Since cleaning and catering services in 
the estate's 11 primary and three secondary 
schools have been privatised, some women 
have given up those jobs because the new 
cleaning contractors offer them only part- 
time work. Mrs Christine Devine, a former 
cleaner, points out that, for a single mother 
or the wife of an unemployed man, it might 
have been worth forgoing benefits for a 

28!5-hour, £80 week, but it is certainly not 
worth it for a 15- hour, £39 week. 

Lack of skills remains the biggest prob- 
lem—one which the government's Employ- 
ment Training (ET) programme has tried to 
address. It has had problems. Glasgow City 
Council and community groups have re- 
fused to work with it on the ground that it is 
a tool of Thatcherism. New building work 
on the estate is not providing the opportuni- 
ties that it might, although building employ- 
ers have in theory agreed to a two-year ET- 
linked training scheme. Building workers 
operate in gangs and are paid by results. 





iin! 
Did they grow up ai the Gorbals just to live here? 
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They do not want to be held back by one 
slow worker, so although bosses may say 
they are willing to take on ET men, employ- 
ees refuse to team up with the trainees. 

Since Glasgow has a housing surplus, 
one solution to this concentration of prob- 
lems would have been to bulldoze the estate. 
That was once considered, but rejected on 
the grounds that to uproot its inhabitants 
again would repeat the original mistake of 
uprooting Govan and the Gorbals. The de- 
cision, instead, was to include it in the gov- 
ernment's "New Life for Urban Scotland" 
programme, launched in 1988, through the 
"Castlemilk partnership". This brings to- 
gether left-wing community groups, Labour- 
controlled councils, businessmen, housing 
bodies and the Scottish Office in an unlikely 
and not always harmonious alliance. 

The partnership has plans to improve 
the economy, the environment, training. 
and education. Given that many 4 
Castlemilk's difficulties spring from na- 
tional problems, this might seem ambi 
It has, however, started doing somet 
about the fabric of the place—one essentia 
step towards persuading people to stay. | 

The government, through its Scottish. 
Homes agency and three locally-run housing 
co-operatives and one housing association, 
will spend around £30m smartening the es- 
tate up. Some cf the refurbished co-oper- 
ative blocks, with new brick fronts, porches 
and security systems, already look good. 
Scottish Homes has bought 1,100 of the 
worst properties and is beginning to dc 
them up at £30,000-35,000 a flat. Stirred b 
the competition, Glasgow city council is alse 
doing a refurbisament programme, | 
with spending and borrowing restricted b 
the government its plans are more modest 
and its rents higher. 

After watching 30 years of progres 
decay, the residents of Castlemilk are not 
dancing on the streets, but they seem at least 
prepared to suspend judgment. Fewer are 
clamouring for transfer, and another hun- 
dred have expressed interest in buying their 
homes. 
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ae N the winter nights were long 
| and Mr Peter Mandelson, the La- 
i bour party's publicity wizard, was feeling 
- bored, he used to prowl the press-gallery 
quarters at Westminster whispering to 
journalists that his party was about to 
— launch a “winter offensive”. This exciting 
information would be duly written up. A 
_ few sporadic fusillades of speeches might 
. follow but little ground was ever won. 
= year, the Tories are preparing to 
teet a rather more serious and bloody 
spring offensive. The combination of 
: ingly high polltax bills and 
economic news means that Conser- 
vative Central Office is worried stiff about 
| the local-government elections in May 
and about their chances at the next by- 
election, in Mid-Staffordshire. 
Looking still further ahead, members 
E Ee government have been swapping 
macabre jokes at ministerial meetings 
pout the level of poll-tax in their constit- 
M encies, their current majorities and their 
ances of being forced to seek other em- 
E oyment after the next election. 
lt is one of the jobs of Central Office to 
eradicate such defeatist, mid-term talk. 
But there is the sound of muted sobbing 
from 32 Smith Square, too. Mr Kenneth 
Baker, the party chairman, has himself 
expressing alarm about the poll tax, 
as the reaction from Tory workers in the 
sh hires and boroughs is reported back to 
This: is poignant, since the tax was pro- 
uced by the self-same Mr Baker during 
‘is time as environment secretary. Mr 
| E er apparently tells colleagues who raise 
their eyebrows that the present system 
was not the one he advocated. And, in- 
deed, he has truth on his side: he did press 
or a gentle, four-year phasing-in period. 
_ That was agreed by cabinet in July 
1987; but councils at that year's party con- 
ference claimed the phasing-in would be 
harder to manage than the full-blown tax. 
So Mr Baker's successor as environment 
secretary, Mr Nicholas Ridley, dropped 
le phasing-in. Last year a cabinet com- 
‘mittee chaired by Mrs Thatcher underes- 
timated the real spending needs of local 
authorities faced with inflation-boosted 
pay demands and high interest rates— 
n ch has made the sudden crunch even 


; er. 

So ministers are already talking about 
is May being the likely nadir of the third 
cher administration. The three best- 
Tory-ruled local councils in Brit- 
ain are Bradford, Westminster and 

Wandsworth. The loss of any one * 
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May is the cruellest month 


be a blow: the loss of all would be bitter. 
And then there is the by-election 
pending— date still to be announced—af- 
ter the suicide of the affable and well-liked 
Tory housing specialist, Mr John Heddle. 
Ministerial gloom may be the usual black 
propaganda: tell everyone that you expect 
to lose, then when you scrape through it 
will be treated as a victory. In fact, to see a 
heartland 14,654 majority disappear to 


Baker poll-axed 


Labour would be a terrible scare. 

There is nothing the Government can 
now do about the poll tax: Mr Chris Pat- 
ten, the environment secretary, can hope 
for a better Treasury settlement for 1991, 
but most senior Tories expect the tax to 
damage the party for two years at least. 
On the face of it, the economic news will 
only add to the government's problems. 
Mr John Major, the chancellor, is due to 
deliver a paper on his budget strategy to 
the cabinet within the next fortnight. 
(Such presentations were introduced after 
Sir Geoffrey Howe stunned unapprised 
Cabinet colleagues with his 1981 defla- 
tionary budget.) It is expected to make 
grim listening. 


Wild rumour ahead 


But the budget paper may contain an un- 
expected ray of light. Senior members of 
the government are now convinced that 
Mrs Thatcher is ready to take Britain into 
the European exchange-rate mechanism 
(ERM) in the spring—probably by June, 
and possibly as early as April. Mr Major 
has gone out of his way to emphasise his 
long-time commitment to ERM entry and, 






his colleagues point out, now holds im- 
mense political power—he is, for the mo- 
ment, virtually unsackablee 

If it is true that Mrs Thatcher is hold- 
ing her breath and ready to jump, then 
she is preparing a bold political coup in- 
deed. Britain's early entry to the system 
would swipe one of the most attractive of- 
ferings on Labour's economic stall and si- 
lence European critics just when the 
prime minister wants the maximum lever- 
age on the even more important question 
of German reunification. 

But what about the objection to entry 
while British inflation remains high—that 
membership of the ERM would push Brit- 
ish interest rates down towards the Ger- 
man level of 896 to stem a deluge of for- 
eign money pouring into sterling, and so 
threaten still more British inflation? 

This argument was voiced repeatedly 
by Sir Alan Walters, the economic adviser 
who left Downing Street after Mr Nigel 
Lawson's resignation but is still remem- 
bered nightly in the Thatcher family pray- 
ers. It is inconceivable that Mrs Thatcher 
has not been wrestling with the inflation- 
ary dangers of early entry. 

There is a way out. If Britain joined in- 
side a wide band—say, 6% instead of the 
standard 2.2596—and joined at a rate 696 
above the current exchange rate, the mar- 
ket would be prepared for a 6% deprecia- 
tion over time. That would let British in- 
terest rates remain that much above 
German interest rates. Until, with the 
economy cooled to a frozen trudge, Mr 
Major was able to start letting British in- 
terest rates fall, too. 


Not very healthy 


UITE rightly, the NHs and Commu- 

nity Care bill, now going through 

the House of Commons, gives the 
Audit Commission the right to investi- 
gate waste and inefficiency in the health 
service—just the same role as it has for lo- 
cal authorities. 

Well, not quite the same. The bill has 
been drafted to allow the commission to 
pursue any hospital or health authority 
except when the problem relates to a deci- 
sion taken by—yes, you've guessed it—a 
minister. No such caveat applies to the 
commission's remit for local authorities. 

Mr Andrew Mitchell, the young Tory 
MP for Gedling, is pursuing health minis- 
ters over this self-serving omission which, 
apart from its obvious injustice, gives 
health authorities an excellent smoke- 
screen to prevent Audit Commission in- 
vestigations. The ministers should come 


out with their hands up. 
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The foreign policy tripod 


Our series of schools briefs on 


at foreign policy 
Sus P 1T mak 


showed elsewhere? 


British politics restarts with a look 
in the 1980s. Did Mrs Thatcher’s conduct of for- 
the same break with the past as her governments 
Or was she an unhappy player in a game 


whose rules had been set long before? 


A British politicians since 
1945 have had to live with 
the legacy that strategists be- 
queathed them at the end of 
World War IL lt then seemed 
that Britain's interests rested on 
a tripod of three relationships. 
The first was with its on- 
ealth overseas; the second was 
ith America, its wartime ally; 
the third was with the democra- 
cies of western Europe. For many 
in 1945, this was an embarrass- 
ment of riches. Only later did it 
seem as if British policy-makers’ 
abundance of options might di- 
minish, rather than enhance, the 
coherence of their policy. 
prime ministers since 
Clement Attlee have, in any 
event, found that one leg of the 
foreign policy tripod—the Com- 
monwealth—gives them more 
trouble than it is worth. Marga- 
ret Thatcher has been no excep- 
tion. There has been a running 
squabble with other Common- 
wealth countries over relations 
with South Africa, where the 
British government long argued 
that economic sanctions were a 
poor method of hastening apart- 
* sid’s end. And there have been 
wee specific instances when 
Commonwealth relations have 
required troublesome British 
intervention. 

The first of these concerned 
Rhodesia, which, under white 
minority rule, had unilaterally 
declared independence from 
Britain in 1965. By the time Mrs 
Thatcher reached Downing 
Street, it had long been wracked 
by civil war. Against her initial 
judgment, and probably against 
the wishes of the majority of 
Thatcherite mrs, she rejected the 
so-called “internal” settlement 
in favour of one which resulted 
in the election of a government 
of an independent Zimbabwe led 
by Mr Robert Mugabe, a Marxist 
who had been one of the leaders 
of the war against the minority 
regime. 

If Rhodesia showed a degree 


of Thatcherite decisiveness, so 
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did the next intervention in co- 
lonial matters. This time, how- 
ever, there was a difference. 
When Argentina invaded the 
Falkland Islands in 1982, Mrs 
Thatcher’s response—send a 
miltary task force to win them 
back—was wholly at one with 
her supporters in Parliament and 
the country. The Labour party, 
meanwhile, which had been 
forced to admire her handling of 
the Rhodesia crisis, allowed itself 
to seem committed to a negoti- 
ated settlement of the Falklands 
dispute, and hence to be less 
than wholeheartedly committed 


to the task force's difficult work. 

This was a political mistake. 
How much of a mistake it was is a 
subject that will keep psepholo- 
gists occupied for decades. For 
though there clearly was a "'Falk- 
lands effect" in the 1983 elec- 
tion, when Mrs Thatcher won a 
landslide victory, it is also true 
that the opinion polls were turn- 
ing in the Conservatives' favour 
(and that the Alliance had 
started to decline as a force) 
months before anyone 
heard of the Falklands. 

In any event, the perception 
that Labour had been caught on 
the wrong, anti-populist side of a 
foreign policy issue was one that 
stuck. The next time the Com- 
monwealth required British in- 
tervention, Labour took a very 
different tack. 

is was (indeed, is) the 


Hongkong question. In 1984 the 
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Sino-British agreement had es- 
tablished the basis on which 
British rule in Hongkong would 
end, and Chinese rule begin, in 
1997. Although many in Hong- 
kong had always had difficulty 
with the agreement—for exam- 
ple, over the speed with which 
the territory would become 
democratised—these ^ became 
much more pressing after the 
massacre in Peking of June 1989. 
The critical issue then became 
the rights of British passport 
holders in Hongkong. Mrs 
Thatcher (once more, parting 
company with many 
Thatcherites) was prepared to 
give 250,000 Hongkong resi- 
dents the right to live in Britain. 
The Labour party, hiding be- 
neath a figleaf that any selection 
of deserving cases was impossible 
or offensive, set its face firmly 
against any such mass immigra- 
tion. This, it thought, was the 
populist thing to do. 


A splendid friend 
In two other, related, ways, the 
Falklands war cast a shadow over 


the politics of British foreign pol- 
icy. First, it confirmed 
Thatcher as the best friend the 
armed forces had had in 
Downing Street since 1945. Her 
commitment to a strong defence, 
to continued possession and 
modernisation of nuclear weap- 
ons, were hallmarks of the 1980s. 
Notwithstanding continued 
gripes by the Treasury, she was 
(see chart 1) prepared to spend 
money to see her policy 
implemented. 

In this she was much influ- 
enced by President Reagan's 
American administration, which 
in the early 1980s launched the 
biggest peacetime defence build- 
up that country had seen. Like 
President Reagan, Mrs Thatcher 
took the view that the Russian 
threat to world stability was a se- 
rious one, and that, while arms 


i 


negotiations were one part of 
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countering that threat, so were 
modern armed forces. e 
Britain's links with America— 
the second leg of the foreign p ol 
icy tripod—went beyond 
shared perception of the 
as a risky place. Unlike many in 
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the Conservative party, from Mr 
Enoch Powell on the right to Mr 
Edward Heath on the left, Mrs 
Thatcher is a wholehearted At- 
lanticist. For her, the enormous 


help in intelligence gathering 
that America offered | 
during the Falklands war con- 
firmed the dependability of the 
special relationship. It was a view 
of America largely untarnished 
by differences with President 
Reagan over the invasion of Gre- 
nada in 1983 and over his plans 
for a strategic defence initiative 
Even in the Labour pe 


many of whose leaders have long 


been sceptical of the Atlantic al- 


liance, it was still felt to be po ti 


cally necessary to be seen to be 
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friendly to America. But in two 
disastrous visits to Was ington 
in 1986 and 1987 Mr Neil 


Kinnock, Labour’s leader, suc 


ceeded in demonstrating only 


that liberal American opinion 
found Labour's plans for unilat- 
eral nuclear disarmament and 
the removal of American nuclear 
bases incomprehensible. Just as 
the Falklands had damaged La- 
bour at the 1983 election, so Mr 
Kinnock's reception in America 
damaged it in that of 1987. 


The new Europe . 

As the 1980s drew to a close, 
however, it seemed likely that 
the linked cards of a strong c 
fence and a close relationship 
with America were ones whose 
political value to Mrs Thatcher 
were diminishing. Critically, this 
was because reform in Russia un- 
der the leadership of Mr Mikhail 
Gorbachev (with whom—see 
box—Mrs Thatcher developed a 
close working rela ionsh D) 
tended to diminish the p ospect 
of a military threat from the east 

But it was also because o 
changes in Washington. Witt 
the passing of the Reagan prest 
dency, the state department ur 
derstandably wished to augm« 
its relationship with Britain b 
cementing ties to other Western 
European  countries—notably 
West Germany. K 
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Above all, however, the new 


British politics of foreign policy 
had been altered by changes in 
western Europe. After a long am- 
bivalence towards membership 


La: 
A 
* 


P. 
€ 


of the European Community 


73 


e 





E y ] 
— 
Jetzt, nous t'aimons 


.| British attitudes to membership of the EC 


B un 


(Ec) there seemed to be signs to- 
wards the end of the 1980s that 
‘Britons were becoming—at least 
by their own lights—relatively 
ent usiastic Europeans (see 
chart 2). Politically, this posed 
challenges for both Labour and 
ne Conservatives. Labour had 
always had a strong anti-EC ele- 
ment, to which Mr Kinnock 
himself had once belonged. One 
of the first moves of his leader- 
ship was to repudiate that part of 
iis past. Though Labour contin- 
ued to mouth the language of 
sritish “sovereignty” in respect 
of some aspects of European 
union, there could be no doubt- 
ng the pro-European shift in its 
thinking. 
. Mrs tcher had to be no 
less adroit. Herself always a be- 
liever in the economic value of 
the EC—but a sceptical one—she 
ed a party many of whose mem- 
bers were deeply unhappy with 
the prospect of ceding sover- 
eignty to European institutions, 
especially when the reach of Eu- 
rope's Project 1992 came to be 
r ders ood. 


—  —. 


: The human factor 





Mrs Thatcher’s response, at a 
speech in the Belgian town of 
Bruges in 1988, was to play the 
nationalist card; to say that Brit- 
ain wanted to be a good Euro- 
pean, so long as Europe re- 
mained a continent of nation 
states. But since many in her 
party were clearly and vocally un- 
happy with her tone, she ran the 
risk of seeming to present the 
face of a divided party and gov- 
ernment. Moreover, in a critical 
sense, these divisions were real 
ones. The open warfare in the 
government over the time that 
Britain might become a full 
member of the European mone- 
tary system (a battle which in the 
autumn of 1989 cost Mrs 
Thatcher the support of Mr 
Nigel Lawson, her chancellor) 
went to the heart of conceptions 
about the independence of ac- 
tion, or otherwise, of modern na- 
tion states. 

The upshot of this confusion 
was the election to the European 
parliament in 1989. In a result 
(see chart 2) that would have 
been unthinkable only a few 


j | . [ETTING to Group of 7 summits; closeted with each other for 


M n 


j the weekend at Commonwealth heads of government meet- 
| ings; lunching with each other in Brussels—world leaders see so 


. much of each other that it is easy to think that personal factors 
. must be important in the conduct of foreign policy. Are they? 
The short answer is that we don't know. Whatever the press 


- and Tv may think they see, the 


real nature of personal relation- 


| ships between world leaders are doomed to remain hidden until 
' the historians have done their work—or longer. ies occasion- 


ally—as in Mrs Nancy Reagan's published loathing o 
_ Gorbachev—is history committed to print almost as it happens. 
Sometimes, indeed, what seems to be a close personal relation- 


||. 


Mrs Raisa 


. ship obscures more than it reveals. Those who saw them together 
_ say that Mrs Thatcher was often exasperated by President Rea- 
— gan, to the extent that she would later mimic his woolly pleasant- 
. ties. But she admired his steadfastness, and had a genuinely warm 
| | (but far less trumpeted) relationship with Mr George Shultz, Mr 


| Reagan's secretary of state. 
AT 


months before, Labour achieved 
its finest electoral performance 
in a decade. It seemed to show 
that Mrs Thatcher's hectoring 
approach to the EC had mis- 
judged the nation's new mood. 
At the limit, it was possible to ar- 
gue that after decades of doubt, 
Britons had decided what leg of 
the tripod it was on which they 
depended most. lt was Europe, 
and they were prepared to enter 
wholeheartedly into the project 


to unify the Ec. 


The new, new Europe 


Yet just as the tripod seeemed to 

settling into a new equilib- 
rium—sporadic trouble in the 
Commonwealth, a special but no 
longer too special relationship 
with America, and a commit- 
ment to the EC—it was upset 
again, with consequences that 
are still too murky to discern. 
The new element of policy is the 
effect that the emerging democ- 
racies of eastern Europe will 
have on the Ec. 

If, as one view has it, changes 
in the east merely encourage 





western European states to has- 
ten moves towards political and 
economic unity, then the new 
equilibrium will be undisturbed. 
But if—the view that Mrs 
Thatcher seems to hold—tl 
changes make fully-fledged p 
litical union of the Ec impossible 
(because that might shut out the 
new democracies) then the pos- 
sibility of old-style alliances be- 
tween nation states raises itself. 

In respect of British policy, the 
interesting thing to watch in the 
1990s is the relationship with 
France—hardly considered wor- 
thy of a mention in the 1980s. 
With the possibility of a unified 
Germany dominating central 
Europe, its two Atlantic powers 
may be tempted to come closer 
together. And both might be 
tempted to do so while preserv- 
ing their good relations with 
America. This would, in large 
measure, recreate the Atlantic 
world as it was before 1914. 
Whether that is a happy or wor- 
rying prospect remains to be 
seen. 








Other examples make the same point. At least for Mrs 
Thatcher, the test seems to be (in words that she applied to her 
first meeting with Mr Gorbachev) whether she can “do business” 
with another leader. If that hurdle is crossed, ideology is no bar- 
rier—Mrs Thatcher could do business with the socialist-inclined 
Indira Gandhi of India, and with Samora Machel, the Marxist 
leader of Mozambique. Mr Helmut Kohl, the chancellor of West 
Germany, by contrast, may be an ideological soulmate but is no 
business partner of Mrs Thatcher's. But none of this should be 
taken to mean either that she personally liked Mr Machel and 
Mrs Gandhi or that she dislikes Mr Kohl. 

There is one other reason why the personal factor may be less 
important than the world's media would like to think. With very 


rare exceptions (some of the earl 


y meetings between Mr Reagan 


and Mr Gorbachev fall into this category) politicians are not 
alone with each other very much. Their meetings have been 
planned, rehearsed in advance by top officials— sherpas", in the 
jargon. The leaders are constantly surrounded by civil servants 
and advisers. Personal relationships thrive on the thrill and dan- 
ger of spontaneity—and that is exactly what top-level diplomacy 


tries to avoid. 





Eras ended 


East and West Germany 
agreed to merge after 45 years 
asunder. First step: economic 
and monetary union. First 
problem: how to break the 
news to Germans that the 
official Ost-mark exchange 
rate greatly overvalues their 
savings and salaries. D-mark 
bond yields soared above 
those for American Treasury 
bonds for the first time in 
more than a decade on fears 
that unification would fuel in- 
flation. The EC does not want 
to be left behind. It could start 
talks on monetary union as 
early as July. 


Nelson Mandela walked free 
after 27 years in prison. He 
criticised blacks for mixing 
vandalism with politics, but 
announced unchanged sup- 
port for the “armed struggle” 
against apartheid and for lim- 
ited nationalisation of South 
African industry. Platinum 
and gold prices rose; Johan- 
nesburg share prices fell. 





“Highly confident” no more, 
Drexel Burnham Lambert 
filed for Chapter 11 bank- 
ruptcy. Inventor of the junk- 
bond-financed takeover, 
Drexel was once Wall Street's 
most glamorous and profitable 
firm. The firm's chairman, 
Fred Joseph, was the terror of 
corporate America. But the ar- 
rest of star trader Michael 
Milken on charges of multiple 
securities-law violations 
soured the junk-bond market. 
Drexel's brokerage operations 
will be shut, and its workforce 
of 5,300 laid off. 
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Integrated Resources, which 
grew large on the strength of 
junk-bond financing, joined 
Drexel in Chapter 11. Drexe! 
is one of its biggest creditors. 


Bubble burst 





Perrier, the yuppies' favourite 
tipple, recalled its shapely 
green bottles from store 
shelves worldwide after it 
found some to be contami- 
nated by benzene. The move 
will cost at least $35m in lost 
sales in America alone. 


Filofax, British purveyor of 
diaries to the upwardly mo- 
bile, forecast a loss of nearly 
£1m this year. Sales are disap- 
pointing. Tempus fugit. 


Newly merged entertainment 
conglomerate Time Warner 
posted a $256m loss for 1989. 
Interest payments and write- 
offs incurred in the merger 
more than wiped out record- 
high operating profits. 


Hot news 


County NatWest, a British 
merchant bank, says it will pay 
up to $50m to Blue Arrow 
shareholders who lost money 
at the time of an alleged rig- 
ging of a rights issue in 1987. 


To recoup the $500m it will 
spend for the right to broad- 
cast the 1992 summer Olym- 
pics, NBC, America's biggest 
television network, plans to 
make viewers pay to watch 
them. NBC hopes that 2.5m 
sports fans will pay $150 for 
15 days of 24-hour-a-day cov- 


erage on three pay-television 
channels. Everybody else will 
get the edited version. 


East meets west 


Czechoslovak Airlines hired 
Credit Suisse First Boston 
to find joint-venture partners. 
Privatisation may follow. 


Spreading the word about free 
enterprise, British press baron 
Robert Maxwell paid 
$800,000 for 4096 of — 
Hirlap, the former mouthpiece 
of the Hungarian government. 
Three weeks ago Rupert Mur- 
doch’s News International 
bought 50% of Reform, Hun- 
gary’s most popular weekly. 





The Harvard Business School 
will include four Soviet man- 
agers in its class of 1992. 


Hard driving 


Chrysler, America's number 
three carmaker, posted a 
$664m loss in the fourth quar- 
ter—$577m of which came 
from write-offs in the course 
of restructuring. The bills will 
be more than covered by the 
sale of Gulfstream Aerospace 
for $825m to Forstmann, Lit- 


tle, a buy-out specialist. 


Western Europe's lorry sales 
rose by 796 to a record high of 
324,000 in 1989. 


Toyota, Japan's biggest car- 
er, increased pre-tax prof- 
its by 2696 to Y330 billion 
($2.3 billion) in the six 
months to December 1989 








with a surge in production. 


West Germany's Daimler- 
Benz mulled over a big invest- |. 
ment ina leading East Ger- | 
man lorry-maker, Ifa- 

Kombinats Nutzfahrzeuge ! 
Ludwigsfelde. h 


Friendly skies | 


Three American airlines— ; | 
Delta, Northwest and TWA— 
will combine their computer 
reservation systems ina ven- 
ture called Worldspan. They | 
hope particularly to put their | 
terminals into travel agencies 
in Europe and Israel. M 


Japan Air Lines and Thai — 1 
Airways will link computer — | 
reservation systems and merge | - 
some routes to provide better |. 
service to, and get more prof | 
its from, the more than 5m | 
Japanese who travel each year | 
to South-East Asia. E. 


; 
The Soviet Union an- f 
nounced five joint ventures — | 
with Malaysian companies. | 
The Malays will build an eye — 
hospital (with Soviet technol- 

ogy) and luxury hotels (with 
Malaysian technology). 


- 






Donald ERES owner of 
many buildings with his name - 
on them and author of "The x 
Art of the Deal", is divorcing 

his wife of 12 years, Ivana. i f : 
says a pre-nuptial agreement __ 
limits her to $20m and one of. 
their houses. Her lawyers are 
asking for $150m, a Boeing 

727 and the Plaza Hotel. May |. 
the best negotiator win. a 
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The Commerzbank report on German business and finance 
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The world tyre industry: 
A global market emerges 


The concentration process 
in the international tyre busi- 
ness has reached a virtually 
unparallelled level, with a 
handful of multinational 
firms dominating the major 
markets. The five largest 
firms alone had a combined 
market share of 6596 in 
1988, up from 5596 in 1978. 
The increasing globalisation 
of the automobile market, 
which has spurred competi- 
tion among suppliers in all 
sectors of the motor industry, 
has prompted vehicle pro- 
ducers and tyremakers alike 
to set up production facilities 
in each of the three main 
markets: North America, West- 
ern Europe and Japan. 

Two things in particular 
have been responsible for this 
trend towards globalisation: 
transport costs are high for 
tyres and, as a result, export- 
ing has ceased to be a viable 
long-term strategy for sup- 
plying distant markets. For 
another, shifting manufactur- 
ing overseas was the only way 
for the tyre companies to 
meet the logistic challenges 
posed by the adoption of 
“just-in-time” manufacturing 
and inventory systems by car- 
makers. 

Demand for tyres is largely 
dependent on that for motor 
vehicles, and at least in the 
U.S. and certain Western 
European countries, car sales 
are likely to drop in 1990, 
which will weaken demand 
for tyres as well. The sub- 
stantial growth in car owner- 
ship in Southern Europe, 


the Asia-Pacific region and 
Central America will not be 
sufficient to compensate for 
the decline expected in the 
"classic" markets. This will, 
however, be offset to some 
extent by sales of replacement 
tyres, which should be buoy- 
ant thanks to the strong rise in 
recent years in the number of 
vehicles on the road. 


No. 2/90 


in 1979 and bought Semperit, 
an Austrian producer, in 
1984 —took over General 
Tire, the fifth-largest US 
manufacturer. In addition, 
Continental operates a joint 
venture in the United States 
with two Japanese firms, 
Yokohama Rubber and Toyo 
Tire and Rubber, which is 
scheduled to begin produc- 


World Tyre Market 1988 





'Michelin 
18.0% 


17.6% 
Sumitomo/Dunlop 
6.0% 
Pirelli/Armstrong 
6.7% 
Bridgestone/Firestone 
Continental/ 
General Tire "ve 
8.0% 
Only a very few tyre manu- tion of commercial vehicle 


facturers produce on a truly 
global scale. Most are trying 
to hold their own through 
selective takeovers, coopera- 
tion agreements or joint ven- 
tures. The United States con- 
tinues to be the most import- 
ant tyre market, especially 
since the shift to radials is in 
full swing there. For this rea- 
son, European and Japanese 
firms have become more 
active in the U.S. In 1987, 
West Germany’s Continen- 
tal — which had acquired the 
European subsidiary of the 
American Uniroyal group 


tyres in 1991. 

The Japanese multination- 
als have also been expand- 
ing overseas. For example, 
Sumitomo joined the ranks of 
the European producers in 
1985 by purchasing Dunlop, 
the British tyremaker. How- 


ever, the most spectacu- 
lar Japanese move was the 
acquisition of Firestone by 
Bridgestone. This gave it a 
strong market position, not 
only in the U.S. but also in 
Europe where it is repre- 
sented through Firestone’s 
subsidiaries. Thanks to its 
technological know-how, 
Goodyear, the American 
tyremaker, is the only major 
company that has not had to 
forge links with others. 


R&D outlays high 

Only very large companies 
can profitably manufacture 
today’s high-tech tyres, which 
are sophisticated, capital- 
intensive products. Indeed, 
the major firms have to spend 
about 4% of their annual 
turnover on R&D. The 
demands made on tyres are 
continually increasing, and 
the focus is now on designs 
that not only increase vehicle 
fuel efficiency and reduce 
noise but also make driving 
safer by improving handling 
on wet or icy roads and com- 
pensating for sudden pres- 
sure loss caused by punc- 
tures. 

In the medium term, there 
will certainly be scope for 
expansion in the tyre industry 
as vehicle ownership contin- 
ues to increase worldwide. 
In fact, by the mid-nineties, 
world tyre demand is ex- 
pected to reach a level of 
nearly one billion units a 
year—a third of them for 
trucks — compared with an- 
nual sales of some 850 million 
in 1989, 
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German knowhow in global finance 


VIEWPOINT is presented as a regular service to the international 
business and financial community by the Economics Department 
of Commerzbank, P.O. Box 100505, D-6000 Frankfurt/Main 1. 
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Moscow, New York, Osaka, Paris, Rio de Janeiro, Rotterdam, São Paulo, Seoul, Singapore, Sydney, Tehran, Tokyo, Toronto, Zurich. *to be opened soon 
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“The secret of life”, mused Groucho 
ot it made. 


you can fake that, you’ve 
need to do more th 


T HAS not been a good week for the 
reputation of business. In America the 
collapse of Drexel Burnham Lambert on 


February 13th (see page 93) cast a fresh - 


spotlight on the financial excesses and 
crimes of the 1980s. In London the “City 
trial of the century” opened. Prosecuting 
counsel accused the former chairman of 
Guinness, Mr Ernest Saunders, along with 
three other businessmen, Mr Anthony 
Parnes, Sir Jack Lyons and Mr Gerald 
Ronson, of being "carried away with greed 
and ambition” during Guinness’s takeover 
of Distillers in 1986. : 

Those still thirsting after anti-business 
amusement could watch the movie “Roger 
and Me”, in which General Motors is pillo- 
ried for turning Flint, Michigan into “the 
unemployment capital of America" by axing 
30,000 jobs there over the past decade. GM 
reckons it had no choice in Flint: the health 
of the company was at stake. 

Faced with this sort of buffeting, more 


and more management minds are turning to 


questions of "business ethics". Courses on 


the subject have become common at busi- 


ness schools, and it is fashionable to attend 
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Good takes on greed 
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Marx, “is honesty and fair dealing. If 
" Unlike Marx, companies feel the 
an just fake goodness in the 1990s 


conferences to agonise about it. 

Nothing new under this sun: in 1915 
Harvard offered a class on “social factors in 
business enterprise". Today, ethics is firmly 
on the Harvard Business School curriculum 
(its future healthily secured in 1987 by an 
endowment of some $20m from Mr John 
Shad, then chairman of the SEC). MBA stu- 
dents start their ethics tuition on day cne, 
and the ethical consequences of everything 
from marketing to personnel management 


are woven into the entire MBA syllabus. 

. By 1988, reckons the Ethics Resource 
Centre in Washington, 92% of America's 
biggest 2,000 companies had "ethical codes 
of practice" for their employees (compared 
with under half of European firms); over a 
third had “ethics education" programmes. 

- A fad? Interest in ethics seems to foilow 
the ups and downs of society's attitude to- 
wards business: Harvard stepped up its eth- 
ics programme after the 1929 Wall Street 
crash. The 1990s trend has its roots in dirt 
ranging from the mid-1980s’ defence-con- 
tracting scandals (when companies such as 
General Dynamics knowingly overcharged 
the Pentagon) to pollution (the case of 









_ coursework) to investment in South A 
John Akers, chairman of M, thinks no 
“Ethics and competitiveness", he says, 


“mutual trust and confidence in the ethic 


then it can clearly be good business: la 


came the first company to fit catalytic c 
'vertors as standard on cars sold in Brite 
(where catalysts are not yet compt 









































Union Carbide's plant in Bhopal, Indi 
which negligently released toxic fumes ki 
ing over 2,500 people, is part of many? 


Cynics argue that ethics will be forgo 
ten when the good times stop rolling. M 


inseparable ... the greater the measure 


a society, the greater its economic strengt 

-. Trouble is, "ethics" catches too m 
different ideas. If it means "being seen 
low customers’ non-commercial concerns 


gust Audi, a West German carmak 


Thanks to that—and some slic 
Audi reckons its sales will climb 
this year, in an otherwise flat ma 

That is quite different from 
that your reputation forms part of 
of your brands". Perrier, com 
cern for its good name with con 
customers’ health, chose to witha: 
tire worldwide stock after wortie 
bottled water had been contamin 
benzene. Awkwardly, it had to con 
initial assurances that only part o 
had been tainted. Such an issue be 
mixture of crisis management and, 
crisis prevention. That is entirely di 
again from "behaving nicely toward 
employees" (America's Polaroid pa 
paid workers’ child-care expenses 
wards a wider body of "stakehold 


ain's Marks and Spencer pays for 































ojects in its shops’ local communities). 
What of ethical codes of conduct? These 
_ are the closest thing to ethics as most people 
would understand it, since the subject ap- 
‘Plies more to individuals than to corporate 
entities. One of the biggest problems is pre- 
venting employees from assuming either 
that anything is permissible if the firm bene- 
fits, or from assuming (as insider traders 
. commonly do, for instance) that something 
| is all right if "everybody is doing iz." 
- The code of the Prudential Corpora- 
tion, an assurance-to-property group, is typi- 

cal. After pledging to work for the good of 
its shareholders, customers and staff the 
code notes that “in promoting its businesses 
_ the Prudential's aims are . . . to abide by the 
- spirit of laws as well as their letter and to be a 
_ Significant contributor to the development 
and well-being of the wider community in 
we operate." Fine: but how do such 
vellmeaning but abstract guidelines cope 
when the interests of the company diverge 
sharply from those of its employees and cus- 
tomers or the local community? 
__ The answer depends on what lies be- 
hind each company's code. With no small 
print to tell employees what to do in specific 
d (such as being offered, or asked 


for, a bribe), and no sanctions to enforce the 
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| LIOVW will businesses evolve in the 
2 1990s? Mr Tom Peters, a prominent 
|| American management guru, set out his 
.. thoughts in London on February 13th, at 
. a conference jointly organised by The 
X Economist, 3i and the Tom Peters Group. 
_ They made intriguing listening. 
| There are, says Mr Peters, no mature 
|| Products: everything can be reinvented, 
| usually by mixing in the magic of informa- 
tion technology. How? Salesmen selling 
lowish-tech Motorola pocket pagers now 
punch each customer’s individual needs 
into a computer linked to the factory: the 
| customised pager goes into production 
within 17 minutes, is shipped in two 
hours and is bleeping away madly in the 
. customer's pocket the next day. 
— ln America, Citicorp customers can 
_ get approval for new mortgages within 15 
minutes; the industry average is around 
five weeks. Toyota's Japanese customers 
can select their car's individual specifica- 
tion (out of thousands of possibilities) and 
. Toyota will churn out their choice within 
à week. Order a particular specification 
. from some American carmakers and you 
= might have to wait six months. To beat 
.. Motorola, Citicorp, Toyota and their ilk, 
. says Mr Peters, you don’t just need smart 
. products: you need smart design, smart 
. Service, smart marketing, smart distribu- 


78 


i 


7 ——— 


lj 


1 













J 










* 
4 


' | 


code, it becomes nothing more than a PR 


puff. Companies need to provide detailed 
policy on issues such as conflicts of interest, 
bribes and gift-giving, and relations with 
competitors, as well as spelling out the rights 
of shareholders and other stakeholders. 

It also means tailoring ethics policy to 
each of the firm’s main functions. How is 
the export division which deals with Saudi 
Arabia, where bribes are routine business 
practice, to act? The ethical code of Levi- 
Strauss, a jeans maker, forbids bribes, 
“whether or not prevalent or legal in the for- 
eign country involved.” In America this 
tough approach is gaining ground. 


Souring the sweeteners 


A fifth of America’s 2,000 biggest compa- 
nies now have board-level ethics commit- 
tees, which decide ethics policy, arrange eth- 
ics seminars for employees and, in some 
firms, order regular “ethical audits”. At 
Dow Corning, an American silicon com- 
pany, that means quizzing managers on such 
issues as whether they have lost business be- 
cause of Dow’s refusal to pay bribes and 
whether any distribution contracts have 
been terminated because of a distributor's 
irregular business conduct. Dow reckons 
that auditing makes it “virtually impossible 


| The Peters prognosis 


tion, smart everything. 
ic specialisation means that the 
1990s will be the decade of one-to-one, 
not niche, marketing. That means identi- 
fying individual customers for your new 
widget. Kimberly-Clark spent $10m out of 
a $35m launch-marketing budget for a 
new disposable nappy on locating three- 
quarters of the year’s 342m new American 
mothers, then direct-mailing each of 
them. The company reckons its new 
database is more valuable than the raw 
materials that go into its nappies. 
Mr Peters thinks that information is 





Tom, the customer’s friend 


what he wants. Strong stuff. 
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for employees consciously to make an un- 
ethical decision.” 

But what happens when an ethical em- 
ployee is at odds with his employer? A text- 
book case is that of America’s Morton Thio- 
kol (now known as Thiokol), where two 
senior engineers gave warning, on the eve of 
Challenger’s take-off in January 1986, that 
the space-shuttle’s O-ring gaskets (made by 
Thiokol) might be affected by forecast cold 
weather. Seven astronauts died in the subse- 
quent disaster. Both Thiokol employees, 
who were praised for their action by the in- 
quiry into the disaster, saw their careers suf- 
fer as a result of their stand. 

To avoid such conflicts, around a tenth 
of big American companies (including past 
offenders like General Dynamics) have set 
up independent ethics offices or ombuds- 
men to act as a channel for whistle-blowers. 
Most guarantee that an employee's career is 
protected from the moment the whistle i: 
blown. Sceptics are, well, sceptical. 

There is a danger, thinks Professor Jack 
Mahoney, director of the Business Ethics 
Research Centre at King's College, London, 
that the doubters expect too much from 
business ethics. At best, he thinks, ethical 
codes and their like simply help good people 
to make good decisions. That, he observes, 


the only asset most companies need to 
own. What's left—R&D, design, manufac- 
turing, distribution, accounting, what- 
ever—should be subjected to a simple 
test: could the output of each of these di- 
visions be successfully sold on the open 
market? (He recommends trying.) If not, 
subcontract the work to firms that special- 
ise in each function, which will almost cer- 
tainly do it better and more cheaply; even 
encourage customers to help design prod- 
ucts they want. Breaking down barriers 
between the firm, its customers, its sub- 
contractors and their subcontractors 
breeds innovation. 

Such radical, barrier-free solutions 
play havoc with management hierarchies. 
That's fine, says Mr Peters: scrap them. 
He reckons the only management-orga- 
nisation chart worth heeding is a plain cir- 
cle. Inside it should be all the firm's em- 
ployees, with as few management ranks 
and innovation-limiting job descriptions 
as possible. Preferably none. 

Mr Peters is especially keen to be rid of 
middle managers, who he believes per- 
petuate the barriers he wants to smash 
down. Only one management task is cru- 
cial he argues: that of managing net- 
works—of customers, suppliers and sub- 
contractors. And running the company? 
Why, in the age of the one-to-one business 
the customer should do that, in effect: af- 
ter all, only the customer knows exactly 
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Thirty years of development theory.and experi- 
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people have been neglected as the objective of 
levelopment. Concrete actions and new initia- 
-tives are recommended to restore the human 
dimension to its central position in develop- 
. ment policy-making and planning. 
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role of the state in human development. 
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impact of new technologies. 
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union. at a frigh 






T —— s people are moving 


00 a day, an exodus that is crippling 
ie economy of the east and placing a 
yassive strain on the facilities of the west. 


| Bonn government is doing all it can to 
- persuade East Germans to stay at home. 
^ Yet the incentives to move could 
| hardly be greater. Incomes: pet head (at 
market exchange rates) may be as.much as 
five times greater in the west; indeed, 
western - social-security payments buy 
—. more than the wages paid to many in the 
- east. To check the flood, Chancellor 
. Helmut Kohl's government is offering the 
East Germans a swift transition to full eco- 
nomic and monetary union. On February 
13th the two countries agreed to set up a 
commission to hammer out the details. 
Why should this be a cause for con- 
cern? New investment opportunities are 
opening up; Germany can expect years of 
faster economic growth as the income gap 
between west and east closes. A new sur- 
vey. by Consensus Economics, a London 
firm that polls forecasters, asked 19 Ger- 
man banks, firms and forecasting insti- 
tutes what effect liberalisation in Eastern 
Europe as a whole will have on West Ger- 
many. No doubt with East Germany up- 
permost in their minds, they said it will 
raise West Germany's growth at once: 
from 2.996 to 3.496 this year, and from 
1.996 to 2.696 in 1991. 
.. Suddenly, though, East Germany is 
not just liberalising. lt is to merge its econ- 
—, omy with West Germany's, and without 
. delay. This poses a new threat: inflation. 
The Bonn government knows it must 








try to narrow the income gap between east 


and west, a gap which will become more 
visible during the early stages of East Ger- 

| many's liberalisation. Like all countries 
now in flight from central planning, East 
Germany suffers from repressed inflation. 
For many goods, demand exceeds supply. 

© Prices are not allowed to rise: there are 
| queues and shortages instead. So people 
|. hoard cash for lack of anything to spend it 
on, These savings (less the cash East Ger- 
mans will still keep under the bed to pay 
for future purchases) are an “overhang” 
of frustrated purchasing power. As mar- 
- kets are freed, prices rise to make demand 










comes and savings falls. In Poland, the 
| first stages of this process caused a drop in 
- real wages of a quarter. | 
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st at a rate of between 2,000 and | 


Short of putting the wall back up, the- 


match supply—and the real value of in- 


— — 


The collaps se -of East Germany’s economy is — German economic 
| netar htenin 
f cult, andi is setting the Bundesbank the sternest test in its history 


ace. The transition will be horri- 





To narrow the income gap, West Ger- 
many is already channelling subsidies to 


the east. At present these can be financed © 


with a combination of (a) higher taxes and 
less spending on other things, (b) extra 


government borrowing and (c) the print- 


ing of money. Only (c) poses a clear risk of 
inflation, and West Germany's central 
bank can be relied upon to deny the gov- 


ernment this option. However, currency 


union offers another inflationary way to 
narrow the income gap—one that the 


Bundesbank may iii harder to block. 





When East Germany moves on to the 
D-mark, the authorities will have to set a 
conversion rate for the Ost-mark. This 


will be partly if not primarily a political 


decision. The market rate is currently at 


least seven Ost-marks to DMI. Even at 


this rate, converting the Ost-mark savings 


would add to East German purchasing 


power (because D-marks can buy. goods 
that mattresses full of Ost-marks cannot). 


would at least avoid an unwarranted injec 


It would thus serve Bonn’s goal of trans- 

ferring income. But it would do this by 

adding to the supply of currency. | 
The economics team at Credit Suisse 


First Boston (which has led the race in 


London to keep up with events) reckons 
that, at an exchange rate of five-to-one, 


East Germany's purchasing-power over- 


hang would be DM9 billion. That is 





 eativalent to 21596 of Wes 


. East Germany, the bigger the interes 


greater the strain on the EMS. . 
However, converting at the market rate 
=i credit for West Gert any's cor 
tion of extra money. A rate more favour- 
able to Ost-mark owners (four-to-one, say) - 
would make East Germans a lot better off. 









stock of narrow monev (currenc pl 
mand deposits). At an exchange r 
one-to-one—which was long the off 
rate, and which some, like East Germa 
economics minister Ms Christa Luft 
gue West Germany ought to adopt—t 
overhang would be at least DM50 billio 
But a more likely eventual rate is hinted 
by the 2.4-to-one set for repayments of: 
dustrial-support credits, agreed by thet 
countries on February 13th. E 
Transforming East Germany's wo 
less savings into hard currency that ca 
spent in the west will release the over! 
of purchasing power. And it will stok 
flation as surely as dropping — 
from helicopters. If Bonn feels it mi 
noble about the rate of exchange, 
is far greater. The government has 
changed its policy of paying East Gern 
"welcome money" to one of cashing 
Ost-marks for D-marks at subsidis 
rates: between one-to-one and five-to- 
If it adopted such rates in moving to m 
etary union, Germany might be sowi 
the seeds ofa rapid inflation. — 
With the real and financial economies : 
of the two Germanies in a state of flux, 
monetary policy will be hard to get right. 
So it is little consolation to know that, in 
principle, the Bundesbank could neutra 
ise the inflationary impact of the Ost 
mark overhang (whatever the rate of con 
version) by raising interest rates. West 
German interest rates have already ris 
sharply and bond prices have plummete 
partly in anticipation of the new upwarc 
pressure on the government's budget: di efi 
cit ahd on inflation. 
In judging how much further rates 
might need to go, the Bundesbank is ham 
pered not only by the confusion to its east 
but by obligations to its west. Higher | 
man interest rates will put the Europe 
Monetary System under greater pressu 
and might well force a realignment of 
D-mark. That would be a setback to 
EC's hopes for its own monetary 1 
The more generous the currency pac 



















































































hike needed to check inflation—an 


The Bundesbank deserves 1 mi 





cess. Its skills are not in dou y 
greatest asset has been its indepei 
This too is now coming into qi 
Barely two weeks ago the Bundesb 
president, Mr Karl Otto Pohl, called 
posals to move quickly to a German 
etary union "fantastical". All of a sudd 
he is obliged to take the idea serious 
and says his role will be to minimise 
economic risks. One thing is omino 
clear: if Mr Pöhl decides to funk the | 
choices, he will not lack for excuses. - 
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san n improvement on simple reliance on the 
piss may limit damage, but are usually 
afted only after large numbers of people 
ave been hurt. By encouraging companies 
a nd employees to act ethically, some of that 
image may be prevented. 
- Taking the ethical initiative, then lobby- 
g for legislation to enshrine that in law, 
+ n help companies. Cummins Engine, a 
diesel-engine maker, cleaned up its engines 
- and then lobbied for tougher pollution laws. 
D Pont, the biggest producer of ozone- 
damaging CFCs, is a vocal member of the 
a nti FC lobby—partly because it thinks it is 
sll ahead in the race for a cheap substitute. 
ical? Perhaps. But, if the 1990s is indeed 
ethical, such “elevation of the level 
[ g field" may be a popular business 
Í we egy. 
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Apple versus Compaq 
The worm turns 


| when things should have been going 
J iso well, Apple Computer is in trouble 
agai Though i its Macintosh personal com- 
never been more popular, recent 
profits have been disappointing. Lay-offs are 
ined. Apple $ Sox ide recruited head of 
jw "rican marketing, Mr Allan Loren, sud- 
d der quit and another top manager, Mr 
Jean Louis Gassée, has publicly threatened 
o go. At dinner tables across Silicon Valley, 
diag osing Apple's ils has become a 
favourite topic of conversation over a glass 
of Robert Mondavi chardonnay. 
— Today's malaise is far less serious than 
the crisis which threatened Apple in 1985, 
when slow sales of the then-new Macintosh 
caused huge losses, and the chairman, Mr 
pt ousted the firm's founder, Mr 
ye Jobs. But there is still good reason to 
worry. To see why, compare Apple with an- 
other personal-computer firm, Compaq. 
_ Founded in 1982, five years after Apple, 
Texas-based Compaq has since 
zrown twice as fast as its Cali- 
fo ornian rival. Though 
ompaq 's 1989 sales of $3 bil- 
n were only about half as big 
B. Apple’ s, its profits, at 
$33 333m, were three-quarters as 
jig. Few would have predicted 
^ in 1982: Compaq then 
= ed a company beneath 
's notice. Apple more or 
ss invented the personal computer, and its 
| : sy-to-use "graphical user-interface" has re- 
definec Lee way people use the things. 
Compaq, by contrast, grew large by building 
| ers that worked like IBM's. In a tech- 
ology-driven industry, Apple should have 
been behind the wheel while Compaq 
ya along in the dust—first being crip- 
sd by price-competition and finally being 
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Zbrléch the meek 


RITAIN will never breed software 

entrepreneurs, according to the pes- 
simists. Its fledgling firms cannot hope to 
compete without being in the huge 
American market, yet neither can they 
afford to cross the Atlantic. Fortunately, 
the doomsayers are wrong. An inspiring 
counter-example is Zortech, founded by 
Mr John Haggins in his living room. He 
crossed the Atlantic by getting his cus- 
tomers to create his products. 

Zortech now has annual sales of 
about £4m ($6.8m), mostly in America. 
Mr ins got into the software busi- 
ness by importing a version of the “c” 
programming language from America to 
sell in Britain, where prices are higher. 
As competition heated up, Mr Haggins 
improved his product by offering along- 
side it a collection of useful "tools" cre- 
ated by early customers. With these, plus 
clever advertising, Mr Haggins found 
himself selling more software than his 
product's American originator, whose 
rights to the product he bought out. 

Having succeeded with one language, 
Mr Haggins and the programmer who 
created his first product turned their at- 
tention to a second. They hit upon C++, 
a programming language created at 
AT&T's Bell Laboratories. It was trendy; 
it was based on much the same technol- 
| ogy as Zortech’s first product; and, best 





annihilated by richer, technológically more 
powerful rivals. 

Apple still spends more on research and 
development than Compaq. Yet Compaq is 
beginning to show signs that it can set tech- 
nological standards as well as copy them. 
Worryingly for Apple, the technological ad- 
vantages which once separated its products 
from those of Compaq and 
other BM-compatibles are 
eroding. In some areas Apple is 
falling behind. Worryingly, 
Apple lacks allies dedicated to 
its cause. 

Look at Apple's best- 
known technology, the graphi- 
cal user-interface. Apple first 
commercialised the technol- 
ogy, invented by Xerox, which 
lets a user tell a computer what to do by 
pointing at self-explanatory pictures on its 
screen. Apple still has probably the most 
stylish user-interface on the market. But its 
success has bred imitators. Just about every 
other brand of desktop computer also offers 
a graphical user-interface. Most popular are 
those created by Microsoft for iBM-compat- 
ible computers, but others have built such 
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of all, nobody had yet created a PC ver- 
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sion. Again, Mr Haggins encouraged cus- 
tomers to create programs which could 
be added to his product line. 

Zortech’s empire nqw consists of a 
loosely-allied collection of programmers 
on both sides of the Atlantic, linked by a 
common (programming) language, elec- 
tronic mail and occasional visits. Mr 
Haggins hopes that his company, whose 
headquarters still sit above a shoe shop 
in the unfashionable London suburb of 





John Haggins, the customer’s servant 


Woolwich, will eventually grow to about 
ten times its present sales. But compe- 
tition is about to heat up. Big American 
firms such as Borland and Microsoft are 
preparing their own versions of C++. Mr 
Haggins's customers are preparing their 
counter-attack. 


interfaces for high-powered workstations 
running the Unix operating system. 

these rival interfaces grow in popu- 
larity, software developers who want to use 
graphical. interfaces are increasing 
tempted to develop their wares for IBM-cor 
patible machines as well as for Apple. Apple 
has just under 1596 of the personal-com- 
puter market; creating revised versions of 
software to use others' graphical interfaces is 
often relatively straightforward. The origi- 
nal version of Aldus's Pagemaker, the mar- 
ket leader in desktop publishing, was avail- 
able only on Apple's Macintosh; new 
versions are now released for Apple and IBM- 
compatible computers at more or less the 
same time. 

Part of this is Apple's own fault. 
Though it is trying harder to convince oth- 
ers to innovate on the back of its products, 
Apple has often been less than kind to 
young innovators who would hitch their 
wagons to its own. It is suing Microsoft, its 
most important software supplier, for alleg- 
edly infringing its copyrights on its user-in- 
terface—so far with relatively little success 
in court. Engineers suspected of talking too 
loosely about other Apple technologies have 
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In debt and equi 
we havea —* 


It's client service- 
worldwide. 

Once again, Merrill Lynch 
has achieved the premier 
position as the leading 
underwriter of global debt 
and equity, raising a total 
of over $53 billion in 1989. 
We also led all other firms 
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Second 
Ranked 
Firm 


in U.S. debt and equity 
underwriting for the year. 

We're proud to have 
assisted corporations, 
institutions and governments 
around the world in meeting 
their financing needs for the 
past year. 

We believe this kind of 








underwriting, 
ar area of expertise. 
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Source: IDD Information Services Full credit to k 


performance also carries 
with it a commitment. The 
commitment to stand ready 
to serve our Clients in the 
years to come. 
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Victory is measured in seconds. That's why, 
every year, more winners are relying on 
high tech materials from Amoco Chemicals. 

Chosen for its high compression strength, 
corrosion resistance and natural lubricity, 
lightweight Torlon* plastic is being used exten- 
sively for roller and ball bearings on almost 
everything that turns on this boat, including 
underwater rudder bearings. 

Sailor's shoes are also being made with 
Amoco Chemicals’ Condesa" Collection of 
10096 polypropylene fabrics. The strong, 
lightweight material is uniquely adept at trans- 
mitting moisture. 

Even Kevlar* sail material takes advantage 
of Amoco* isophthalic acid (IPA). 

Amoco Chemicals supplies IPA directly and 
through licensees and joint ventures. Other 
Amoco materials used in the boating industry 
include purified terephthalic acid for producing 
polyester, trimellitic anhydride for vinyl plasti- 
cizers, and polypropylene fabrics. 

Victory takes hard work and dedication. 
These same qualities keep Amoco at the fore- 
front of the chemical industry. 

For more information on Amocos activities 
in Asia, write Amoco Chemicals Far East Limited, 
16th Floor, Great Eagle Centre, 23 Harbour Road, 
Hong Kong; Telephone: 5-83228899, 

Telex: 75457 AMOCO Hx; Fax: 5-8381810. 


Amoco Chemicals 


*Keviar is a registered trademark of DuPont Company 


1988 Amoco Chemical omnpany 








The bank that puts the 
Arab world at your fingertips 


When you're doing business with the Arab tries GIB offers the highest professional standards 


world, it’s only sensible to use a bank that speaks the in merchant and wholesale commercial banking ser- 
language, knows the morkets and understands the vices, including trade finance, foreign exchange and 
business environment. investment advice. 

And when it comes to experience And with its offices in London, New York, 
and contacts in the region, nobody has ^ Singapore, Tokyo and Frankfurt - and bank- 
more to offer you than Gulf International ) ing connections worldwide - it is ideally 
Bank. placed to serve you wherever you are. 

Founded specifically to develop trade, — al cob i For full information, contact your nearest 


industry and investment in the Arab coun- Gulf intemational Bankasc — office. 


GIB OFFICES: HEAD OFFICE: PO. BOX 1017, MANAMA, BAHRAIN TEL: (0973) 534000 TELEX: 8802 DOWALI BN 
LONDON: 2-6, CANNON STREET, LONDON TEL (044) 1 248 6411 TELEX: 8812889 GIBANK G NEW YORK: 499, PARK AVENUE. NEW YORK TEL (01) 212 303 3060 TELEX: 424027 GIBANK NY 
SINGAPORE: SHELL TOWER, 50 RAFFLES PLACE, SINGAPORE TEL (965) 224 8771 TELEX: 28227 GIBSIN RS TOKYO: 1- 1, MINAMI AOYAMA I-CHOME, MINATO-KU, TOKYO TEL (081) 3.423 4096 TELEX: 2425596 GIBTYO 
FRANKFURT: TRITON HAUS, 42 BOCKENHEIMER LANDSTRASSE FRANKFURT/MAIN TEL: (049) 69 720363 TELEX: 4185504 GIBG 








been visited by private investigators. 

But, ironically, it may be Apple's very 
success in keeping technological competi- 
tors at bay which is now coming back to 
hurt it. Because of (Compaq's commitment 
to IBM-compatibility, it has always faced 
tougher competition than Apple. While 
Compaq has been under much more pres- 
sure to innovate, it has also had much less 
scope to do so. One result has been nimble- 
ness, the ability to change direction in order 
to take advantage of others' innovations as 
well as one's own. Another result is focus. 
Compaq has had to conserve its own re- 
sources for those innovations which the 
firm thought would have the most lasting 
impact. Two of the latest new developments 
have been laptop computers and the adapta- 
tion of minicomputer technology to im- 
prove powerful personal computers working 
on networks. 

Mr Sculley at Apple, by contrast, talks 

iguely of promoting "the Macintosh ex- 
perience". Yet many even within Apple 
seem unsure what all of the ingredients of 
that experience might be, let alone which 
are in most urgent need of attention. Succes- 
sive management reorganisations have not 
helped. The recently departed Mr Loren was 
recruited from the data-processing depart- 
ment of a big insurance firm partly in the 
hope that he could bring in a customer's 
perspective. The threatened resignation of 
Mr Gassée, a long-time supporter of Mr 
Sculley, was fostered by continuing disagree- 
ments over product strategy—which, pre- 
sumably, are still being argued out behind 
closed doors. If Apple cannot decide where 
it is going, how can it expect others to 
follow? 





| Taiwan’s little secret 


HONGKONG 


AIWAN—or, as it prefers to be 

called, the Republic of China—is sup- 
posedly at war with the “bandit regime” 
on the communist mainland, What, then, 
explains the secret visit to China last 
month by Mr Wang Yung-ching, Tai- 
wan's richest businessman? Might For- 
mosa Plastics, a petrochemical company 
of which Mr Wang is boss, like to build a 
naphtha cracker on the mainland? 

Mr Wang, whose loyalty to Taiwan's 
ruling KMT party is beyond doubt, is press- 
ing the government to recognise reality. 
Taiwan is the captive of its own success: 
wage rates are climbing; the Taiwan dollar 
has risen by over 40% against the Ameri- 
can dollar since 1985; and the island’s 
20m-strong population is demanding an 
end to the dreadful pollution that has ac- 
companied Taiwan’s rise to wealth. 
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Window shopping 


WARSAW 


f bis recent visit by Japan's prime minis- 
ter, Mr Toshiki Kaifu, to Poland and 
Hungary was seen in Tokyo as an election 
ploy to set himself up as an international 
statesman. In Warsaw and Budapest he was 
greeted with the respect granted to all lead- 
ers of rich countries—and politely asked to 
hand over some more cash. With cultural 
differences and distance being what they 
are, neither side really behaved as if it ex- 
pected any increase in the $1.5 billion worth 
of trade that Japan conducts with non-So- 
viet Eastern Europe every year—a paltry 





For the past three years environmen- 
talists have stopped Formosa Plastics from 
building a new naphtha cracker in Tai- 
wan. In China, there are no pollution con- 
trols, and labour costs are a twentieth of 
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Japanese business in Eastern Europe 


— 


0.3% of Japan's trade worldwide. 

Yet Japan's presence is not as small as it 
seems. The Japanese have been trading in 
Eastern Europe for 20 years—longer than 


many West European businessmen. At least _ 


ten of Japan’s big sogo shosha trading com- 
panies have had small, but well-informed, 
offices in every East European country (ex- 
cept Albania) since the 1960s. Japan’s deci- 


sion to grant $2 billion in aid to Eastern Eu- _ 


rope, including government-guaranteed 
loans, has aroused the curiosity of Japanese 
firms which normally object to throwing 





Taiwan’s. Mr Wang Chien-shien, Tai- 
wan's deputy economics minister, reckons 
Taiwanese businessmen have already in- 
vested $1 billion in the mainland. Mean- 
while, his ministry reports that trade with ` 
China—channeled indirectly through 
Hongkong and other foreign ports—last 
year reached $3.7 billion, $3.1 billion of 
which were exports from Taiwan. 

Officially Taiwan does not support the 
communist regime with direct trade and 
investment. That may soon change. 
When Taiwan’s newspaper readers 
learned of Mr Wang's trip, they also 
found out that it was not his first—and. 
that executives from other leading Tai- 
wanese corporations were also scouring 
China for investment opportunities. It is 
hard to believe all this news broke by acci- 
dent—and harder still to imaginé the gov- 
ernment will punish the “traitors”. After 
all, what better way for the KMT to recon- 
quer the mainland than by injecting it 
with Taiwan's vigorous capitalism? 
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money at indebted countries. 

Japanese firms are not going to stam- 
pede to Eastern Europe: they prefer life to 
be fairly stable and predictable. But the area 
is interesting Japan for a number of reasons. 
“Poland may become part of a united Eu- 
rope, so we want a foothold in Poland,” says 
one Warsaw-based Japanese manufacturer. 
Others see Eastern Europe as a cheap place 
to make parts and products for Japanese- 
owned companies in Western Europe. Japa- 
mese manufacturers whose stronger rivals 
have already set up plants in Western Eu- 
rope, like Suzuki or Daihatsu, see opportu- 
nities for joint ventures. 

Most of the current trade between East- 
ern Europe and Japan is straight buying and 
selling of goods. Czechoslovakian hops are 
used to brew Kirin beer; Polish fishing fleets 
in the Baltic supply Japan with salted her- 
ting and Romanian refineries sell oil prod- 

- ucts to Japan. The Japanese also buy raw ma- 
- terials in Eastern Europe, selling them to 
- their subsidiaries in the West. 
For Japanese exporters, Poland holds 
e greatest attraction. With its 38m popula- 
tion and its network of dollar shops, goods 
_ like cars and videos can be sold for hard cur- 
_ tency. More extensive trade and investment 


| was blocked by Poland's $1.9 billion debt to 


| Japan, which halted credit guarantees for 





"Japanese firms wanting to invest directly. 
Now that Japan is discussing $850m in new 
~ Credits, more licensing and modernisation 
— deals—like the one Daihatsu is trying to ar- 
- range with Fso, the Polish state carmaker— 
are in the offing. Mitsubishi is eyeing a Pol- 
“ish food-processing project and Asahi Glass 
— has sold licences and equipment to a car- 
window maker. In each case, the ultimate 
- market is Western Europe. 
| So far, only Hungary has signed up for 
Japanese joint ventures. Suzuki recently 
“concluded the biggest, a $140m carmaking 
- deal. Poland's joint-venture laws are still too 
new for the cautious Japanese. Czechoslo- 
vakia and Romania have no joint-venture 
laws yet, but their low debt makes them 
“worth watching”, according to Japanese 
traders in Prague. Future Czech-Japanese 
possibilities include a television-tube deal 
with Toshiba and a $60m investment by 
Mitsubishi in a chemicals plant. 
| In Eastern Europe the Japanese have 
"one great advantage: they are not German. 
- In Poland, where fears about German reuni- 
fication and German purchases of Polish 
| property are strongest, some see the Japa- 
- Nese as a counterbalance. The Japanese fret 
‘that the Germans have the upper hand: a 
Japanese trade delegation, which badly 
timed its visit to Warsaw a few days before 
the Polish economic reforms went into ef- 
fect, attributed the unavailability of finance- 
ministry officials to “German bribery”. 
The Japanese have more to fear from a 
competitor closer to home. South Korea, 
which has hastily set up trade delegations in 
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Warsaw and Budapest after receiving diplo- 
matic recognition, is looking for East Euro- 
pean partners more energetically than the 
Japanese. The South Koreans have granted 
$400m-worth of credits and loan guarantees 
to Poland and $300m to Hungary, They 
have set up computer networks to link Pol- 
ish and Hungarian firms with South Korean 
ones. In Hungary, South Korean firms have 





Fast-food wars 


made joint-venture deals in electronics and 
tourism. Daewoo and Kia are negotiating 
deals in car and component manufacturing. 
Electronics, chemical production and con- 
struction are being talked about in Poland. 
South Korean businessmen see Poland as a 
possible gateway to Russia where, unlike the 
Japanese, they have no important con- 
tacts—yet. 


Drive in, run 'em over 


NEW YORK 


AY KROC, who turned McDonald's 
into the world's greatest junk-food 
chain, was once asked what he would do if a 
competitor was drowning. "Put a hose in his 
mouth,” said Kroc. That pretty well sums up 
what is happening today in America's $65- 
billion-a-year quick-service restaurant busi- 
ness. With growth in demand for fast food 
slowing, and too many joints chasing too 
few customers, a business that took off in 
the late 1950s has entered what it euphemis- 
tically calls a period of consolidation. 

Over the years many once-familiar 
names have vanished through merger, bank- 
ruptcy or acquisition, including D'Lites 
(whose health food failed the taste test), Bur- 
ger Chef, 1 Potato 2 and Sambo's. Most 
were second-string players. The difference 
now is that fast-food chains have expanded 
to glut the business and competition now 
pits the market leaders against each other. 

Alarmed by these signs of indigestion, 
Marriott Corporation sold off its Roy Rog- 
ers division, which operates or franchises 
638 fast-food restaurants concentrated in 
the Washington, Philadelphia, Baltimore 
and New York areas, to the Hardee's ham- 
burger chain for $365m in late January. The 


hotel group aims always to be the leader in 
each of its businesses and says it concluded 
that this was an unrealistic objective in fast 
food where Roy Rogers, a regional competi- 
tor, was operating in a segment "dominate 

by a handful of national chains." Other fast 

food chains, such as Red Lobster, have tried 
to reposition themselves by moving 
upmarket. 

Like Hardee's, part of Imasco of Mon- 
treal, other chains have also expanded by 
buying weaker competitors. Mr Donovan 
Christopherson, fast-food boss at Pepsico’s 
headquarters in Purchase, New York, ex- 
pects them to continue doing so, although 
many of the weaker chains have already 
been gobbled up. He sees two big advan- 
tages in “picking up the real estate of other 
chains". First, the sites are safe from the 
planners; second, it takes just 60 days to re- 
furbish an existing restaurant against a year 
or so to build a new one. 

McDonald's remains the undisputed 
fast-food champion. It is not infallible— 
McChicken sandwiches laid an egg—but 
still awes rivals. With 1996 of America's fast- 
food market it has more than double the 896 


market share of its nearest competitor, Bur- 
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ALYSIS AND FORECASTS FROM 


i Ox wide range of industry publications provides a reliable information source 


' that matches precisely your business needs. ee eee 
Based on primary research our publications monitor, analyse and predict 


trends and developments in specific key service and m anufacturing industries. . : 


They are targeted at anyone whose responsibility involves the search for 


competitive advantage in their organisation. | 
~ | SUBSCRIPTION TITLES . 


ntinually updated analyses and forecasts of 


-car market sectors and competitors worldwide. 


Provides essential up-to-date information for 
decision makers concerned with the 
international motor industry. 


O TRAVEL AND TOURISM 
Essential analysis, data and forecasts for 
anyone with a serious interest in developments 
and trends in the international travel and 
tourism marketplace. Regular studies on: 


transport, hotels and accommodation. 


outbound markets, financial services/leisure 
industries. — | P 

L] TEXTILES AN D CLOTHING 
For the world's senior textile executives — 


"assesses developments worldwide and analyses 


recent events and future trends. Regular 
features include — world textile trade and 
production trends, profiles of textile companies 
around the world and surveys on particular 
product categories. | t do 8 


SPECIAL REPO RTS | 2 


D RETAIL BUSINESS | 
An information and marketing service on - 


consumer goods markets and the retail trade in- 


—— | 
detailed — 


the UK. Its reports and features 
original research which gives a 


analysis and guide to future trends and 


prospects for product markets. — 


O MARKETING IN EUROPE 

A monthly information and research bulletin. 
dealing with consumer goods markets, — 
marketing and distribution in continental 


Europe. Regularly covers food; drink, clothing. — 


furniture, chemist and household goods. 


A quarterly bulletin with effective resea ren. 
analysis and forecasts of markets, and. — 
information on present and future competitors. 
Written for consumers, producers and users of 
pulp, paper and plastic packaging.raw — | 
materials, finished products and converted 
papers. | 3 Rowe | 


n addition to the subscription titles, we also publish a wide range.of related one-off Special - 


Reports. These give detailed analyses and forecasts of specific sectors of the industry they represent. — E 
Some titles recently published include: z : ELA M M S 


The Channel Tunnel 
The Car of the Future 


Drink inthe UK . . 
Business Telephone Systems - 


Travel and Tourism in the Single European Market — West European Car Forecasts 


UK Retail Technology 
South Korea's Industry. | 
The Pricing and Marketing of Electricity - 


The Price of Oil to 2000... 
Waste Paper — 0. 
East European Motor Industry - 


* 


For information on any of the above please indicate the industry sectors you are interested in a 
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McDo pak — also er the ope 
over of rival ham r joints: Burger King 
and Hardee's each average about $900,000; 
Wendy's about $800,000. 

__ The business that Ray Kroc built spends 
about $1 billion a year on advertising. In a 
ecent campaign that excited the admiration 
and envy of its rivals, McDonald's offered to 
cut the price of its bacon, lettuce and tomato 
dwiches if the San Francisco 49ers foot- 
ball team won the Super Bowl, and of its Big 
Mac hamburgers if the Denver Broncos 
won. It then took pity on the fans of the 
thrashed Broncos and cut the price of both. 
PE Competitors provoke price wars with 
McDonald's at their peril. Mr Hugh 
Zurkuhlen, an analyst at Salomon Brothers, 
points to the chain's efficient management, 
brand-name recognition and fat profit mar- 
gins. In a price war, he says McDonald's 
could cut its prices to a level where competi- 
‘ors which matched them could not cove 
eir interest expenses. | 
... Wendy's, the fourth-biggest hamburger 
chain after McDonald's, Burger King and 
Hardee's/Roy Rogers, is showing the strain. 
Its sales have stagnated for the past four 
years and its net profit margins are tiny com- 
pared with McDonald's (under 21596 
against around 12%). Burger King (“Home 
of the Whopper”) is also buckling. Stan- 




























slipped in its restaurants, and so have prof- 
its. The company owns only 15% of the 
5,300 hamburger joints that bear its name in 
America and so finds it much harder to 
achieve consistency than McDonald's, 
hich usually owns both buildings and site 
ven when the restuarant is operated by a 


_ Britain's Grand Metropolitan, a multi- 
itic conglomerate, acquired Burger 
Cing when it bought Pillsbury for $5.7 bil- 
ion’ in January 1989. It has eno 

sockets to afford the hundreds of millions, 
perhaps even billions, it will take to turn 
arounc Burger King by redesigning and 
refurbishing its restaurants and retraining 
their managers. But some industry insiders 
wonder whether Grand Metropolitan has 
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NEW YORK 


OTHING gives fast-food executives 

indigestion more quickly than the 
spectre of undesirable customers enter- 
ing their restaurants. Under this heading 
come robbers, drunks and drug addicts. 
Fast-food joints are peculiarly prone to 
attract all three. They are open for long 
hours and are in busy places, often on 
the wrong side of town. 

To deter robbers, many restaurants, 
especially those in high-crime areas, lock 
their back doors to everybody after dark. 
Tills are sited to make them highly visible 
from the street. Cash is picked up as of- 
ten as four times a day to keep the float in 
the till unappetisingly small. A number 
of chains have anti-crime training pro- 
grammes for their employees. 

| are a perennial problem. A 
place that attracts their custom will 
quickly lose its coveted reputation as a 
family restaurant. So most fast-food 
chains do not sell hard liquor. Those, 
like Pizza Hut, that offer beer on their 


menus do not mention it in their ad- 


either the time or the inclination to make 
Burger King fit to take on McDonald's. 

Pepsico has steered clear of hamburgers. 
It nonetheless now finds itself in McDon- 
ald's firing line. McDonald's has become a 
direct competitor to two of the three big 
Pepsico chains—Kentucky Fried Chicken 
and Pizza Hut—by giving almost as much 
priority to chicken as beef and by invading 
the pizza market. Taco Bell, Pepsico's Mexi- 
can-fast-food chain, is still out of McDon- 
ald's sights—but for how long? 

The biggest challenge for all the chains 
is to anticipate and react to faster-changing 
tastes. An aging American population— 
which will make the over-40s more impor- 
tant—will alter their customer mix. The av- 
erage customer will be richer, older and pre- 
pared to pay a bit more for more comfort, 
more service and a broader menu. 

More demanding customers will push 
up the restaurants' labour costs. In a tight- 
ening labour market, the industry already 
finds it hard to recruit the workers it has al- 
ways counted on: youngsters paid the mini- 
mum wage minus an adjustment for tips. 
The labour shortages have spurred the race 
for labour-saving technology. By mechanis- 
ing kitchens and service in its restaurants, 
Pepsico aims eventually to change the ratio 
between the production area and the cus- 
tomer area from 40-60 to 10-90. 

Mr Christopherson thinks that delis 
and microwaves together represent an even 
greater challenge for the three Pepsico 
chains than the likes of McDonald's or 
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‘Come on Mabel, let's leav 

















vertising campaigns. 

Crack addicts are a new problem. 
They crave French fries, and not just be- 
cause they are cheap: crack wets the ap- 
petite for oily and salty food. Pepsico has 
found a novel way to keep them out. It 
advises managers of affected restaurants 
in its Kentucky Fried Chicken, Pizza Hut 
and Taco Bell chains to increase the in- 
tensity of the lighting. Drug addicts, it 
seems, like to eat in the dark. 






























Hardee's. Microwave meals that can be pre- 
pared in One minute offer even quicker and 
more convenient fast food than the drive- 
through restaurants that today account for 
about 5596 of McDonald's sales. 

In seeking to remain competitive, the 
fast-food chains are putting greater empha- 
sis on fast home-delivery services. Domino's 
promises customers who wait more than 30 
minutes for the delivery of a pizza to their 
home either a discount of $3 or a free pizza. 
Some chains are setting up stalls and kiosks 
to sell their wares at airports and sportii 
events. The marketing of the brand-nar... 
products of fast-food restaurants through 
supermarkets is also bound to come, though 
McDonald's is likely to resist putting its Big 
Macs on the shelves of Safeway and A&P. 

The chains are fortunate that their 
growth is not confined to a maturing Ameri- 
can market. Junk food is perhaps the last 
business where America's comparative ad- 
vantage remains as as ever. Asian and 
European markets are at the stage America 
reached in fast food in the 1960s and, for 
the foreseeable future, the best American 
chains will find it easier to expand there 
than at home. Salomon predicts that restau- 
rants outside the United States will produce 
28% of the operating profit of McDonald's 
by 1994, compared with 21% today. Pepsico 
reckons it will operate as many as 50,000 res- 
taurants within ten years, compared with 
18,480 today. It, too, says most of that ex- 





pansion will come overseas. 
^ A * 
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Macmillan and the Economists’ Bookshop are pleased to announc he 1990 
Book Sale : Near 


ly 200 Academic Publications are av ailable at discounts of up to 70%. 
The offer closes on May 31st 1990. Below is a selection from the Sale List. To or Ee our 
copies of these titles please indicate the number of co 


pies required beside each ute, 
complete the coupon ils below and return this Ad. a: Order Form. 


ORDER NOW WHILE STOCKS Ju» AND/OR ASE FOR THE oo ATE SALE CAT ALOGUE : 


Political Institutions and issues a Briain, B 
— James Cable 


In this wide-ranging book, James Ci able, x 
‘former British Ambassador to Finland, 
analyses the political struggle in Britain 

| and the issues that have divided politically: | 
interested Britons in ihe past decade,” 


H.cover 0 333 40540 4 Regular Price: £33.00 
SPECIAL PRICE: £10.99. | 


.. A Guide to Financial Insiitutions ` 
Charies R. Geisst 

A companion volume to the same 
author's Guide to the Financial Markets, 
this provides a description of the major 
financial institutions in both the United 
Siates and Britain in a clear, objective 
and lucid manner. 


H.cover O 333 38623 X Regular Price: £33.00 
SPECIAL PRICE: £10.99. 


Alfred Marshall : Progress and Politics 
David Reisman 


“Thorough, lucid, entertaining : 
coherent and impressively” polled 
account”, Times Higher Education 
Supplement. 


H.cover 0 333 43620 2 Regular Price: £55, "E 
SPECIAL PRICE: £19.99 


Democracy and Deterrence 
Philip Bobbitt 


In this “rigorously-argued and elegantly- 
written” (Sunday Times) book, Philip 
Bobbin unravels the political and strategic 
objectives sought by the superpowers in 
arms control ina way that is timely and 
indispensable for an understanding of the 
historic developments currently taking 
piace. j 


H.cover O 333 43537 0 Regular Price: £33.00 


. Chernobyl & Nuclear Power in the USSR’ 
SPECIAL PRICE: £10.99 


David Marples — 
In this “authoritative treatment of d 
complex subject" (Wall Street Journal), 

. David Marples provides the first detailed" 
account of the Soviet nuciear power ite 


.. Who and How in Planning for ane | 
Companies 
Leslie E. Grayson 


. Xarea: The War 
Caltum A. MacDonald 


. MacDonald's powerful and richly 


Before Vietnam 
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detailed account of the Korean War 
renders all the painful details af American 


. Combining case studies of Jive major ei | 


companies with commentaries grounded 


dustry and of the nature, impact and cons 
sequences of the 1986 Chernobyl disaster... 


in planning theory, Professor Leslie. 
Grayson looks at the art of planning 

in particular firms against the epum 
of their evolution, 


H cover 0 333 40875 7 Regular Price: E38. 00 
SPECIAL PRICE: £11.99 


Poback, 0 333 44199 0 Regular Price: £10.99 = 


inveivement, A masterful. account that 
SPECIAL PRICE: £3. 99 


should be widely read." 
M. Cantor, University of Mass. Amherst. 


H.cover 0 333 33011 0 Regular Price: £33,00 


SPECIAL PRICE: £10.99 


.. À History of Soviet Russia (14 Vol, Sef) 


E. H. Carr 

E. H, Carr’s magisterial account of the 
origins and early development, of the 
Soviel state, encompassing fourteen 
magnificent volumes. 


H.cover G 334 24216 5 Regular Price: £450.00 


SPECIAL PRICE: £150.00 
(Please note that all individual volumes 
(Regular Price £38,00) are also available 
at the Special Sale Price of £11.99; See the 
complete Sale Catalogue for details.) 


. World Crisis and British Decline, 1929-56 
Roy Douglas 

This inciive and far-reaching study 
analyses the extraordinary decline in 
Britain's fortunes from its greatest terri- 
torial supremacy in the 1930s to the crisis 
of Suez in 1956. 


P.back 0 333 40579 X Regular Price: £10.99 


SPECIAL. PRICE: £3.99 
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The French Army and Politics, 1870-1970 
Alistair Horne 


From the acclaimed biographer of Harold 
_ Macmillan, an important study of ihe 
French army and is role in ihe 
political life in ihe country fer ihe 
last hundred years. 


H.cover 0 333 35296 3 —— Price: £33 00 


SPECIAL PRICE; £16.99 


7 Khrushchev and Khrushchevism 


; Martin McCauley | 

In this "thought provoking and judicious 
reassessment’ (Times Higher. Education 
Supplement), Marin McCauley, the 
eminent Sovietolagist, marshalls a 
group of specialist. contribitors in a 
‘fascinating account: of this ^ pivotal 
figure in Soviet Austory. 


P back 0 333 43909. 0 Regular Price: £16.50 


SPECIAL PRICE: £5.99 


Untimely Tracts 
Roger Scruton 
Roper Scruton’s articles and essa. ys, i" 


. The Times and elsewhere, have established 


his reputation as one of the ablest 
controversialists of his generation. 
Succinictly argued and vividly expressed, 
these frank expressions of unfashionable 
prejudice will" give food for thowgitl 
both to those who agree with them and 
to thase who do nat, 


H.cover O 333 43862 0 Regular Price: £15.50 


SPECIAL PRICE: £5.99 
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The Beginning of the Rest of Your Life? 
Penny Mansfield and Jean Collard. 

Described by New Woman as "the most 
in-depth and sensitive study of married 
couples ever carried out", The Beginning 
of the Rest af Your Life?, 
of the experiences of sixty-five young 


is a study. 


married couples. The book portrays the | 


hopes, challenges, fears and frustrations. 
af becoming a coupte. ; 


P. back O 333 44662. 3 Regular Price: £10.99 


SPECIAL PRICE: £3. 99 
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TEN THE end Drexel Burnham Lambert. 

_& proved as much a creation of Mr Michael — 
-Milken as were so many of the former junk- - 

— "bond king's nouveau riche clients. The once 













high-flying Drexel 
year after it pleaded. 


pan $650m i 


now bust, just over a 
ity to = felonies and 










“ter Mr. M esigned when. he was 
rved bythe government with 98 in- 
E: dictments for | 

The demise o 


investment bank, 
in. pre-tax: profit. 
: swift < even. byt 


and only eight. months. | 








:$800m. dn equity. a on — D. its — 


holding company could not come up with — — E 


$100m. to pay ig — loans s; fallin 


dej statement, ici 
defaults". |. ooo =. 
Later that des Drex 

pany filed for Chapter 11 bankruptcy: pro- 
tection against its creditors which, in the pe- 
culiar circumstances of the securities 
business, meant the firm (and its 5,300 em- 


ployees) was no longer in business. With no 
* ic cone willing to extend any more credit, | 
~~. “Drexel could not trade a single bond nor un- 
EGIUS derwrite a security. It remained only for the 







- gulators, such as the New York Federal 
.. aserve, the Securities and Exchange Com- 


" its outstanding positions in as. orderly LM 


manner as possible. 








term liquidity, partly basic questions of in 
olvency. The: solvency issue stemmed from 


Mt Milken. Drexel lost money in both 1988 
.and 1989, raising questions about both the 


size and quality of its junk inventory (includ- 






ing private placements). Wall Street guesses 


. Drtexels latest enun) though it is proba 
= bly higher... — 


The inventory probably also consis 





E the worst sort of junk. After all, if Drexel g^ 


could have. sold the bonds it surely would 
have done so. The firm also increased its 
junk holdings last year when it took bad 
bonds back from clients i in return for- per 










i “hing com- 






Drexel’s problems were vartie shot. -deeper involvement.. 
he Belgians were terrified by the un- 
quantifiable contingent liability posed by le- 


claims from companies and individuals. - 










Xel's overwhelming dependence on the. E 
200 billion junk-bond market, the legacy of. th 
- Six 
. tution has been willing to invest a cent in 
. Drexel. Refuseniks included such rich high- 
profile Drexel clients as Mr Ronald. Perel 


- put this at $2 billion (ie, the stated value in: man, a om raider turned chairman. of 






2. — — to ‘bay billions of dollars of RJR 
d . Nabis o bo 


nds underwritten by Drexel. 








:. Ásthe junk-bond market's collapse has 


| fedi on itself i in recent months, with the latest 
plunge in prices triggered by Moody's. 
< downgrading on January 26th of $19.5 bil- 
lion of R Nabisco debt, Drexel's losses 
. when valued according to the market price 
- must have looked increasingly ugly. These - p 
| woes were compounded by a decision in De- | 
cember by Groupe Bruxelles Lambert, a Bel- credi 
gian holding company which owns 35% of pe 
Drexel, to turn down the investment bank's 
plea for more capital. As a result, creditors 
a : grew increasingly and understandably ánx- 

“mission (SEC) and the New York Stock Ex- 
change, to make sure that Drexel unwound ~ 


ious. The message was that Drexel's main 


shareholder was prepared to wash its hands - | 


d $30m | in » commercial paper fallin 
by getting SI ae 





February 5th Mr Joseph told the Wall. | ire 
— 1 see: puis de Thes — ehinc 









ditch vid to — irs over it 
-Drexel S finances were, i 












12th —— 






of the connection and write down its once. of the- 
lucrative investment to zero rather than risk | 





stemmed from Drexel's admission to 
felonies. This is also why no other insti- 





i sno ike is string of e news, Drexel’s 


_ chief executive, Mr Fred Joseph, has contin- 
ued to talk up the firm's prospects in a way 

that might have been awkward if Drexel had 
= not been ‘priate awned, As recently. as 








the firm's condition ‘was: ter 


"Wall Street firms, which lacked 


it is clear the firm made the wrongc 












Drexel, — was seen. as s adi a 


for the upstart Drexel, immediately sto 
trading with it. Squeezed out of the ma 
Drexel had ran out of luck, credit a 

From the sheer speed of Drexel’ 


January 1989 when it settled with tt 
ernment by paying a fine of $650m. 

rificing Mr Milken, agreeing to co-ope 
the government's investigation of. 
not to pay him his 1988 bonus. 






indictment under the Racketeering: Influ- 
enced Corrupt Organisations (RICO) act. 
B it was a controversial deċision within 
the firm. That is why Mr Joseph, Wall 
Street's master of double-talk, voted at a 
Drexel board meeting against the deal ditch- 
ing Mr Milken that he had himself negoti- 
ated with Mr Rudolph Giuliani, then 
. United States attorney for the southern dis- 
trict of Manhattan. 

.. Mr Joseph's fast footwork had one ef. 
fect. It saved his job. Regulators could easily 
have demanded his departure for (at the 
very least) being asleep at the switch in New 
York while Mr Milken was committing his 
alleged crimes in Drexel's Beverly Hills junk- 
bond headquarters. Mr Joseph further 
helped himself by agreeing to bring in as 
Drexel's new chairman Mr John Shad. He 
was a former chairman of the SEC and, previ- 
ously, Mr Joseph's mentor when both men 
were at another Wall Street. firm, E.F. 


— 


Hutton. Mr Joseph also agreed to have a ` 


posse of Drexel lawyers second-guessing ev- 
ery business decision, which made it increas- 
ingly hard for the firm's investment bankers 
to do any at all. Junk-bond underwriting 
does not lend itself to rule by committee. 

__ Drexel would have had a better chance 
f it had fought beside Mr Milken. For it is 
not a coincidence that the junk-bond mar- 
ket has been collapsing almost since his de- 
'arture. The junk market was first and fore- 
most Mr Milken's own private market. He it 
vas who knitted it all together, raising 
money for a favoured group of clients, be 
hey insurance companies, savings-and-loan: 





Sovereign high-yield bonds 


The acceptable face of junk 


AS THE investor's darling, corporate 
- À junk bonds are a fading memory. But 
is that $200 billion market has lurched from 
'iumph to disaster over the past year, other 
milar types of bonds have put in a more 
nuscular performance: sovereign junk 
ond: 

. This market is made up of high-yield 
nds issued eveloped countries 
LDCs) with problem economies, such as Bra- 
ind Mexico. Th 
I billion. Some of the bonds were origi- 


4 
7. 


nally issued at less speculative levels. How- ~ 


ever, their yields rose with the beginning of 
ae third-world debt crisis, sparked by Mexi- 
o's default in 1982. 
Events such as Mexico’s debt-reduction 
deal have = the LDC p market pos: 
ot good. The high-yield sovereign index 
'ompiled by Merrill Lynch, an American in- 
vestment bank, has risen by more than 896 
in the past six months. The index includes 
the eight most heavily-traded issues of the 


94 


e market is worth about ` 


December last year 
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$200m. That way, Drexel avoided à criminal - 


nies, in return for these same clients buying 


- each other's bonds. With Mr Milken's de- 


parture, the ability to raise money vanished 
as well as the knowledge of where the bonds 
were held. This dual expertise was the prime 
source of Drexel's underwriting and trading 
profits in the 1980s and Mr Milken's gar- 
gantuan bonuses. 

It is not then surprising that, like Drexel 
itself, Mr Milken's favoured junk-bond-fi- 
nanced creations are themselves now having 
problems. Examples include First Executive, 
an insurance company based in Beverly 
Hills, which set aside $800m at year-end to 
cover losses on its $8 billion junk-bond port- 


. folio; Centrust, a junk-bond-addicted thrift 


in Miami whose chairman, Mr David Paul, 
was recently kicked out by federal regula- 
tors; and Integrated Resources, a property 
and financial-services company, which on 
February 13th also filed for Chapter 11 
bankruptcy protection. Its creditors include 
Centrust ($39m), First Executive ($49m), 
and Drexel itself ($41m), a fine example of 
Milken knitting. 

Drexel’s collapse raises a wider issue: its 
effect on Wall Street and the rest of the 
economy. So far the verdict is perversely 
sanguine. The Dow Jones industrial average 
actually rose five points on February 13th, 
while junk-bond prices fell only slightly, 
There has been no panic partly because 
Drexel’s troubles were well-known and thus 
discounted, and partly because the junk 
market is only a $200 billion cog in a $5 tril- 
lion economy. 

Panic could yet come. First, it is unlikely 


big four Latin American countries: Bra- 
zil, Argentina, Mexico and Venezuela. 
The rise in the index has re- 
duced its average tedemp- 
tion-yield by about 5% 
and given investors a 
sweet capital gain. 

For the past two 
years, as Latin American 
countries have despaired of - 
ever getting any new — 
money from the banks, they 
have increasingly turned to 
the international capital 
markets. Over the past 18 
months some $1.5 billion- 
worth of high-yield 
bonds. have been 
pushed out by devel- 
oping countries such 
as Brazil, Mexico 
and. Uruguay. In 
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associations or industrial holding compe. 
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that the junk market has hit bottom. There 


is the by-no-means small matter of selling off 
Drexel's own inventory. Other Wall Street 
firms may also be sitting on big losses on 
their own junk holdings. Drexel's collapse 
has also confirmed for now the end of take- 
over mania, risk arbitrage and merchant 
banking, the businesses of betting on, lend- 
ing to and investing in takeovers. These 
were the most profitable areas on Wall 
Street during the late 1980s. 


Insurance companies and mutual funds, 


which between them own 60% of all junk 
bonds, will also be hurt. Insurance compa- 
nies' shares are already under pressure be- 
cause of worries about junk, while traders 
are scared stiff of any mass redemptions by 
the public of mutual funds invested in junk 
bonds. So far this has not happened. If it 
does, and Drexel’s collapse could yet trigger 
it, the junk market could really collapse; 
money managers have already dumped tt 
best-quality issues in the rush to raise cash 

Salutary though it is to see excesses pun- 
ished by the free market, the Drexel debacle 
also has troubling implications for the econ- 
omy. For it is another sign that the interest- 
rate spread is widening between good and 
bad credits, that lenders are increasingly 
willing to lend only to the most creditworthy 
borrowers. Junk bonds were not all evil. 
They created jobs and fuelled economic 
growth in the debt-happy 1980s. Con- 
versely, the increasing rationing of credit 
now evident is contractionary in an econ- 
omy where credit growth is already slowing 
sharply. Roll on credit revulsion? Roll on 
deflation? 


Merrill Lynch launched a $75m fund to in- 
vest in this growing market. 


Apart from high 
yields, sovereign 
bonds have other a 


tractions. Develo, 
ing countries have an 
excellent record for servic- 
ing them, in stark contrast to 
their dire efforts to pay off 
bank debt. The big four Latin 
American countries have repaid some 


their bond issues over the past 15 years. 
In Central and Latin America, only 
Panama has defaulted on its bonds, 


and only Costa Rica has rescheduled. 
A couple of things keep develop- 


BER. ing countries in line. First, interna- 


tional bond issues are commonly a. 
fraction of a developing coun- 
try's foreign debt. For instance, 
at the end of 1989 Argentina's 
international bond issues rep- 
resented less than 1096 of its 
total foreign debt of about 
$60 billion. For the big 
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$24 billion of principal and interest on . 


four Latin American 
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Our Korean spirit is moving in the air. It’s a spirit of unuring service, ceaseless effort and ageless charm that 
flows from Korean traditions perfected over thousands of years. A spirit advancing into the future with one 
Y the world’s most modern fleets. And a spirit that soars around the globe to 40 cities m 17 countries on 
4 continents, Fly with us soon and you'll experience the dedication to excellence that could only be Korean. 


KOREAN SPIRIT : KOREAN DEDICATION. 





THE SPIRIT OF KOREA IS IN THE AIR 
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Finding the right transmis: 


So perhaps you sho: 


The specialist in all transmission technologies. ^ of the full range of voice, data and image trans- 
Because unlike the bewilderingly large number mission systems. 
of companies who concentrate merely on one Systems which fit into any network, whether 
particular product in one particular area, Alcatel ^ local, national, international or military. Systems so 
Transmission operates right across the board. And advanced that they will be capable of satisfying 
beyond. future transmission requirements. 

From initial design right through to the servicing For you, this vast pool of expertise and ex- 
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perience, a capability which has made Alcatel the 
leading supplier of all space, land and submarine 
transmission systems — means you will always get 
the best solution to your transmission requirements. 

One that never relies on pre-conceived notions 
and pre-packaged answers. So next time, be 
specific right from the start. Talk to Alcatel. 





Transm ission Product Group, 
10, rue Latécoere, 78141 Vélizy Cedex, France. 
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Expanding the horizons of economic 


opportunities with a new spirit of worldwide Banamex 


competiti* eness Is the business Of Banamex. Banco Nacional de Mexico 
Mexico's largest bank 


MAIN OFFICE: Isabel la Catolica 44, 06089 Mexic 
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Cheap, but not cheerful 





tight regulation of land sales to prevent - 
the market from becoming glutted. Lower 
asset values, say pessimists, have yet to 
damage rents; when they do, their de- 
pressing effect on the property market 
(which accounts for almost 25% of the - 
stockmarket index) could be savage. | 
The colony's economy is being throt- || 
tled back by the government's tight mone- ||. 
tary policies, which are compounding the 
already sharp fall in domestic loan de- || 
mand. Hongkong banks are being told to || 
go immediately to the Bank for Interna- |. 
tional Settlements’ minimum guideline || 
for capital adequacy. The government is _ 


Hongkong is still depressed by the massacre in Tiananmen Square last 
—— communism is dying, Hongkong shares may prove to be 
ervalue 


HE Hongkong stockmarket is be- 
calmed. Turnover is thin, share prices 
are low and blue-chip shares, such as the 
Hongkong Bank, are disappointing share- 


| 
| 





from 7.496 in 1988. 
Foreign investors have been shifting 
their manufacturing from southern China 


money. So sullen has the market become 
that several stockbrokers are beginning to 





banksre- | 


holders by finding new ways of losing 


forecast that even big companies—for ex- 
ample both Swire Pacific and its sibling 
Cathay Pacific—will show dividend yields 
this year that are bigger than their current 


to calmer places such as Thailand and In- 
donesia. If that continues, Hongkong will 
lose the shipping and ing business 
that followed the China trade. This 


also trying to stop international 


placing local lenders by supplying foreign- - | 
hreatens to get || 


currency credit. Policy t 






\ 








price-to-earnings (p/e) ratios. dearth of business is already affecting sue Treasury bills to mop up liquidity » 
In Hongkong the average quoted com- — Hongkong's prosperity. even though it runs a budget surplus. | 

pany trades at 9.5 times analysts’ guesses Retained imports (ie, goods that re- d 

of this year's earnings and yields Riding the year of the horse — 

almost 696. In the world outside The best argument for investing in 

Japan, quoted companies trade at Hongkong is that all che bad news 

an average of 13 times this year's is out, and therefore nothing can 


forecast earnings and will proba- 
bly pay dividends of 496. 
Such theoretical cheapness is 


encouraging foreign investors to Law negotiations between Britain | 
dabble in Hongkong’s market. and China, the stockmarket has || 
They argue that the market can- managed to recover from the lows || 
not fall much further and the it hit after the massacre. Stockbro- || 


depth of p/es and the height of 
yields mean that the market is al- 


China. These goods were then reim- 
ported and re-exported to Hongkong 's ex- 
port markets. The flow of capital to China 
has dried up since the massacres in 
Beijing. More seriously for Hongkong is a 
decline in trade in manufactured goods. 


ready oversold. Such optimists that could double this year. | 
have first to discount some dismal The rate of growth in the econ- _ | 
economic evidence. omy will not fall below 2% thanks f| 
Last summer's events in China d to the government's infrastruc- - | 
are still affecting Hongkong's : ture projects—such as developing | 
economy. For most of the 1980s Hongkong's harbour and building || 
Hongkong exported capital and a new airport. This should keep | 
semi-finished goods to southern the economy ticking over and al- - : 


Before Tiananmen, Hongkong's trade to which Hongkongers hope to bolt when The stockmarket could also be helped — 
with China was growing at an annual rate China regains control in 1997 require im- — by two other factors. The first is that the | 
of 35%; after the massacre the growth rate ^ migrants to bring a reasonable amount of low level of share prices and the willing- 


fell to 3% for the third quarter of 1989. 
Bankers are now saying that their letter- 
of-credit business (which finances ex- 


ports) is at unprecedentedly low levels. 


Over the 1980s Hongkong’s growth 
came increasingly from the service sector. 
Compared with other parts of Asia, la- 
bour costs in Hongkong are now high. 
Since the Hongkong dollar is pegged to 
the American dollar and America is 


. Hongkong's biggest export market, those 





rising labour costs could not be hidden by 
a devaluation. As Hongkong-made goods 
became more expensive the economy's 


growth slowed to around 396 last year 
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main in Hongkong and are not exported 
across the border to China) may have 
fallen by as much as 1796 (compared with 
the previous year) in the final quarter of 
1989. Hongkongers are cutting their 
spending and saving hard. Most countries 


capital with them. 

The decline in business confidence is 
beginning to affect Hongkong's property 
market. Despondent residents are full of 
gloomy stories about foreign salesmen 
leaving Hongkong for the more promising 
markets of Eastern Europe. Some even 
read CITIC’s investment in Hongkong 
Telecom as more evidence that traditional 
Hongkong companies (in this case Cable 
& Wireless) do not want to put more 
money into the colony. 

Gloomy property-agents forecast that 
there will be an oversupply of property by 
1992. That is despite the government's 


^ = 


only stockmarket in the world 


low companies to keep on producing at 


least some (perhaps as much as 1096) earn- — 
ings growth. This will tide the stockmark- — 
the bulls argue, until China re- 


et over, 
forms and the Hongkong entrepot starts 
bubbling again. 


ness of some big industrial companies to 


sell stakes in order to shift money out of - 


the colony might encourage takeovers. At 
the beginning of February Accor, a 


French hotel group, bought 1096 of Man- — 
darin Oriental International which owns — 
the Jardine Group's hotels; the possibility — 
that this might trigger a restructuring of 
both Mandarin and Jardine sent the | 


get worse. Despite the problems in - 
China and the probability that | 
China will do best out of the Basic || 


kers are fond of sayingthatitisthe || 


T M 
H 


M 


shares of both companies up by more - 


than 1096. Secondly, the stock exchange | 


has recently allowed some companies to 
repurchase their shares. With share prices 


so low, what better use could there be for | 


their cash? 
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Countries, the costs of debt service on their moil in the country have worried investors. 


. bond issues last year were on average only 
about 5.596 of their total debt-service bur- 
. den. Last year that amounted to some $2.5 
.. billion. Such a tiny amount is a small price 
for Latin American countries to have a 
route open to the capital markets. 
. ' The second factor is the difficulty of or- 
.. ganising any rescheduling. Most of the bond 
. issues have been in the Euromarkets where 
. bearer paper is the norm. For a country to 
locate all its bond investors, herd them into 
. à room, and get them to agree to a rè 
1 Scheduling is too much bother. 
- . ,. Given that the key to the success of 
_ these bonds is for countries to issue them in 
limited amounts, investment bankers have 
| looking around for likely néw issuers. 
Their gaze has fallen on Eastern Europe. 
- The prospectus of the Merrill Lynch fund 
already lists Hungarian sovereign bonds as a 
probable target. Only the Soviet Union, Yu- 
ES slavia, Bulgaria and Hungary have issued 
Eurobonds. The total outstanding is about 
34.5 billion.The uncertain prospects of East 
European economies are now catching the 
attention of investment bankers. 
. .. Take the Soviet Union. The troubles in 
the Southern republics and the political tur- 
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1 aly and monetary union 


z 
j TALY is preparing to give Europe's eco- 
4 nomic and monetary union (EMU) a kick 
art. When the European Community's 
"heads of government meet in Rome, proba- 
bly next December but perhaps as early as 
July, to discuss EMU, Italy, which will then 

nold the presidency of the European Coun- 
cil, will set the agenda and chair the confer- 
ence. Italy's views are likely to deflect the fi- 
compromise from the West German 
desbank's view that the new central 

i should be independent of 


y 
' 


Start. 


banking system 
political control. | 
. . The whole political spectrum in Italy fa- 
vours a federal Europe and sees EMU as a way 
of getting there. The prospect of a unified 
Germany makes many Italians favour speed- 
ing up European integration, Italians also 
nope that a European central bank would 
restore some of the monetary sovereignty 
that their membership of the European 
Monetary System has shifted to the 
Bundesbank. They want EMU to deliver 
Vest German levels of inflation. without 
West German monetary overlordship. 
_ Italy broadly supports the view of the 
"Bundesbank's president, Mr Karl Otto 
Póhl, that the new bank's accountability 
should be limited to its president reporting 
. to the European Parliament. But some of 
. the ideas circulating in Rome are less finan- 
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The Soviet Union's latest bond deal, 
launched in January 1990, was a DM500m 
($300m) five-year issue, paying 8.87596. 
Within about a month the yield has risen to 
almost 10%, 
. A handy use for some of the money 
raised through bond issues by a couple of 
East European countries would be some do- 
it-youtself debt reduction. Earlier this 
month Poland asked to freeze its $40 billion 
foreign debt. Of that, $10 billion is bank 
debt, which could be a candidate for Brady- 
style debt reduction. The Brady plan for 
Mexico reduced its annual interest-rate bur- 
den by about 1696. Yet Poland could in the- 
ory do better by issuing high-yield bonds. 
Say it issued $500m of bonds paying an 
attractive 2096 rate of interest. This would 
give it an interest bill of $100m. As Polish 
debt trades at about 1796 of its face value in 
the secondary LDC debt market, Poland 
could buy back about $2.9 billion-worth of 
bank debt with its $500m. Interest rates on 
Poland's debt were about 1096 last vear. 
Taking into account the interest charge 
from the high-yield bonds, Poland would 
cut its interest costs by about $190m, or 
1996 of its interest rate bill. | 


Roman road to EMU 


’ | 





Unorthodox Carli | 


cially’ orthodox than those of the 
Bundesbank. The Italian treasury—which is 
further from Bundesbank thinking than is 
the Bank of Italy—criticises the West Ger-: 
man and Dutch view that the bank’s objec- 
tives should be confined to price stability. 
Italian treasury officials say that employ- 
ment and growth should also count for 
something. 
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FESSES 
unity governments are split on 
whether the new bank should have auton- 
omy over intervention in currency markets. 
West Germany and Holland think it should, 
since intervention cag affect the money sup- 
ply. France and Britain (unlike West Ger- 
many and Holland) do not allow their cen- 
tral banks that freedom and maintain that, 
since exchange rates affect general economic 
policy, they should be.left to governments. 
Italy favours a compromise, which would al- 
low the EC finance ministers to set the gen- 
eral stance of exchange-rate policy, but leave 
the European bank to decide day-to-day pol- 
icy and to manage intervention. 

Many Italians disagree with Mr Póhl's 
view that members of the new bank's coun- 
cil should represent European rather than 
national interests. A senior Italian treasury 
official said that “realistically” council mem- 
bers would have to take their government's 
policies into account. "We're not agait 
the principle of the council's independen 
but it's premature to cut links with national 
needs," he said. The Italian government is 
also sceptical about Mr Pohl’s idea that, in 
order to safeguard the new central body's 
autonomy, the various national central 
banks should be made independent of their 


governments. Italy thinks it would not be 


politically feasible to make every member 
state reform its statutes, say, about the way it 
appoints its central-bank governor. 

ere is a strong consensus in Italy that 
EMU will work only with central controls 
over member-states’ budget deficits— 
mainly because of Italy's need to tackle a 
monstrous public deficit. The treasury min- 
ister, Mr Guido Carli, says that “Binding 
tules are the only way of forcing Italy to 
change its procedures for setting the bud- 
get." At the moment every member of par- 
liament has the right to propose spending 
legislation, and the government has to make 
concessions to keep its parliamentary maj 
ity. The treasury argues that ltal, . 
neighbours will insist on central controls; 


. otherwise, ltaly's borrowing binge (about 


three-quarters of the total of EC government 
borrowings) will raise interest rates for 
everybody. 

Bank of Italy officials justify their faith 
in binding rules by the "twin parachute" ar- 
gument. If market forces fail to brake a gov- 
ernment's irresponsible’ borrowing, and 
foolish investors or banks continue to lend, 
a back-up parachute of binding rules is 
needed lest excessive borrowing spill over 
into monetary policy. But some senior Bank 
of Italy officials, such as Mr Tommaso 
Padoa-Schioppa, argue the opposite—that 
while co-ordination of fiscal policy is desir- 
able, it is not a prerequisite of EMU. 

Phase one of EMU, which involves the 
elimination of capital controls, is likely to ` 
worsen Italy’s budget problems. Most of Ita- 
ly's controls have already gone and so far the 
feared outflow of capital and the related. 
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^ 5-day programme to ioi senior exec cutives 
|. improve the quality of their stkatepi pe 
decision- making. | 


Covers the current tools and eaid es of 
strategic analysis yet also focuses or how 
_ | decisions get made in reality. | 
O Provides guidance on designing s : 
.. :decision-making f es i 
@ Led by Michael Goold ; and And 
directors of Ashridge Stra gic Mana 
Centre ( orme ly with B Cor 
| Grou ri ind Kinsey and Go). 


organisation. * 


. — field 
techniques. Specific ic areas s include 


» Crates — of Decision on 


Pu — FJ 
| How to find opportunities t to improve 
performance. 
How to increase share price through organic 
growth and acquisitions. ' Bat fs 
© Ledby Andrew Campbell, Director of Ashridge 
Strategic Management Centre, and Professor. 
| Walter Reid, Director of Management | 
t Associates Ltd., (and formerly at 
L n Business School). — — 
DATES: 2-6 April 1990, 29 Oct-2 Nov 1990 
FEE: £1,950 + VAT ir cludes 4 nights 
residential accommodation 
VENUE: Regency Park Hotel, Newbury, Berks, U 


For further information please contact: 
| Sally Yeung, Ashridge Strategic Management Centre, | | £ 
17 Portland Place, London WIN 3AF > > 111. function. 
Tel 01- 323 4422 | 


Fax: 01-3230903 .— | E | "dede Price: £1795 + VAT- + residential | 


For further information, please contact Mai jt 
Campbell. - 
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FINANCE 


hike in interest rates has not materialised. 
But before July 1990, Italy has to remove its 
last restriction, which prevents Italians from 
opening foreign bank accounts. An outflow 
is then highly likely unless the penal rates of 
withholding tax (25-35%) on Italian bank 
deposits are cut. 

Mr Carli is adamant that the complica- 
tions of German economic and monetary 
union will not delay the start of the intergov- 
ernmental conference. Italy's priority is to 
get the EMU treaties in place; actual moves 
towards fixed currencies and a European 
bank can follow when the time is right. The 
Italian foreign ministry bets on the new trea- 
ties being signed in 1991, with the first 
moves beyond phase one coming in 1993. 





The politics of banking in Hongkong 
Arm-twisting 


E THEY must make a bet, Hongkong's 
bankers like to fix the odds. Why, then, 
are they now lending just over $1 billion so 
that the China International Trust and In- 
vestment Corporation (CITIC) can buy 20% 
of Hongkong Telecommunications from its 
British parent, Cable & Wireless? The loan 
is secured mainly by the shares, so one risk is 
that the dividends will be too small to repay 
not just the capital but also the interest. The 
second risk is China: CITIC is state-owned, 
and China's reputation has been slipping 
ever since the massacre of Tiananmen 
Square last June. The Bank of China is said 
to be too strapped for cash to allow its 
Hongkong subsidiary to join the loan. 
* Yet on Tuesday, February 13th, after 
weeks of haggling, the august Hongkong 
and Shanghai Bank and its Hang Seng Bank 
subsidiary agreed to underwrite a package 
consisting of a HK$5.4 billion ($592m) loan 
over ten years; A$224m or so in zero cou- 
pon bonds; and HK$1 billion in warrants on 
Hongkong Telecom shares. Why agree to 
risk so much? 

The explanation is entirely political. 
CITIC is a respected name; the Hongkong 
Bank is the British colony's de facto central 
bank; Hongkong Telecom, with a market 
capitalisation of around HK$60 billion, is 
easily the biggest stock on the Hongkong ex- 
change. If these three cannot work in har- 
mony, what confidence can there be in 
Hongkong as it approaches 1997 and its 
transfer to China's sovereignty? 

But the harmony is forced. It makes 
sense, both for protection and for future 
opportunities in China, for Cable & Wire- 
less to involve China as a shareholder in its 
business (for the same reason, three years 
ago, the Swire group sold 12.596 of its air- 
line, Cathay Pacific, to cmc). It may also 
make sense for civic, since Hongkong 
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Semaphoring confidence 


Telecom has a monopoly on the territory's 
domestic telephone service until 1995 and 
on its international services until 2006. 

lt makes less sense for the banks. In- 
stead of getting a sovereign guarantee from 
the Chinese government, they are financing 
what amounts to a partial leveraged buy- 
out—and so are dependent on the perfor- 
mance of the volatile stockmarket for their 
repayments. As one banker puts it: "If we 
want Telecom shares, we can get them in the 
market.” 

That, in essence, is why Standard Char- 
tered is not part of the deal. It is also why the 
Hongkong Bank and its merchant-banking 
arm, Wardley, last month walked away from 
negotiations with CITIC, leaving the Chinese 
to offer the job to Barclays on a “best offer” 
basis. The Hongkong Bank group felt crric 


was driving too hard a bargain, and so it 
called crric’s bluff. 

The threat worked. Although Barclays 
successfully syndicated the loan, the absence 
of the Hongkong Bank would have marred 
CITIC's reputation and made it more diff- 
cult for the lenders to pass on their risk to 
other banks. That is why, after some cajol- 
ing in Beijing and Hongkong from Cable & 
Wireless's visiting chairman, Lord Sharp, 
the Hongkong Bank is back in the picture as 
lead manager and Wardley is suddenly co- 
arranger of the loan with Barclays (which 
has done most of the work). Moreover, the 
terms are more or less the ones CITIC refused 
from Wardley in the first place: a one per- 
centage point margin over the Hongkong in- 
terbank rate rather than the 0.5-0.75 point 
margin CITIC could have expected before 
the events of Tiananmen Square. 

cric will hardly feel embarrassed: it has 
demonstrated its independence from tl 
Bank of China (there are rumours that tl 
bank was not properly consulted), and it has 
got its money from some of the best names 
in banking. Those names include the Long 
Term Credit Bank of Japan and the Bank of 
Tokyo—which is important given the Japa- 
nese finance ministry's disapproval of 
“China risk” lending as opposed to “Hong- 
kong risk”. Doubtless, crric will smugly 
claim that it and the international banking 
community are making a confidence-inspir- 
ing investment in Hongkong's future. 

Would that it were so. The truth is that 
a deal which helps Cable & Wireless and 
CITIC also emphasises Hongkong's subservi- 
ence to China and diverts money that could 
be lent to other projects in the colony. No 
wonder Standard & Poor's this week fol- 
lowed a credit-rating agency, Moody's Inves- 
tors’ Services, in downgrading Hongkong's 
credit rating, 





Japanese retail-banking fees 


Legal extortion 


TOKYO 


— 82 — is not something Japanese 
banks are noted for. For all their loot 
and electronics, the big banking institutions 
are the last great bastions for the bean- 
counters, time-servers and paper-shufflers of 
Japan. To the average Japanese customer, 
their surliness is legendary, their inefficiency 
a constant niggle. Foreigners can only gasp 
at the byzantine behaviour of Japanese 
banks—and the fees they extort for routine 
chores. 

All that was supposed to have changed 
when interest rates were deregulated a few 
years back and the banks set free to compete 
for customers. Yet, deprived of cheque 
books (let alone debit cards), Japanese con- 
sumers have to pay all their main bills using 


costly credit transfers. To pay a bill for more 
than ¥30,000 ($210) costs ¥800 ($5.50) plus 
¥24 tax. Smaller transfers are charged at a 
rate of ¥600 plus ¥18 tax. 

The lack of choice irks customers as 
much. Japan’s big banks are one of the 
chummiest cartels around. Transfer charges 
are the same irrespective of which bank the 
customer chooses. The reason is simple: the 
chairman of the Federation of Bankers’ 
Associations of Japan (a post that is rotated 
among bank chiefs) sets the fees so that even 
its most inefficient member can cover ‘its 
costs. 

The banks claim that they barely break 
even on transferring funds. For many Japa- 
nese banks that is probably true—given the 
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c * Bank per a pre- 
rofit of Y21m per employee) 
'same as those for languish- 







ank (Y6. 8m per employee)—let 
lone a tiny regional outfit like 
anto Bank (¥2. 4m per 
— employee). | 
.. . Now, consumer anger at Japa- 





< over. Two leading business figures have 
taken up the cause. Mr Eiji Suzuki, chair- 
an of the Nikkeiren (Japan Federation of 

<. iployers’ Associations), has accused the 
“þig banks of making unjustifiably large prof- 





_its out of paying people's bills. His opposite- 


.. number at the Keizai Doyukai (Japan Asso- 
. ciation of Corporate Executives), Mr 
. Takashi Ishihara, who is also the chairman 
of Nissan Motors, blames the lack of compe- 
tition among banks for the extortionate 
profits that are being made on credit 
transfers. 


Compagnie Bancaire 


- hese banks behaviour has finally boiled 


The banks ought to disclose more in- 


formation to customers about why fund 


transfers and remittance fees are so uni 
formly high, mumbles the Fair Trade Com- 
mission, Japan's toothless watchdog on anti- 

trust affairs. The banks reply that it is none 
. of the commission’s business. They say that 


banks’ fee structures are—and should re- 
main—a trade secret. | 


But, sensing the beginnings à a rebel- 


lion that could spread to the odd trust- 
buster in the Ministry of Finance, the bank- 
ers decided earlier this month to throw a 


bone or two to the critics. On February 6th 


Tomorrow's bank today 


PARIS 





ue — thinking of hiring 
ank’s strate 
mes If the 


N HIS book “Breaking up the Bank”, 
-a published in 1988, Mr Lowell Bryan, an 
American management consultant, un- 
veiled his radical vision of the bank of to- 


morrow. Driven by deregulation, the smart- 


est banks would, he said, stop trying to beall 
things to all customers and instead concen- 
trate on niches in which they had a competi- 





tive advantage. These niches would be. 
grouped under a holding company. Euro- - 


: pean bankers hooked on the idea of the fi- 
-^mancial supermarket dismissed this notion 


m that banks should "unbundle" themselves — 
as quaintly American. However, in their - 


own backyard one institution, France's 

Compagnie Bancaire, is already profitably 
practising what Mr Bryan preaches. 

The bank has always been an oddity. It 

started life as a rag-bag of businesses set up 

; after the second world war by Mr Jacques de 

^ “Fouchier, a bright young technocrat. These 

= specialised in financing the small companies 

that grander French banks all but ignored. 

oday — p pais the holding 









1 nagement consultants to etal your 
? Ask them. if they ha 


ve heard of France’s Compagnie 


e answer is no, show them the door 


company created in 1959, has seven | main , 
subsidiaries involved in anything from ` 


equipment finance (UFB Locabail) and con- 


sumer lending (Cetelem) to life insurance 


(Cardif) and fund management (Cortal). 
"Banque Paribas, a blue-blooded French 
merchant bank, bought a 4896 share in the 
group in 1969 to guarantee Bancaire's inde- 
pendence. There is an unwritten agreement 


that Paribas will not raise its stake. For the 


merchant bank, Bancaire is a cash ‘cow, 
contributing nearly one-fifth of its FFr2. 7 
billion ($450m) net profit in 1988. But aside 


from some limited co-operation with Crédit 


du Nord, another Paribas subsidiary, 
Bancaire likes to do its own thing. That 
means challenging the notion of the all-sing- 
ing all-dancing universal bank. 


Daring to be different 


For a start, the bank regards deposit-taking 
and lending as different businesses rather 
than Siamese twins. À better lender than de- 


posit-taker, Bancaire has chosen to finance. 


— Mr K uniji Mi v 


all bank fees come early spring. N 
hasty, mind you. The ministry's id 
. Swift response is to suggest that th 


most appreciated of things: service at a a de- 


' agement businesses. To distribute products 
Bancai 


 €ois Henrot, the deputy chief execut 
réckons that any bank that has investec 
«heavily in bricks and mortar has to 
much as possible to cover high fixe 


ers with everything from mortgag 
cards can often do more harm tha 
especially if the result is a rash « 


sidy. In France, banks are forbid 
to pay interest on current (ie, ch 
counts. So the estimated FFr1.3 trilli 
is in French non-interest-bearing 


" loss-making businesses. With no easy m 
‘to cover up red ink, Bancaire insists 






Kl, pre 
Ichi Kangyo Bank and : 
of the Federation of Bank 
ations, admitted that lowe 
would be difficult at the momet 
that a rate revision would e 
become necessary. Two days lat 
^ Seiichi Kawasaki, president of. i 
y ` Trust and Banking, hinted tk 
-was thinking of introducing 
,' scale so that customers wer 














































































mood for. anoth h 
political masters and the pop 
ministry has now. agreed tl 
group within its banking bureau 





might be goaded into offering compe 
rates by 1992. Customers are dubious. T 
only hope, they say, is that two or three 
Japan's brighter banks (eg, Sumitor 
Sanwa and Yokohama) will break ranks anc 
surprise everyone by offering that rare an 





cent price. 


itself — the capital markets — ofk cre- 
ating or buying a branch network. The only 
parts of the. group that take deposits. from 
customers are its insurance and fund-man- 





' uses a mixture of retailers, dire 
mark sting and other banks. EM 

- The group has another good reaso 
steer ‘clear of big branch networks. Mr F 





But, he says, bank clerks cannot mas 
200 or more products sold through 
age outlet. Moreover, force-feedin 


Then there is the question of cr 


can be used by grateful bankers to prop 





each of its activities is self-financing 
regulation, it reckons, will soon force o 
French banks to follow suit. 

Bancaire's structure also helps i 
out. Instead of a monolith, the banki 
federation of seven distinct business: 
free to chart its own strategy, to devel 









' . own products and computer systems, and to 
.. forge its own European alliances. The hold- 
ing company does little more than raise capi- 
— tal for its subsidiaries and regularly take 
. their financial pulse, ! 

^ A . Control freaks shudder at chis hands-off 
style of management, but Mr André Lévy- 
— Lang, the bank's chief executive, says it 
É . helps breed innovation. Without a captive 
. audience of account-holders to bombard 
~ with run-ofthe-mill products, the bank 
= must live on its wits. Consequently, it was 
l 
E 










. . the first French institution to offer floating- 
. rate mortgages and Merrill Lynch-style cash- 
. management accounts. 
4 — Decentralisation also gives the group 
X. quick reactions. Whereas the organisational 
E chart of most banks looks like a huge pyra- 
.. mid with customers at the bottom and se- 
. nior management at the top, Bancaire’s is 
— different: it has fewer managerial layers, and 
is designed to emphasise that important de- 
cisions relating to products and prices 
= should be taken by those nearest the cus- 
tomer, not by head office mandarins. 
- Finally, by letting subsidiaries operate as 
discrete units, the bank can easily judge the 
profitability (or otherwise) of products. It 
also avoids the in-fighting at other banks 
that accompanies the division of shared 
costs and revenues among different fief- 
. doms. However, freedom is limited. Back at 
_ the holding company's Paris offices, systems 
. based on those of America's J.P. Morgan 
track the group's performance and teams of 
. number-crunchers pore over the results. 


| Some weaknesses, still 

_ So far, this bold experiment in management 
- by numbers has paid off. Bancaire’s after-tax 
. profit has risen steadily—from FFr1.2 bil- 
. lion in 1985 to FFr1.7 billion in 1989—and 
new loan volume has grown by about one- 








PARIS 


66D UNNING Compagnie Bancaire", 
says its chief executive, Mr André 
— LévyLang, “is like conducting an orches- 
. tra full of brilliant soloists.” So far, the 
bank's 52-year-old boss has managed to 
} keep the parts of his team working to- 
| gether. The result: a lean, mean credit ma- 
|| chine that is France's second most profit- 
| able per employee after sovac, a credit- 

card subsidiary of the Lazard group. 

One reason Compagnie Bancaire has 

| successfully challenged. conventional 
— | banking wisdom lies in Mr Lévy-Lang's 
. unconventional background. A graduate 
_ of the elite école polytechnique, he did a 
stint at France’s Atomic Commission be- 
fore joining Schlumberger, an oil-services 
company. After several years in America 
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the past four years. 
That profit rise may not be spectacu- 
lar, but what is impressive is that it 
has been achieved despite some seri- 


the bank from regularly hitting its 
modest target of a 15% return on 
equity. 

The group is also expanding fast 
abroad. One-fifth of Bancaire’s 
FFr84 billion of new loans last year 
came from overseas, compared with 
just over 3% in 1986. Much of this 
growth has been in Britain, where 
the group has bought a mortgage 
company and an equipment-leasing 
firm. In Spain and Italy it has set up 
joint ventures or started from 
scratch. 

By spreading its risks internationally, 
the bank reduces its dependence on the 
French market. It needs to. Rising interest 
rates in France have squeezed Bancaire's 
margins. By relying solely on the capital mar- 
kets for funds, the bank runs the risk that 
interest-rate increases will deal it a double 
blow. They not only make capital more ex- 
pensive, but also deter borrowers. 

To make matters worse, Bancaire's do- 
mestic rivals are undermining parts of its 
business. Take UcB, the group's mortgage 
arm. Already reeling from a wave of unex- 
pected mortgage prepayments, it has also 
lost out to banks offering cut-price deals. 
Only an £18m ($27m) profit from UCB’s 
British unit helped bail it out last year. 
While Bancaire refuses to subsidise losses, its 
competitors do so because they then sell 
other products to mortgage-buyers. 

Bancaire itself is bad at cross-selling. It 
has no central customer database and its ex- 


ecutives are wary of creating one. They ar- 


gue that systematic cross-selling is at odds 


Bancaire's baton-wielder 
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with the idea of specialists offering tailored 
products to intelligent customers. However, 
some co-operation does occur, albeit of 
ad hoc sort. Cetelem, for instance, s 
Cardifs life policies and UCB markets 
Cetelem's credit card, Carte Aurore. 

In spite of these weaknesses, Bancaire is 
tougher than it looks. It has a 1296 capital 
adequacy ratio while some of its French ri- 
vals have trouble meeting the 8% minimum 
required by regulators. And it has a bal- 
anced mix of businesses that smooth out the 
effects of see-saw interest rates. For example, 
both Cardif and Cortal benefit from rate 
rises while Cetelem and UCB suffer. 

In fact, many of Bancaire's problems 
have arisen simply because it is so far ahead 
of its time. It is already prepared for a free- 
for-all, even though the French market is 
still heavily regulated. But Europe 1992 and 
foreign competition will break down the re- 
maining taboos in French banking, and, in a 
few years' time, Bancaire will benefit. 





with the firm, he returned home and then 
quit to join Bancaire. 

This previous career has left its mark 
on Mr Lévy-Lang in two ways. First, he of- 
ten looks to America for new financial 
ideas: American Express is the nearest to 
his role model. Then there is his deep- 
seated belief that credit should be treated 
as an industry. In conversation, Mr Lévy- 
Lang often refers to capital as "raw mate- 
rial" that is bought for “processing”. 

Compagnie Bancaire’s success at man- 
ufacturing financial products has led to 
speculation that, after eight years at the 
top, Mr Lévy-Lang may move on to bigger 
things. His name is often mentioned in | 


. the same breath as Paribas, whose chief 


executive, Mr Michel Francois-Poncet, 
has been criticised for the Navigation 
Mixte fiasco. Turning the merchant bank 
into a deal-making factory would be yet 
another test of the maestro's skill. 
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NTIL a few years ago nobody could be 
sure that cancer was a partly genetic 


deie Two discoveries then made it clear _ 


that it is. In 1983 oncogenes were found: 


| genes that can cause cancer if they are acti- 
vated. Later came suppressor genes that pre- 


vent cells from becoming cancerous. These 


discoveries raised the inviting possibility 


that genes might be used as markers to help 
spot those people most at risk from the dis- 


ease. In the past few years much work has: 
gone into developing “cancer-testing kits". 2: 


Why is there still such a long way to go! |. 


Part of the problem lies in recognising - 


2 right gene. Although some 50 


` oncogenes have been identified, only a 


." dozen have been linked with specific weite | 
tumours—though: scientists expect to find. 
many more in the years ahead.. Just three 


|. hood cancer of the kidneys, found by teams 
cat the Massachusetts Institute of Technol- 


suppressor genes are known; the most re- 
cent is one linked to Wilms' tumour, a child- 


* ogy and the University of Colorado... 


For most cancers the significance of the 

















^. link with a particular gene is unclear. There 
are exceptions: Dr David Baltimore of the 




















- Whitehead Institute in Cambridge, Massa- 


_. chusetts, recently reported that chronic my- 





s eloid leukaemia, a form of blood-cell cancer, 


= can be triggered i in mice by the mere pres- 
. ence of activated c-abl oncogenes. In gen- 






eral, though, cancers seem to be triggered by 
several genetic errors—the link between a 
gene and the disease may be permissive 


ay need to accumulate in the cells of 


oncogene has been spotted among wome 3 
who have breast cancer—but only among — 
30% of them. So scientists are still unsure - 
whether women carrying the neu gene | 
should. get special medical treatment, or 
whether doctors should simply recommend l 
no smoking or a different diet. — ^ | 
There are also practical difficulties i in k i 


t than causative. As many as ten muta- 
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of cancer genes 


the colon before they turn cancerous. _ 

This means that nobody knows quite 
what inferences to draw when a gene is ie 
netic alphabet takes ‘place. Standard en 





linked to a form of cancer. The neu 









tecting cancer genes and their products: 


€ Accessibility. In the case of leukaemia, 
the relevant genes—and the proteins that 


they code for—can be spotted in a blood 
sample. In solid cancers, such as breast and 

colon cancers; they seem confined to the tu- 
mour itself. Many scientists think that can- 


cer genes or their associated proteins must. 
| albeit in tiny amounts; 
ls can move to. other 
It is even possible that the 
quantities. of aberrant protein or genetic ma- - 
terials in the bloodstream might serve as a 
measure of metastasis—the spread of a can- 






spill into the blood, 
because tumour 
parts.of the body. 





cer. But the theory has yet to be confirmed. 
Applied Biotechnology, in Cambridge, 
Massachusetts, recently launched a diagnos- 
tic kit for breast cancer that detects new-like 
protein in the blood. It believes neu protein 
found on the surface of breast-cancer cells 


may slough off and be picked up by antibod- 


ies that home in on the neu protein. 
Whether or not the kits are actually measur- 


ing fragments of neu protein—and whether 
the fragments co come from the surface of can- 


Y 


cer cells.—is not yet clear; 


_ pressor gene. To be of any use tl r 
N be able: to apot: the loss or mutation of jus 


— lars sensitivity: is vealled * in: the détect no 
the mutations in which a single substitutior 


based biotechnology firm, thought 
the answer with a technique known 
~merase chain reaction (PCR), in which m 


“contaminate the, tests ant are: 


= te ii hugely © 
l which has Signed a deal W 


| — into aake 
kits, claims it has managed. to 
- to overcome contamination. 


-curately, doctors are still unsure. 


deal with the-earliest stages of a tur 
.. development. Pre-emption has its. pro 
‘too. Somebody with no symptoms 


e Sensitivity. Too for 


— bok a at a sam nple of "TOO al | 
which should have two copies of 


of just one of thousands of letters in th 


tests are not good enough. 
Several years ago Cetus, a iC ornia 
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making — such: small. — somos í 
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this i is, the company will not yet sa 
Even if scientists can detect 
oncogenes or aberrant suppressor 


knowledge. might help them. In the 
earlier a tumour is caught the greater à 
chances of destroying it. The pr 
more messy. lt is still not clear how be 
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mputers today and in the picture-thin 
"levision sets of tomorrow are changing 





ily become bigger and brighter and their 
icture elements (“pixels”) vividly coloured. 
/hen it blossoms, the market for these in- 
entions will be dominated by Japan. — 





> “AS A few (not many) readers have writ- 
- and agents of the CIA sometimes try to 


: television set. A more 
-plausible—and perhaps useful claim—is 
‘made by a small British company that 
wants to control video recorders from 
"outer space. | 

Programme Technical Services (Prs) 
has a device that can turn on a VCR auto- 
matically, select the correct channel and 
ecord the correct programme, all from 
he sky. The technology involved, called 
Kavicon, was. originally developed four 


or use the next day. The programmes are 
ransmitted during the night because sat- 


perators need do is make sure that their 
/CR is plugged in and leave a tape in it. 
con does the rest. E 
| comes in two parts: a transmitter 










s side-effects—they should not be dished 


plication for such tests will be in warning = n 
the surreptitious return of a tumour after . 
rgery, radiation treatment or drugs has ap- 
arently banished ‘it. But even if that is all. 








-kits can promise, it should still be 


HE flat-panel. displays. used in laptop 
spots. The panels themselves have sud- - 
- For the past two years Japanese manu- - 


facturers have been perfecting ten-inch col- 
our panels based on a new version of the old 





| Instructions from on high 


|» £'Xten to tell us, extraterrestrial beings © 


ears ago for PTS's main business, which is _ 
ransmitting television programmes by 
atellite to cable systems around Europe — 


lite time is cheaper then. All the cable- - 


essage arid addresses -^ 
hat sits on topofthe ^ q 


d-erystal display (LCD). First used in c 


have a material trapped between two layers 


beral | . oos c of glass that flips from being a transparent 
_ So who should be tested? In most cases, 
be too. 


liquid to an opaque solid whenever a small 


current is applied. 
vaiuate. . The best thing that can be said about 
likely - 






LCDs to date is that they use little power, 
making them ideal for portable devices. To 
make them more readable, manufacturers 





. have been embedding tiny lights behind the 
Screen; some have even added filters to give 
the impression of colour. But the laptops 
- with coloured screens that have been 

;. launched recently by Fujitsu and NEC are the 
_ final fling of an older type of LCD that offers 


8-16 murky colours. The new “active ma- 
trix” LCDs give a picture that is pin-sharp 


. and bright, and painted from a palette of 


256 colours, like a conventional television 
set. Last week Sharp and nec both an- 
nounced plans to go into full production. 
The first of Japan's new colour Lcp plants 
will be in full swing later this year. 


Pocket-sized televisions sporting tiny 


LCDs with limited colour have been an ex- 
pensive fad among the gadgetocracy for sev- 
eral years. The new active-matrix versions, 
with their much brighter and more colour- 
ful displays, are aimed at bigger 
markets—from laptop computers and fax 


machines to portable video recorders and 


television sets. In five years, according to 


between the pictures in a normal televi- 
-sion signal (and are picked up by a normal 
television satellite dish). Each gap is about 
a hundredth of a second long. One set of 
instructions addresses the message to the 
correct VCR; the other gives the com- 
mands. PTS claims Kavicon could "mail" 
programmes to 16m different addresses. 
Having such a big address list may 


mean that one day domestic customers of 


satellite television could use a form of 
Kavicon to run their domestic vcrs. But 








and watches in the 1970s, LCDs | 





~ sion set could at last be hanging on tl e 
By then, annual sales of full-colour L 
could reach over $7 billion. 

Japanese electronics firms are expected 
to have at least 70% of the market, for one 
simple reason. They have an arm-lock on 
nearly all the underlying technologies. Mak- 
ing active-matrix LCD panels is similar to 
mass-producing  large-capacity memory 

chips, only trickier. Western firms that have 
had trouble matching Japanese chipmakers 
will be even harder pressed to meet their 
prices for LCDs. Japanese firms are also bene- 
fitting from two big government projects. A 
$20m programme sponsored by the Minis- 
try of International Trade and Industry aims 
at learning how to manufacture a full-colour 
LCD screen with 6m pixels—ie, one big 
enough for a flat 40-inch HDTV (high-defini- 
tion television) set. The Ministry of Posts 
and Telecommunications has a $24m ind 
trial programme to develop a tiny HD 
projector, — — 

Potentially, active-matrix LCDs. are no 
more expensive to make than the other flat- 
panel displays, but they are still twice the 
price of the cathode-ray. tubes used in televi- 
sion sets. However, they are far less bulky 
and need just a fraction of the power. The 
only other flat-panel display that comes 
close in performance is the beam-matrix 
design—a cross between an LCD and a 








] 
i 
PTS's hopes are pinned on big companies | 
or organisations with regular internal tele- 
vision programmes. At present most cor- | 
porate programmes are put on tape and 
posted. One big British bank sometimes 
distributes 15,000 videos a week to 
branches—and often has to send three to 
the same branch because the tellers get a 
censored version of what the manager 
sees. With Kavicon all three versions 
could be put on to one master tape, trans- 
mitted via a satellite, and then recorded 
on the same tape. Access to the mana 
gerial video would be controlled by the 
use of a smart card. | 

. Two other prospective customers are 
supermarkets and nightclubs. Supermar- 
kets could get a daily promotional film to 
display on their increasingly numerous 
video screens. Nightclubs could get upto- | 
date packages for their video-jukeboxes, 
rather than waiting for the regular six- | 
week manual delivery. | 

The hitch is cost. Setting up the trans- 

mitting end of Kavicon costs around 
£28,000 ($47,000). The receiving equip- 
ment (including a satellite dish and scram- 
bler) roughly £1,200. Renting a satellite 
costs £1,800 an hour. Smaller companies 
and ordinary homes will have to continue 
to rely on fallible memories and fumbling | 
fingers to work their VCRs. —— 
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The Nobel Prize winning history of World War II... 
for the first time bound in genuine leather. 


“We stand on the watchtower of history... 
fighting in defense of all that is most sacred 
"fan." 
irchill. A man without peer. So uniquely 
gifted that he authored the greatest history 
ever written — of the cataclysmic world 
events in which he played the most vital role. 


“I have never promised anything but blood, 
tears, toil and sweat..." 


Churchill. The greatest statesman of our 
time. The finest writer of our century. The 
most extraordinary combination of leader- 
ship and literature who ever lived. 


“ Ifthe British Empire and its Common- 
wealth last for 1000 years, men will still 
say...this was their finest hour." 


Churchill. The last lion of Europe whose 
courage, wit, and guile saved the world at the 
most terrifving crossroad in history. 

A historic collecting opportunity. 
Now you can own the first deluxe, leather- 
bound collection of Winston Churchill's 75e 
Second World War. 

Here is the key to understanding the cru- 
cial event of our century. Churchill, explain- 
ing how the stage for infamy was set. 
Detailing the intricacies of global war. 


Revealing the strategies that turned the tide. 
Savoring a victory made bittersweet by the 
start of the atomic age, and the cold war. 


Leather-bound to last for generations. 
Each volume is fully bound in rich, genuine 
leather. Original designs are deeply 
embossed in the covers. The spines are 
accented with 22kt gold. Pages are acid- 
neutral, gilded on all three edges. Endsheets 
are of elegant satin moiré. These are historic 
editions. Heirlooms to be treasured for 
generations. 


Respond Now! 
Churchill's 7he Second World War is avails 
able exclusively from The Easton Press,51x 
volumes for only $234.00, payable by credit 
card in six convenient monthly installments 
of just $39.00 each. To reserve your set, 
return the coupon today. 


"History as only Churchill [could | write, 
personal proud...rich with the most 
stately prose in our time." 

— Tbe New York Times 

“The most stimulating and important his- 
torical works of modern times." 

— Saturday Review 


"Magnificent!" 


— The Atlantic 
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RESERVATION, APPLICATION 
The Easton Press 
47 Richards Avenue 
Norwalk, Conn. 06857 


FOR FASTEST SERVICE CALL 
TOLL-FREE: 1-800-367-4534 


Please send me six volumes set(s) of 
WINSTON CHURCHILL'S — THE SECOND 
WORLD WAR 


161-114 





Name ( Please print clearly ! 


— ———— — — — — — 


Address 








SuateiZip 





Signature ; 

Charge each of 6 equal m nthly installments of $39.00* 

(including shipping and handling charges) to mv credit card 
[] VISA C MasterCard 


C Diners Club [C] American Express 


Credit Card # 


CJ 1 prefer not to use a credit card and will pay by 
check. Enclosed is my deposit of $117.00". I will pay 
the balance in 3 monthly installments of $39.00° 
each 

Wow 4 to 6 weeks after payment for shipment 


Exp. Date 


*Includes shipping and handling. Am applicable sales tax will be 
hilled with shipment 
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veloped by RCA in America and refined by 
Matsushita in Japan. But squashed tubes are 
inherently more difficult to make and are 
not as sharp as the active-matrix LCDs. Once 
the latter are in production, their price is ex- 
pected to fall dramatically. A ten-inch col- 
our panel today costs over $1,700: within 
five years, say Japanese manufacturers, it will 
be $350. 


The brightness of the new LCD comes 


.— from the way each pixel is driven by its own 
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little transistor. The idea is an old one, hav- 
ing come originally (like many other good 
ideas) from the Sarnoff Laboratory at RCA. 
American manufacturers dropped the idea 
because the liquid-crystal materials of the 
day were not good enough. Japanese firms 
persevered—first by tinkering with different 
materials and then by applying the thin-film 
transistor methods they had refined for 
making large memory chips. 


= Though similar in many ways to a big 


memory chip, making an active-matrix LCD 
_ is a good deal more difficult. For a start, the 
- device has a glass base instead of a silicon 
one. The techniques used by semiconductor 


. makers depend on cooking their silicon 


- chips at 1,000°C or more. That would melt 
the LCD's glass base and fry most of its com- 


Paralysis 


. The growth of hope 
3 


from the dead, but scientists at the Uni- 
versity of Zurich have found a way to make 


E. IS not quite a case of Lazarus rising 


_ severed nerves in the brain and spinal cord 


grow again. Although most other nerves re- 
generate naturally, all previous attempts to 
make the nerves of the central 
nervous system grow again 


have failed. The Swiss tech- 


strated only in animals, .and 
the regrown nerves have not 
yet been shown to be fully 
functional. But if all goes well 
similar techniques may be used 
in perhaps seven or eight years’ 
time to help people paralysed 
_ below the neck or waist to walk 

again. 
Dr Martin Schwab and Dr 
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- Lisa Schnell of the Institute of 
— Brain Research at Zurich, who 
- first reported their work in 
— Nature, succeeded where 

“many others failed by trying a 
. new approach. Others have 
identified nerve-growth fac- 
— tors, which stimulate the 
. growth of peripheral nerves, 
. and have used them to try to 
. make severed spinal nerves re- 
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ponents. Also, the biggest wafers" of silicon 
used for making memory chips are only six 
inches in diameter; these are later diced up 
into hundreds of individual chips. The new 
generation of LCD panels will need to be 
made one at a time on sheets of glass that are 
ten inches wide. In chipmaking, the odd 
damaged circuit has only a marginal effect 
on the final output; a damaged circuit in 
m production will render the whole panel 
ud. 

Between them, Japan's top LCD suppliers 
spent around $400m last year on tools for 
making the new colour LCDs. This year in- 
dustry watchers expect them to pour a fur- 
ther $550m into manufacturing equipment. 
Investment on such a scale has aroused fears 
in Tokyo that a "crystal cycle" is in the 
making—like the one that buffets the sili- 
con-chip firms every three to four years be- 
tween boom and bust. Japanese semi- 
conductor makers may have devastated 
chipmakers elsewhere by over-investment in 
manufacturing capacity and their subse- 
quent dumping. But they gave computer 
firms and other semiconductor-memory us- 
ers the best and cheapest chips around. To 
everyone's good fortune, it looks as if they 
will repeat themselves with the fancy new 
colour displays. 








generate. Dr Schwab and Dr Schnell discov- 
ered that the reasons why this did not work 
is that, as well as natural growth-stimulating 
factors, there are also growth inhibitors in 
the spinal cord. These prevent regeneration 
even when growth factors are added. 
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s Schwab wn Dr Schnell mire weg 
ies against the two nerve-growth - 
ing factors they found, using the 
“monoclonal” technique in which the anti- 
bodies are produced artificially in laboratory 
cell cultures. Then they cut nerves in the spi- 
nal cords of rats and grafted living cells from 
the cultures producing the antibodies into 
the site of the injury. The cut nerves 

again rapidly, to at least half the length of 
the rat’s spinal cord, 11 millimetres. They 


found that the nerve-growth inhibiting fac- 
tors are produced by cells surrounding. 


nerve fibres, called oligodendrocytes. When 
these cells were heavily irradiated so they 
could not produce inhibitory substances, 
nerves regenerated even more rapidly than 
when the antibodies were used. 

It will be a while before similar tech- 
niques can be tested on people. First it has 
to be shown that the new nerves work prop- 
erly. Then it has to be shown that they gr- 
in exactly the right places. Work on ot 
species suggests that they will. In fish and 
amphibia severed spinal nerves do regener- 
ate normally. It seems likely that mammals’ 
nerves also have the capacity to do so, but 
that it has been masked by the inhibitors. 

Yet presumably the inhibitors are there 
for a good reason, which may make them 
dangerous to tinker with. Researchers have 
to make sure that blocking the growth in- 
hibitors will not itself damage the nervous 
system, perhaps by allowing uncontrolled 
growth. They hope that such effects would 
be limited by the relatively short time for 


which treatment would be needed while 


nerves regenerated. Another problem could 
be the need to apply antibodies continu- 
ously for several weeks until regeneration is 
complete. Monoclonal antibodies made in 


the usual way, by mouse-cell cultures, would . 
be rejected as foreign tissue. But recent- 


developments in antibody pro- | 


duction have made it poss 


mouse anti 


ing molecules s 


hope that they would block 


also planning to combine the 


ing substances, and "bridges" 
of tissue implanted to help 
regenerating nerves grow to 
the correct targets. Dr Schwab 
thinks there may be up to ten 
years to go before doctors 
could use such treatments with 


their wheelchairs is there. 
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complete antibodies in the 


growth inhibitors but be easier - 
to use in treatment. They are . 


use of antibodies or: other 
blockers with growth-stimulat- _ 
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BOOKS AND ARTS 


In the welfare state 


CADILLAC Desert. By Marc Reisner. Secker & Warburg; 582 pages; £25. Viking Penguin; 


$22.95 


OBODY is quite sure what became of 
the Hohokam Indians. They lived, un- 
til about 1400, in what is now central Ari- 
zona, and were among the most advanced 
—hsations on the American continent. 
y built cities; they designed four-storey 
butidings; they traded with their neighbours 
to the south. Above all they managed a suc- 
cessful agrarian culture in the desert, build- 
ing irrigation canals and 
ditches so perfectly calibrated 
that they delivered water at a 
rate that flushed out silt depos- 
its as it went along. When 
white settlers arrived in the 
area in the 1800s the ruins of 
the canals were still there, but 
the Hohokam were not. Their 
name, in the language of the 
Pima Indians, means “those 
who have gone". 

The Hohokam either ran 
out of water, or used and recy- 
cled so much of it that minerals 
built up and poisoned the soil. 
The gist of Marc Reisner’s im- 
pressive book, just published 

"ritain, is that a similar fate 


said to have frozen to death as many as 7596 
of the cattle in some regions) soon put an 
end to this nonsense. Instead the business 
and agricultural interests that had sprung 
up in the west, notably in California, turned 
to dams and irrigation canals for their sur- 
vival and growth. They had modest success 
alone or with state help, but big projects re- 
quired more resources than local communi- 





Nothing beside remains? 


its the world's most suc- 
cessful desert civilisation—that 
carved out of the American west over the ties could provide. By the 1930s the federal 
past century. government had in in the shape of 


Needless to say, neither westerners 
themselves nor the governments involved 
accept this apocalyptic view. At least until 
recently, they have been confident not only 
that they can cope with nature’s trials, but 
also that they can change nature to serve 
their purposes. And that, says Mr Reisner, is 
the problem. The growth and greening of 
the west is based on a water policy that cre- 
ates as many problems as it solves. 

Settlement of the west was originally 
founded on the messianic notion that “wa- 
ter follows the plough”. A few years of un- 
usually high rainfall persuaded wishful- 
thinking pioneers that turning soil and 
cultivating the land encouraged 
effect, that agriculture forces nature to be- 
have. Droughts and other extremes of 
weather (the Great White Winter of 1886 is 
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the Bureau of Reclamation and, later, its bit- 
ter rival, the Army Corps of Engineers. 
The maelstrom of dam- and aqueduct- 
building that followed transformed the west. 
Hardly a river or lake was left untouched. 
The Colorado River, with 30 dams in its ba- 
sin, is effectively wrung dry by the time it 
gets to Mexico. Mono Lake and Owens Lake 
are all but starved of water to serve the needs 
of Los Angeles. The Missouri River's reser- 
voirs back up for 800 miles and contain 
enough water to cover Pennsylvania. The 49 
dams now regulating the Columbia River 
and its tributaries were built at a dizzying 
rate, in just 40 years. In the east, as Mr 
Reisner writes with typical insight, "to 
'waste' water is to consume it needlessly or 
excessively. In the west, to waste water is not 
to consume it—to let it flow unimpeded and 


undiverted down rivers.” 

As an environmentalist Mr Reisner 
rightly bemoans the taming of wild and sce- _ 
nic rivers, the flooding of magnificent can- 
yons, the plight of salmon cut off from — 
spawning grounds by dams, the loss of acres 
upon acres of wetlands. But his most 
pointed criticisms are pragmatic: the cost- — 
benefit ratio behind many of these water 
projects implies they should not have been 
built at all. Many of the irrigation projects 
could be rationalised only by a system of 
“river accounting”, in which all revenues 
from a river project—mainly the highly 
profitable sales of hydroelectric power—are — 
thrown into one fund and used to balance, 
or at least try to balance, the books. 

Put bluntly, Mr Reisner argues that gov- 


ernment water policy coddles many western _ 


farmers. It allows them to buy water at a frac- 
tion of what it really costs, en- 


that would not be worth grow- — 
ing if water were more expen- 
sive, and discourages them 
from spending money on their 


on shifting to dry farming. 

too, cities like Phoenix and Los — 
Angeles have grown up believ- 
ing that a government water 
bailout is just around the cor- 
ner. The west is a water-welfare 


dividualists to whom govern- 
ment intervention and social 
engineering are otherwise - 
anathema. | 
Beyond distorting the mar- 
ket and costing the American 
taxpayer billions, this might — 


not matter, But Mr Reisner believes that, in 


the long run, America's desert civilisation 
may all come to naught anyway. Despite the 
many water projects, a good portion of the 
west—much of Arizona and California and 
a great swathe of Nebraska, Kansas, Colo- 
rado and Texas that sits on the 
Aquifier—still relies almost en 
groundwater brought to the surface rur d 
centrifugal pumps. Within 50 years much of 
this water will either be gone or will cost too 
much to pump out. à 
ose living off the water projects are — 
not much better placed. Water allocation is 
already stretched; the reservoirs behind the 
dams will eventually begin to silt up; salt de- 
posits from desert irrigation are already 
plaguing farmers. Western man, to read Mr 


Reisner at his most gloomily brilliant, is set — 


to follow the path of the Hohokam. 
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courages them to grow crops —— 


own water-saving projects or 


society peopled with rugged in- _ 
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Art auctioneering 


Gone 


INsIDE Cunisri&'s. By John Herbert. 407 
pages; Hodder & Stoughton; £20. To be 
published in America by St Martin’s Press. 


— goods of dubious prove- 


nance is nothing new for auctioneers. 


. Remember the Dick pictures, owned by a 


New England businessman indicted for forg- 
ery and grand larceny, which Sotheby's 


managed to come by before the Internal 


Revenue Service? Or the collection of Anto- 


. nio Santamarina, auctioned by Sotheby's 
. even after the Argentine government com- 
plained that the collection 


had been ex- 
ported illegally ? This book does. And de- 
spite its title it consistently spills more beans 


about Sotheby's and its go-getting chair- 
. man, Peter Wilson, than it does about 


Christie's, with its old-school and old-fash- 


. joned attitudes. 


Almost Christie's sharpest practice, 
during John Herbert's 26 years as the firm's 
director in charge of public relations, was to 
value with a view to auctioning (on behalf of 


a à shadowy syndicate) the works of art Fidel 


Castro had confiscated when he seized 
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power in im 
valuers to Havana just after the Bay of Pigs 
fiasco, almost as the missile crisis was boiling 
up. The secrets of whom Christie's were ad- 
vising and why the deal eventually fell 
through—the Canadian auctioneer who 
sold some of the confiscated works had a 
bomb thrown into his saleroom—remain 
safe with Mr Herbert. 

Mr Herbert is also loyally corporatist 
about the events which seem to have 
prompted his early retirement in 1985. Da- 
vid Bathurst became chairman of Christie's, 
a public company, just before Christmas 
1984, despite having made inaccurate state- 
ments about the results of a sale of Impres- 
sionist pictures in 1981. Nobody on the 

d seems to have thought that such be- 
haviour should have hindered him from fur- 
ther promotion: indeed, only two of Chris- 
tie’s directors re to sign a petition 
asking that he should remain as chairman 
when Christie's became involved in a subse- 
quent court case and, eventually, an out-of- 
court payment to its disappointed client. 

What the book does make clear is the 
increasing professionalism and ruthlessness 
of the supposedly gentlemanly art market. 
On Mr Herbert's first day at Christie's in 
1958, Brian Sewell casually discovered an El 
Greco, “Christ Healing the Blind", about to 





The officer's canteen 


Fo the first time in many years, the 

art world is dominated by the news 
that a highly important collection of an- 
tiquities is about to come on to the mar- 
ket. Expected to fetch in excess of £40m 
($68m) at auction, unless a sale by private 
treaty can be arranged beforehand, this 
magnificant hoard of fourth-century 
plates, ewers and caskets may yet prove to 
be the biggest white elephant that 
Sotheby's has ever tried to shift. 

The story begins in the Lebanon, with 
the discovery in the late 1970s of a huge 
copper cauldron stored in a cel- 
lar. Inside the cauldron were 
some of the most beautiful ob- 
jects ever to have been fash- 
ioned. They included silver 
plates two feet across, decorated 
with scenes of the hunt and 
from mythology; they were won- 
derfully free from oxidisation 
and heavy as only the best Ro- 
man silver had to be. It appears 
that the treasure was made for a 
man called Seuso and his de- 
scendants over a period of 

. about 100 years. 

Little is known about the 
man himself; he was perhaps a 
high-ranking army officer. It -is 
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possible that the family was based in what 
is now Hungary, moving to the Lebanon 
to oversee military manoeuvres. The trea- 
sure was Fs gen rl the * 
ginning of the century during the 
Persian and Arab conquests, only to be 
discovered 1,400 years later. 

The nature of that discovery is rather 
dubious. Although export documents 
were issued by the Lebanese authorities in 
1981 and ratified eight years later, no 
find-site has ever been located and noth- 
ing has been revealed about the discover- 
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tioneers started to take commissions from 
both buyers and sellers and, at least occa- 
sionally at Sotheby's, to guarantee prices 
and finance purchases. Now, like other busi- 
nesses, auctioneers are fretting about the af- 
termath of 1992 and the harmonisation of 
VAT rates. At the moment works of art are 
not taxed when they enter Britain; other 
countries tax art as it arrives, and therefore 
have virtually no international art-dealing 
business. 

This book's real drawback is its editing. 
Mr Herbert refers frequently to the sale of 
the Holford collection in 1928 which, until 
Sotheby's sale of Jakob Goldschmidt's Im- 
pressionist and Post-Impressionists in 195% 
held the record for an art auction. ' 
were the Holfords and what was so speciai 
about their pictures? Instead the book goes 
into minute detail about the movements of 
Christie's catalogue printers, who seem to 
shuffle incessantly from the Oval to 
Vauxhall, two contiguous and equally 
shabby parts of London. 








ers themselves. Treasure-hunters are no- 

toriously good at covering their tracks, 

however, and theft would be extremely 
i to prove. 

Sotheby's has written painstakingly to 
the cultural attachés of all 30 countries 
no made up the Pagan napire in ke 
O century, enclosing photogra 
and detailed descriptions, to make sure 
that the treasure has not been listed some- 
where as stolen. Interpol, UNESCO, the In- 


_ ternational Council for Museums and va- 


ious other organisations have bee 
contacted; any claims would have to be re- 
solved before a sale could proceed 
successfully, 

Even with everything neatly 
tied up, the success of the sale 
would remain in doubt.. The 
present owner, Lord Northamp- 
ton, bought ten of the pieces in 
succeeding years. Most antiqui- 
ties, it is true, have a somewhat 
colourful history; but it is 
strange that over the past few 
years this fine collection has al- 
ready been turned down by the 
Getty Museum and the Antiken 
Museum in West Berlin, among 
others. The importance of the 
pieces is in no dou t with 

es rumoured Tising to 
as much as £100m, who on 
earth will be able to afford them? 
















Fi irst sketches 


l l U* 
HIGHER THAN Hort: THE AUTHORISED Bio. 
GRAPHY OF NELSON MANDELA. By Fatima 
Meer. -Hamish Hamilton; 428 pages; 





|" MEER'S book, first on the 
E , is perhaps successful as an image- 
"building exercise. As biography, it falls 
. short. Not only has her subject been incar- 

 cerated for the past 27 years, but his life be- 
fore that is full of lacunae. Little is known 
. about who influenced him at law school, 
< what writers and leaders moulded his think- 
^ ing; and precious little too about his years as 
a lawyer in downtown Johannesburg in the 

TM and1950s. .— . 

The Meers were close to the Mandelas; 
|. friendship with Nelson stretched back 
| * the early 1950s, when he master-minded 

the Defiance Campaign against the early 

apartheid legislation. Ismail Meer, the au- 
thors husband, was accused with Mr 
Mandela in the famous 1956 Treason Trial, 
while she herself was detained with Winnie 
Mandela. for five months in 1981. This 
closeness imposes costs as well as benefits: 
the growth of Winnie’s unpopularity with 
some liberation groups and within the ANC 
itself, and the scandal surrounding the mur- 
der-of a young boy i in 1988 in Soweto, are 
both glossed over. .. _ 

‘This is not a new — ‘it was first pub- 
lished in South Africa in 1988, but has been 
updated to coincide with Mr Mandela’ s re- 
lease. Time will determine whether the deci- 
sion was wise. Saturation coverage in the 
media and, much more important, Mr 
Mandela's own statements and speeches are 
already overtaking Mrs Meer's assessments 

1e man. 

.In the book's sketchy account. af Mr 
Mandela s life, however, some incidents and 
statements may yet turn out to have been 
prophetic. Although his relations with his 
political rivals. in the Pan Africanist Con- 





gress (PAC) on Robben Island were friendly, 


the gulf separating them politically i is always 
evident. The Pan-Africanists are. "small- 





. minded and reactionary’, cand Mr h 
shudders at their "crude, racist guitémens". 

“White South Africans hoping that Mr 
M Mandela will agree to minority guarantees 





vill be cheered by Mrs Meer's assertion that not 
: he greatest problem with the PAC was "its . 


.. denial of the rights of minorities”. 


Mrs Meer is best at describing Mr n 
 Mandela's personal life—the breakdown of — 


shis first marriage, his courting of Winnie, 17 








Robben Island and his continuing struggle, 


' and finances. The extracts from his let- 


ters home are particularly poignant: in one, 


A Jeffersonian malgré tui 


Vidal's rebellion 


answer the question: 


“Burr”, 


the fi id —— = : E 
| Mr Vidal has TTE dat just às ev- 
ery Briton i is born “either a little Liberal, or- 
.. else a little Conservative", so every Ameri- 
— caniseithera Hamiltonian or a Jeffersonian. ~ 
fr Vidal says he hates Jefferson, with all his — 
high-mindedness, But he confesses to being. 
a Jeffersonian all the same. Like him, hebe © 
r lieves thata little rebellion now and then isa 
. good thing, and that in foreign affairs the 
United States should mind its own business: 
All six of his historical novels produce copi» 








months on the run as the Black Pimpernel, 
he odd glimpse of his life as a prisoner on 


;hile in jail, to cope with his family's school - 


EAA EA) pt eese i cSt mere vier ctr PWN Acad ellie SAA rr e ag iM gba wert Mare ur Hei eA 


written in May 1979, he complains to Win- 
nie that the children—not, in this case his 
own, but two nieces—expect him to help 
them find places and money for study 
overseas. 

Mr Mandela’s 1962 African safari, de- 
scribed here, is a reminder of how much Af- 
rica has changed since he was last able to 
travel. His impressions of Africa then, im- 


NEW YORK 


HE interview got off to a sticky start. 

. Gore Vidal was in New York to promote 
"Hollywood" *, his latest historical novel, 
which is really about Washington; and he 
was in a stew. He had mislaid the key to the 


minibar in his suite at the Plaza Hotel and 
took umbrage when he was asked about par- 


allels between his Washington and Robert 
Graves's Rome. "I think I am more reflec- 
tive than Robert Graves", he said crossly. 

It was easy to see how a conversation 
with Mr Vidal could turn ratty, like his cele- 
brated public spat with William Buckley, an 
American high Tory. Mr Vidal called Mr 
Buckley a "crypto-Nazi". Mr Buckley re- 
torted: "Now, listen, you queer. Stop calling 
me a crypto-Nazi or I'll sock you in your god- 
damn face and you'll stay plastered." Mr 
Vidal has abused other writers too, calling 


John Updike: "perfectly boring" and Tru- 


man Capote "ruthlessly unoriginal". 

It is a pity. Mr Vidal’s public polemics 
obscure what he has achieved in his vastly 
entertaining and enlightening attempt to 
n: “What does the 
United States mean?” This 25-year 
endeavour has. produced six novels so far: 
"Lincoln", . "1876", " Empire" ; 
Hollywood" and "Washington, DC", They 
were not, however, written in this chrono- 
logical order, and the final semi-autobio- 
graphical summing-up, focusing on what Mr 


Vidal calls America’s Golden Age (1 945-50) i 
is still to come. “I began at the end”, he says, 
about the b égi eginning. us 





"and then got curio ab 










ous evidence for lefferson's assertion that 


* anal positive. Kwame  Nkrum 
overthrown i in a coup four years D W 


- tion. He has campaigned for the leg 
of drugs since the early 1960s, an 
. terview welcomed The. Economi 

conversion to the same cause, 





` discipline his fellow countrymen. Mr Vid 

points to the horrors of Detroit and of H: 
lem (where the life expectancy of me 
now fallen — that i in neces) Ne as 





after E! 





itely 













"immensely popular", while Ghana's Vol 
Dam would, he thought, industriali 
Ghana and the surrounding. countri 
When Mr Mandela resumes his Afri 
travels shortly, he will see a very differ 
world: one that will undoubtedly influ 
his strategy in the negotiations ahead. 






















— a man has cast a a longn eye n 
public office, "a rottenness begins. 

conduct." And Mr Vidal takes a line oi 
sonal liberty even more fundamen 
Jefferson's, believing that go 
should have no control over wha 
put in their bodies, with whom 
sex, or whether or not they hav 





Unfortunately, as Mr Vidal sees 
Hamiltonians have won not only. 
but on almost everything else. He 
that America’s most famous secretary : 
treasury was.a brilliant man; but he h 
time for his elitism, nor for his eagerness 





*Random: House; 437 pages; $19.95. André | 
£12.95 — 
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BOOKS AND ARTS 
sequences of Hamilton’s belief that the rich 
and the well-born must be made into a loyal 
governing class by a straightforward policy 
of favouring their interests. 

Mr Vidal comes from precisely the class 
that Hamilton favoured. He was born at 
West Point and educated at Phillips Exeter 
Academy, one of the country's sniffiest pri- 
vate schools. He was an insider in President 
Kennedy's Camelot. His grandfather, 
Thomas Pryor Gore, was a senator from 
Oklahoma. His mother's second husband 
was Hugh Auchincloss, a descendant of 
Aaron Burr, and he can claim family ties 
with Jacqueline Kennedy Onassis. 

This, he and his novels maintain, is the 
country's ruling class; and though a presi- 
dent may come, like Richard Nixon, from 
Yorba Linda, California, or, like Dwight Ei- 
senhower, from Denison, Texas, by the time 
he enters the White House he finds himself 
surrounded by members of it. In Mr Vidal's 
view, America is quite obsessed with the 
word democracy but does not really believe 
in it. The current president, he says, actually 
belongs to the charmed circle. Mr Vidal 
calls him Ronald Bush. 





Romania's culture 
Patching up 


BUCHAREST 


p WAS no ordinary gallery tour. "The 
Procaccini over there was torn in half by 
a tank shell. And here, machinegun fire 
ripped a Taddeo Zuccaro to shreds, went 
straight through that wall and smashed a 
wooden panel by van Hemessen." A cura- 
tor, Codruta Cruceanu, was walking 
through empty galleries in Bucharest's art 
museum, pointing to bullet-torn walls. The 
museum overlooks the square wheré sol- 
diers fought secret policemen during the 
overthrow of Ceausescu in December. 
Bullets or flooding from 
burst pipes destroyed 25 paint- 
ings, almost all from the Roma- 
nian school, and seriously dam- 
aged 48 others, mainly Flemish 
and ltalian. A bronze nymph 
and faun attributed to Clodion 
took eight hits. Museum staff 
prevented worse damage by 
moving many works, including 
an El Greco and a Van Dyck, to 
safety during lulls in the fighting. 
A new director, Theodor 
Theodorescu, was named last 
month. He has a daunting job. 
Merely redoing the building 
could cost 200m lei ($10m at the 
official exchange rate). Workers 
are already patching up the fa- 
cade and repairing the interior. 
But the gallery also needs money 
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Dramatic collapse 


I NOVEMBER the lights will go out 
for four months at the two London 
venues of the Royal Shakespeare Com- 
pany. Last week's decision, together with 
the scrapping of the 1990 tour, should 
save the company £1.3m. That means 
the accumulated deficit for 1991-92, 
when Adrian Noble, Genista McIntosh 
and Michael Attenborough take over as 
joint artistic directors from Terry Hands, 
ought to be at the more manageable level 
of £3m. The murmur in the theatre 
world is that the RSC closure will inspire 
the government to review arts policy on a 
general scale. 

Perhaps it may; but perhaps not. The 
RSC has been overstretched for years, 
and in any case dramatic collapses are be- 
coming commonplace. The Royal Court 
theatre recently announced it would 
close the doors of its Theatre Upstairs 
for four months to fend off bankruptcy. 
The result was a 1796 increase in the the- 
atre's grant, allowing a full programme 
once again. Could it be that the RSC too 
is trying to twist arms in Whitehall, dar- 
ing the government to close down a cele- 


for restoration and training. Mr 
Theodorescu hopes for help from foreign- 
ers, particularly the Getty Foundation, 
which has the purse and the know-how. Un- 
der Ceausescu the museum was badly ne- 
glected. This is a chance to start again, with 
proper air-conditioning and computers. 
Across the square, Romania’s national 
library is in even worse shape. A fire de- 
stroyed much of the building and some half 
a million books, including irreplaceable 
manuscripts and incunabula. The security 
police’s fifth division, which guarded 
Ceausescu, had its headquarters next door. 





A smoke outside the library 


brated national instjtution? 

The company is also asking for more 
money—£2m more, which it will almost 
certainly get. The RSC has acted out a vir- 
tuoso interpretation of official arts pol- 
icy, taking its repertoire faultlessly 
downmarket into commercial ventures 
such as "Les Miserables", and efficiently 
attracting large business sponsors. Surely 
it cannot now be punished for playing 
these roles so well? 

Ministers will probably recognise that 
adequate support for bastions of strong 
and competitive industries, like enter- 
tainment, is not unreasonable policy. Af- 
ter all, there are some 5m attendances at 
London's theatres by foreign tourists ev- 


ery year. The RSC's brinkmanship shoul’ 


reap results, but it sends a dangerous sig 
nal to the teetering world of the stage: 
grand gestures of insolvency pay off. 
Smaller, less conspicuous companies 
cannot hold public opinion to ransom. 
The large ones, who can, will find that 
mothballing creative facilities for months 
on end has deep traumatic effects. No- 
body has yet sponsored a closed theatre. 


Here, on the night of December 23rd, most 
of the fighting was concentrated. The direc- 
tor of the museum, Ion Stoica, a poet, says 
secret policemen set fire to the library to 
cover their escape. 

Although this is a university library, it 
functions like a national one. It has a deposit 
right for Romanian books and co-ordinates 
purchase of foreign ones. Its collection is 
Romania’s richest and oldest. Work has be- 
gun on the building. But Mr Stoica needs 
foreign help for three other urgent task: 
placing, where possible, lost works, up...... 
ing old or damaged equipment and training 
new staff. 

The French ministry of cul- 
ture and the British Council 
have said they will help. Some 
100,000 volumes are waiting to 
be sent from Britain. Books can 
be sent to Professor Richard 
Crampton at the address given 
in The Economist last week, or 
direct to Bucuresti, Strada 
Onesti, nr 1, Sector 1, Cod 
70119, Romania. Money can be 
sent to: Banca Romana de 
Comert Exterior, Calea Victorei 
22-24, Sector 3, Bucuresti, Ro- 
mania, marked Ajutor pentru 
Biblioteca Centrala Universitara 
Bucuresti (Help for the Central 
University Library in 
Bucharest). 
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gio 2134710306 Telex: 182315 Fax: 219/471-6456 


international Diploma 


Agency: Sept. only) 
Details: HIM, 15 Avenue des Alpes, 
CH 1820 C Montreux, Switzerland 
Phone: 21-963 74 04 
! Fax: 21-963 80 16 
| The: 453 261 HIM 

















WES an 
University of Lond on. 


GRADUATE STUDIES IN ECONOMIC nics 


‘MSc in Economics 


A long-established intensive niae month programme tor wtdl-qualdied candidates who wish to train for 
reor ao professional economists in the private sector, higher education or government. 


ASc in Economics of Latin America 


one year course, inctüding research dissertation component, for those interested in the advanced Study 
the economics of Latin America. 


PhD/MPhil 


Supervision, leading t these research degrees. is. oed in many areas including macroeconomics, 
Microeconomics, €conornics Of Latin America, development economics. labour economics, industrial 
"BGUS, financial economics, econoametics: and. the economics of Jaw, 

A part-time two year option i is available tor both MSc courses. Pre “sessional English Language courses 
are offered in July. August and September. The: ‘Department ot Economics is recognised by the ESRC. 
Some scholarships are available. 7 


— Further details and application: fürms frm: Higher Degrees Office, Queen Mary and Westtield 
. College, University ot — Mie. — Roat London ET SNS, United Kingdom. 






















‘Institute 


Montreux | 
Switzerland 


1965-1990 | «The Swiss School of Hotel Management» 
UNIVERSITY OF DUBLIN | |__| HOTEL MANAGEMENT & 


| @ Travel Agency Mgt: 1 year Swiss & IATA 


intakes: January & September (Travel 


ACCREDITED By Sem | 























- LEARN TO SPEAK FRENC BY 


-and advanced materials, it's easy 
| fe maintain and sharpen your 
— language skills. 
Besides — 
d. cassette ‘courses ~ ~ most — for the US, 
dp State De ie 





e offer fereign language mystery 
dialogues recorded in Paris, games, 
many. ether heipful materials. And if 


TOTAL NATURAL IMMERSION 

with French participants for? — — | begnnino cous 
intensive Gays inthe DORDOGNE —— B 

Cháteau LA VALOUZE t SUY 


„L. Lofe re CIEL.BP.180. 





24490 LA ROCHE CHALAIS, France 
Tel: 53 91 44 28 


Suite i35. $1 Kans — Church Street 
London W8 ALt - 








CONFERENCE ANNOUNCEMENT AND CALL FOR PAPERS 


RVB-Netherlands international Institute for management proudly 
announces: 


"INDUSTRIAL AND TRADE PO ICIES FOR 
1990s; PROSPECTS AND IMPLICATIONS FOR 
DEVELOPED AND FAE ONING COUNTRIES” 





|. Dates: 19-21 September, 1990. 
Place: Maastricht, The Netherlands. 


Venue: MECC (Maastricht Exhibition a * — Center) 


_ Interested contributors please contact Professor T. Dalgic, 


Conference Secretary, RVB, PO Box 1203, 6201 BE 
Maastricht. 


Tel: 31-43-618318. Fax: 31-43-618330. 


Global Moneta y Order: 





ih Annual Mone with t the — 
“Institute of Economic Affairs 
. February 22-23, 1990 


Queen Elizabeth II 
Conference Centre 


London 


Speakers include Manuel H. Johnson of thé Federal 
Reserve Board, Pedro Schwartz of Iberágentes, S.A., and 
Yoshio Suzuki of Nomura Research Institute. Also Peter 
Bernholz, Jacob Frenkel, Herbert Giersch, Antonio Martino, 
Allan Meltzer, Patrick Minford, Georg Rich, Roland. Vaubel, 
and Geoffrey Wood. 

Moderators include Samuel Brittan, Sir Nicholas Good- 
ison, and Sir Alan Walters. 

For information contact Saridta McCluskey, Cato Insti- 
tute, 224 Second Street S.E., Washington, D.C. 20003, tel. 
(202) 546-0200, fax (202) 546-0728, or Sally-Anne Edwards, 
Institute of Economic Affairs, 2 Lord North St., London 
SWIP 3LB, U.K., tel (01) 799-3745, fax (0n 799-2137 





























VAL UNIVERSITY 
ARTMENT OF — ij 
ECONOMICS AND \# 

STATISTICS 





< Applications are invited for teaching appointments in the | 


|. Department of Economics and Statistics from candidates who 
... possess a relevant PhD degree and preferably be able to teach 
| inmorethan one of the following areas: ^. 


Asean Economies... 
Economics of Banking and 
Financial Institutions — . 

Industrial Economics — 

Managerial Economics 

Comparative Economic Systems 

Statistical Computing 

Statistical Theory 

Statistical Methods "E | 
Besides appointments on normal three-year contracts, visiting 
appointments for one or two years will also be considered. 
Gross annual emoluments range as follows: | 


Lecturer — 5$50,390- 64,200. 

Senior Lecturer  $$58,680 - 100,310 

Associate Professor ..$$88,650 - 122,870. 

(STG £1.00 = $$3.17 approximately) 

The commencing salary will depend on the candidate's 
qualifications, experience. and the level of appointment 
offered. | 
Leave and medical benefits will be provided. Depending on 
the type of contract offered, other benefits may include: 
provident fund benefits or an.end-of-contract. gratuity, a 
settling-in allowance of S$1,000 or S$2,000, subsidised hous- 
ing at nominal rentals ranging from $$100 to $$216 per 


month, education allowance for up to three children subject | 


to a maximum of $$10,000 per annum per child, passage 
assistance and baggage allowance for the transportation of 
personal effects to Singapore. Staff members may undertake 
consultation work, subject to the approval of the University, 
and retain consultation fees up to a maximum of 60% of their 
. gross annual emoluments in a calendar year. 


The Department of Economics and Statistics is a department in 


4. the Faculty of Arts and Social Sciences. There are eight 


| faculties in the National University of Singapore with a 


current student enrolment of some 14,000. All departments 
are well-equipped with a wide range of facilities for teaching 
and research. «00 2 

All academic staff have access to the following computer and 
telecommunication resources: an individual microcomputer 
(an IBM AT-compatible or Apple Macintosh); an IBM main- 
frame computer with 16 MIPS of computing power; an NEC 5X 
supercomputer with 650 MFLOPS of computing power; de- 





.| partmental laser printers; a wide spectrum of mainframe and 


“microcomputer software; voice-mail; BITNET to access aca- 
demic institutions worldwide. in addition, a proposed campus 
network based on state-of-the-art optical fibre technology 





" .. will be installed by end of 1990 to facilitate resource sharing 
<f. and electronic communication for the academic community. 


"| An on-line library catalogue will also be accessible by the 
|. middle of 1990. m å | 


-|. Application forms and further information on terms and 


conditions of service may be obtained from: M 

The Director, Personnel Department, National University of 

1 Singapore, 10 Kent Ridge Crescent, Singapore 0511. — | 

| | NUS Overseas Office, Singapore High Commission in London, 

= 5 Chesham Street, London 5W1, UK. Telephone 01-235 4562. 

. Enquiries may also be sent through BITNET to: PERSDEPT @ 
'NUSVM, or through Telefax: (65) 7783948. 7 


CONOMIST FEBRUARY 171990 . 






















THE INTERNATIONAL RICE 
RESEARCH INSTITUTE (IRRI) 


seeks four Agricultural — 


Scientists for assignment to Madagascar 


The successful candidates (one of whom will be the te: 
leader) wil! work in collaboration with Malagasy natior 
scientists and officers of the National Center for Applies 
Research and Rural Development. All must have demonstrat 





ed ability to work as members of interdisciplinary teams « 
must be fluent in French and English. 18 
Cropping systems agronomist | 

E Duties: ` E 
Collaborate with national scientists in the design, impler 


inable increases in the produ: 


of ric 






ing, cross-breeding, and evalua 































management practices. zx 
| - Qualifications: | HO o Pi 
PhD in soil science or related field and five years experie 
soil fertility research. — us 


Agro-economist | 

200i Dutéss 000 00 

Collaborate with national scientists in developing, evalua 
and extending recommendations for rice and 


* 


farming systems. Assist in farm-level diagnostic studi 


identify constraints and to help set research prio ties 
assist in strengthening research-extension linkages. . 
. . Qualifications: "E 
PhD in agricultural economics or social sciences and five yea 
experience in agricultural R&D. vd 
IRRI is an international, non-profit, donor-funded agri 
research institute that undertakes research and trainir 


headquarters in the Philippines and collaborates with. 
al agricultural systems worldwide. IRRI's goal is to dev 
more productive and. sustainable rice ae needy and 
strengthen national research capability. Salary and b 
will be commensurate with those of similar internationa 
institutions and programs in agriculture. | js 
Application: 
— for the positions described will be accepted unti 
30 April 1990. Please submit curriculum vitae, date of ava 
ability, and the names of three referees to: e 
Dr Klaus Lampe, Director General — 
099 Manila, Philippines 
3890 RICE PM or 22456 IRI 


^. IRRI, PO Box 933, 10! 
Fax: 63-2-817-8470. Telex: 4 











THE PLUNKETT FOUNDATION 


HEAD OF 
DEVELOPMENT 


To be responsible for the services provided to developing countries and Eastern 
Europe. This means organising and managing projects overseas, arranging training 
programmes and. dealing with funding and development agencies. It requires 
someone with a clear understanding of co-operative forms of businesses and of 
Sound management and administrative experience, together with first-hand 
_ knowledge of development issues. Based in Oxford, England, but requiring 
; extensive overseas travel. 
. The Plunkett Foundation is an Educational Trust which works both in Britain and 
throughout the world, providing services designed to improve the effectiveness of 
co-operatives and other forms of "people-centred business". 
Write with full CV stating starting salary desired to the: 
Director (Personnel), The Plunkett Foundation, 23 Hanborough Business Park, 












Long Hanborough, Oxford OX7 2LH, or Fax to 0993 883576. 








EDUCATION DEPARTMENT 


5 LA i i , f Ws Ue 
à = A Y / j i | 
E HÀ i 


Lincoln — | Up to £20,079 
The Education Reform Act is leading to a fundamental change in the role 
and responsibilities of education departments; the emphasis is now to be 
placed on strategic management, on support for educational 
establishments and on monitoring their performance. 

In response to this challenge, the Education Department in Lincolnshire 
has been restructured; one branch within the department is responsible 
for financial — and advice, for management information and for 
information technology. — | 
Within the sphere of management information, we are looking to appoint 
an Information Analyst to take on a leading role in the maintenance and 
further development of resource allocation formulae, in the development 
and use of IT based information databases and in the development of 
systems to measure and interpret educational performance and to model 
future educational infrastructure needs; work that is at the leading edge of 
education administration and management. 

This post represents a superb career development opportunity, for which 
you will need a professional qualification or dius degree in statistics, 
operational research or related discipline and two years experience of 























work in this field. 

You will work with a small team of dedicated professionals in one of the 
most attractive rural and historic counties in England. 

The post carries a casual user car allowance and the County Council 
-operates a lease hire car scheme. Relocation expenses are reimburseable in 


for you but wish to talk over the 


La Trobe University 
Australia s 


School of Economies and Commerce 


Department of Econometrics f 
LECTURER IN ECONOMETRICS 
Salary: A$32,197-A$41,841. 


ing early to mid 1990, negotiable). 
Applicants should have a good general 







broad sense. A preference. may be 


' given to parsons interested in applied 


econometrics or financial economet- 


- fics. A PhD, publications and teaching 


experience would be advantageous. 
Further information about the position 


- OF activities of the Department could be 
(Fixed term for three years, commenc- : 


obtained from the Chairperson, tele- 


phone 61-3-479 2725. 


The University reserves the right to 





knowledge of econometrics, a capacity. 
to lecture in undergraduate courses, 
and well developed research interests. 
in some area of econometrics in the _ 


make no appointment or to make an 
appointment by invitation or by negotia- 
tion. Closing date: 23 March 1990. Ref 
No ACA/1307. | 





NUFFIELD COLLEGE, OXFORD OX1 INF 
GWILYM GIBBON 
RESEARCH FELLOWSHIP 
Applications are invited from men and women, preferably with 
experience of one of the public services, wishing to undertake 2 
year's research into, or study of, a problem in the field o! 
government and administration. The Fellowship carries free rooms, 
secretarial services, common table rights, and reimbursement of 
necessary expenses, but normally no stipend. In exceptional cases 
a supplementary stipend is payable. Nuffield College is an Equal 
Opportunites employer. Further particulars from the Admissions 

Secretary. Closing date Tuesday 17 April 1990. 


OPPORTUNITIES FOR ECONOMISTS, 
PLANNERS AND ENGINEERS 

We are a Tokyo-based consulting firm with full-time and project-based 
positions available in developing countries for economists, planners and 
engineers. We work in various sectors (eg transport, industry, tourism) and 
offer excellent remuneration. 
if interested, please send a detailed CV to: 

| PADECO Co, Ltd 

Ichibancho First Building, 4F 

15-1, Ichibancho, Chiyoda-ku 

Tokyo 102, Japan 

Tel: (81) 3-238-9421 
Fax: (81) 3-238-9422 


UNIVERSITY OF KENT 
AT CANTERBURY manan 
Canterbury Business School mE I 
LECTURER IN ECONOMICS 


Applications are invited for a permanent Lectureship in the Board of 
Studies in Economics from 1 October 1990. 












The vacancy arises in the context of a reorganisation of teaching in 
Introductory Statistics and Econometrics to Economics students. 
The successful applicant will be expected to contribute to teaching 
in these areas, and in his or her other areas of interest. "VES 


Candidates will be expected to have a commitment to research in 
any field of Economics or Econometrics: In general; interests in 
areas that complement those of existing members of the Board are 
particularly attractive. MEC AL E 2 E 


Salary will be on either the Lecturer Grade- A. scale (£10,458- 
£15,372) or the Lecturer Grade B scale (£16,014-£20,469) de- 
pending on qualifications and experience, F | i ae 





Informal enquiries to Professo | Disney, Chairman of 
Economics, Keynes College, UKC. Tel: 0227-764000, ext 7490. 
Application forms and further particulars are available from Mr J. 
E. Reilly, Secretary of Faculties and Deputy Registrar, University 
of Kent, Canterbury, Kent CT2 7NZ, quoting reference A90/33. 
Closing date: 16 March 1990. — 


An equal opportunities employer. - Peg 






















EDM SPECIALIST/ 
MATION AND TRAINING 


gy conservation project. Position requires advanced de- 
ergy-relevant engineering field and extensive experience 


dustrial and/or hotel/commercial audits; design, marketing and | 


plementation of energy demand management project; and training 


engineers in audit and energy conservation procedures. 
nce should also include report, brochure or newsletter editing 

the development and implementation of training plans and short 

es in topics such as auditing, EDM technologies, O&M of plant 
ergy ‘control systems, etc. FSI Standard R3-53 fluency in French is an 
i:bsolute requirement. Excellent corporate benefits package with 
additional in-country benefits per USAID regulations. Salary commen- 
. .Surate with experience up-to USAID maximum. Send curriculum vitae 
4... to Box 101, The Economist, 10 Rockefeller Plaza, 12th floor, New York, 





Ander 
Fachhochschule fur 
Wirtschaft Pforzheim 
ist baldmóglichst : 





einer Professorin — 
der BesoldungsgruppeC 2 


beim Fachbereich Betriebswirtschatt mit Studiengang AuBenwirt- 
schaft/Fremdsprachenzubesetzen: — 
Fachgebiete: Allgemeine Betriebswirtschaftslehre und Wirt- 
schaftsenglisch. ! 
Einstellungsvoraussetzungen: - | 
- abgeschlossenes Hochschulstudium an einer Universitat oder 
Technischen Hochschule mit wirtschaftswissenschaftlichem Ab- 
schluB, ; | 
::* = besondere Leistungen bei der Anwendung oder Entwicklung 
«>o wissenschaftlicher Erkenntnisse und Methoden in einer minde- 
— : ¿stens fünfjáhrigen beruflichen Praxis, von der mindestens drei 
| Jahre außerhalb des Hochschulbereiches ausgeübt worden sein 





müssen, | 
|. padigogisihai 

| | Schwerbehinderte werden bei entsprechender Eignung vorrangig 
lleigestltL — | | | . | | 


| | Erwartet wird die Bereitschaft, bei den allgemeinen Aufgaben der 







$ nt 







j zu wissenschafticher Arbeit (die in der 






if Fachhochschule mitzuwirken. 
Bei Erfüllung der beamtenrechtlichen Voraussetzungen erfolgt in 
:-.| f der Regel nach einjáhriger Bewährung im Angestelltenverháltnis 
| die Übernahmz in das Beamtenverháltnis auf Lebenszeit. 
Bewerbungen unter Kennziffer 8 mit tabellarischem Lebenslauf, 
-. .| $ beglaubigten Zeugnisabschriften, einem Verzeichnis wissen- 
` |$ schattlicher Verdffentlichungen und Lichtbild werden innerhalb 4 
| Wochen erbeten an das Rektorat der Fachhochschule für Wirt- 
schaft Pforzheim, Tiefenbronner Str. 65, D-7530 Pforzheim. 














TS 





services for students and 


1 Stel le eines Professors/ B 













Assistant Vice Chancellor 
International Programs 


Position: The University of California, Davis, seeks an innovative and 
energetic leader for the new position of Assistant Vice Chancellor— 
International Programs to provide intellectual and administrative leade 
ship for a campus reorganisation of international programs. She/he will | 
responsible for the initiation of systematic planning to guide. 
improvement and expansion of international research, teaching 
service programs; for fostering the development of an international 
dimension to programs in the agricultural and biological scien 
engineering, humanities, arts, social sciences, and the health sciences 
managemetit- and- adininistiative. có-ordiniat — 






































istrative co-ordination of campus inter 
olars; and for providing leadership to se 















extramural funding for international programs. ^ 
Qualifications: Demonstrated abilities in the areas of leadership, progr 
development, and academic administration; and the ability to func 
within a complex institution and to foster the participation of deai 
department. chairs, and faculty in the development of internati 
programs. A PhD or equivalent degree is highly preferred. Previous 
experience or involvement in international programs in a Universi 
setting is highly desirable. Candidates with appropriate qualifications may 
be considered. for faculty. appointment. Salary is commensurate with 
qualifications and experience. —— ; i ETN 












































„addresses, and 
ofessor William — 


Applications: Please include a curriculum vitae, name 
telephone numbers eferences, and send to P 

















ECONOMIC ANALYSIS — 


8:00am to 5:00pm; Monday through Friday; $32,500 per year. 
Required is a Master of Arts degree in Economics with a major in- 
industrial organisation and three years in job offered or three- 
years experience as an economic analyst and/or economic re- 
searcher on energy-related problems. As part of degree work 
applicant must have completed one graduate level course each ir 
statistics and in regulation/anti-trust and two graduate lev 
courses each in macroeconomics, microeconomics, and adva 
econometric methods. Incumbent applies principles of economi 
and conducts econometric analysis in complex consulting assic 
ments primarily for clients in energy-related and other regulat 
industries, including public utilities, transportation and telec 

munications businesses. Consults regularly with client to de 
problem areas and to establish scope for statistica! anal 
required. Utilises principles of econometric and statistical analysi 
to determine econometric procedures applicable. to resear 
problems involving the revenues and costs o regulated and oth 
industries and their customers. implements econometric. à 
related analysis by developing algorithms and designing comple 
computer programs using EPL, TSP Fortran, and PC-based spread 
sheets. Selects and acquires required client and industry da 
Supervises design and use of data management programming 
Conducts resulting econometric research and related data analysi 
to organise, interpret, and evaluate results. Drafts written report 
of findings and prepares presentations to clients based on 
econometric and related analysis. Conducts marketing activities in 
the public utility field for employer. Position requires extensive. 
travel: 40%. Position requires the construction of PC DOS-based 
spreadsheets and data bases; the application of TSP and EPL 
econometric software, and the utilisation of FORTRAN. | 


Submit résumé to Job Service, c/o Robert Flippin, PO Boi 
7943, Madison, Wisconsin 53707. EMPLOYER PAID AD. | 




















































































































international Fund for 
tooks candidatas te tit the post of: 






at the P5 or Di level. 


| Reporting to Vice-President, incumbent: . 


— Manages IFAD's investment Portfolio, currently approximately US$1 billion in different currencies. Recommends to President 
| and Executive Board overall investment portfolio guidelines. m | | 

. — Prepares, with an external financial adviser, the investment Strategy considering changing market conditions/need for 
| investments in various currencies. Participates in Investment Committee meetings to decide on short-term and long-term 
‘investment strategy. ~ ND 

^ — Manages all investment decisions, ie, cash deposits/time deposits/bonds/other financial instruments/exchange activities. 









~~ Maintains close contacts with commercial and investment banks/other financial related institutions 

5 Controls all bank accounts and all cash management, including payments/loan and grants disbursements. 

. ~~ Supervises collection of contributions from. member governments and private sources. 

< — Participates in arrangements for replenishment of IFAD's resources. 

(o = Supervises treasury staff and other related duties, | | 

.. Qualifications/Experience: Advanced University degree or equivalent in Banking, Finance or Business Administration. Approximately 
'.. 15 years of experience in banking/finance of which five years should be at a management level, preferably in financial institutions. 
Good working knowledge of computers. Full command of English, knowledge of Arabic, French or Spanish an advantage. 














Depending on experience/qualifications, net base salary from US$3I 





. according to United Nations common system from US$21,143 to US$27 282. 
initial contract: two years. | | 
Deadline: 28 February 1990. — 
Send two copies of application to: — - o | 
0 IFAD, Personnel Division, Via del Serafico, 107, 00142 Rome, Italy. Fax: 5043453 








[. Only shortlisted candidates will receive an acknowledgement. —— 


MIDDLESEX BUSINESS POLYTECHNIC - mM 
One of the largest centres for business and management education in Europe, offering a 
range of undergraduate and postgraduate courses, professional qualifications, thriving MBA 













BUSINESS 















and PhD programmes and particular expertise in European business education. 


LECTURERS IN BUSINESS POLICY/ - 
CORPORATE STRATEGY 
OPERATIONS MANAGEMENT 
up to £23,694 pa inc. ( under review) 


to contribute to teaching, research and consultancy. = qu wet ud 

Applications are particulary invited from those having a major research and teaching interest in 
business policy, corporate strategy and operations management. Applicants with an ability to 
. teach a range of organisation and management areas will be considered. ! 

Relevant practical experience and/or a postg raduate qualification are expected. 

Salary scales: : 2E MS 
Lecturer: £10,974-£16,272 pa inc. (under review) 
Senior Lecturer: £16,272-£19,452 pa inc. (under review) - 
Principal Lecturer: £19,452-£23,694 pa inc. (under review) 






experience is required. 
Associate 


. combine teaching with professional practice or consultancy. 





fianagement, Professor Tom Reeves on 01-368 1299 extension 4327. 








us ‘Office, Middlesex Polytechnic, Queensway, Enfield, Middlesex EN3 4SF. 
Closing date 2 March 1990. — — 


120 





for Agricultural Development, IFAD (United Nations), Rome, Italy, | | 


SURER 


- ularly welcome. For the oth 


}, 293 to US$49,287. Cost of living allowance subject to change 






 [.— LUVEIN JAPAN 


^i] rience in management, financial 


= | 5396.Fax:(03)4637089. — 


For appointment at PL level a proven record of research publication or high level business | 
Lecturer appointments on a 50% basis may also be made for those wishing to f- 


> Foran informal discussion about these posts contact the Head of School of Organisation and E 


i E 7 | : FC NE — nd — f - "Hungarian native, BS Ec, Canadian 
. Write quoting reference: 8220/B for further details and an application form to: Personnel f «| citizen, since 1983 in Canada; 22 years 
. | attache, and two years currency futures 


4  otidzwide emp 


University of St Andrews. 


Department of Management 


TWO ACADEMIC APPOINTMENTS 


The University is seeking to fill. two 
positions in the above department at 
the earliest mutually convenient date. 
One appointment will be made at the 
rer level while the other could be 
jrer/Senior Lecturer/Reader 






| of Professorial level. 
| Inrelation to one of the positions, which 


willbe in Man i Economics, appli- 
| hing and/or research 
onomics or Industrial 
sation. will be partic- 
University wishes to attract candidates 
with experience in areas in which the 
Department is already active, such as 
Organisational Theory and Behaviour, 








Economics/Org 





Marketing, Quantitative Aspects of 
Management and the Applicatior 
. information Technology. Applic: 


who can combine such experience with 


+ an interest in developing teaching and 


research in Strategic Management will 
be particularly welcome. 

The Lecturer(s) appointed will be paid 
on either the Grade A scale (£10,458 to 


— -815,372 per annum) or the Grade B 


scale (£16,014 to £20,469 per annum). 
The Senior Lecturer/Reader scale runs 
from £21,489 to £24,285 per annum. A 


m Professorial salary will be negotiable. 


Persons interested in either of these 
posts should write in confidence to the 
Director of Personnel Services, The 
University, College Gate, St Andrews, 
Fife KY16 9AJ, enclosing a curriculum 


. vitae detailing present position and 


salary and the names of three referees, 
no later than 16 March 1990. Further 
enquiries should be addressed to Pro- 


. fessor S. Clegg, Department of Man- 
- agement. Tel: 0334 76161, ext 8101/ 











Individuals with à degree and expe- 







services or marketing interested in 
teaching English for one year in 
japan to employees of major cor- 
porations/government ^ ministries 
should send résumé to: 








international Education Services, 
Shin Taiso Building, 10-7 Dogen- 
zaka 2-chome, Shibuya-ku, Tokyo 
| 150, Japan.. Telephone (03) 463 











- TOP EXECUTIVE 









iport-export, five: years commercial. 













xperience, five languages, seeking 


ployment (in Hungary, 












o0). Tel Canada (604) 922-2660. 


























| REPORTE. 
| | Rapidly expandi in 
| cialist publisher requi 
| experienced news re- 


-| porter to work on weekly | 
| newsletter and daily oil | | 
| market report. Young | — 
-4 and enthusiastic, willing | 
-.| to travel extensively and. 
..| cover international meet- | 






ings. Languages 


-f asset. Good salary. and 
: a4 other benefits. —  . 
... Send CV no later than 28 
< y February to: 


Adrian Binks 
Petroleum Argus Ltd | 





j The National Economic Development. Office (NEDO) isan independent, publicly financed 
* organisation, whose purpose is to promote. improved performance in the UK economy. wi 
— emphasis on industry. | 


: meteg 
| Salary will be on a scale from £16,299 to £20, 323 (inc ILW), 
| publicand privilege holidays and a non- -contributory pension scheme. 

An application form and further details can. be obtained from Personnel Section, NEDO, Millbank 
^ Tower, Millbank, London SW1P 4QX, or telephone 01-217 4143. i | 


- Cone d date for applications: 6 March 1990, 


ARE YOU LOOKING 
TO BROA DEN | YOUR 























22 day annual leave plus 10} da 





















London N1 3DF 





| „Coleg Prifysgol Cymru 
ABRAR th 


The University College ot dw | 


LECTURESHIP) d 


SENIOR — 


LECTURESHIP IN | 


ECONOMICS 


| Applications for the above post 


in the Department of Econom- | 


ics and Agricultural Economics 
will be welcomed from candi- 
dates with interests in any field 
of Economics, though an. inter- 


est in the economic analysis of | 
p business related issues will be JE 
Bl cs h ad — i regal ied | al economists and is responsible for policy analysis, 

D e tabule, i ability to JE | assessment and forecasting of the UK financial system and econom 
| ing in the core theoretical or [= | Experience of forecasting or econometric analysis of monetary or 
quantitative. aregs of the sub- | 
ject is naturally also expected. 1E 
AMI For appointment at the Senior JE 
. BT Lecturer level, evidence of a E 
MI strong research record will be - 


Wi looked for. Salary on the Lee- 
M turer Grade A or B scale 
I (510,58 to £20,469) or the 


S ] Senior Lecturer Scale (£21,489 . 
UL to $24,285). 
- MI Application forms and further: 

MI particulars are available from . 

1 the Staffing Officer, The Uni- 


| versity College of Wales, King 


- qi Street, Aberystwyth SY23 2AX. 


"Tel: 0970 629054. Informal in- 
'quiries can be made of Profes-. 


‘sor D. A. Peel on 0970 622501. | 


“Closing date for applications: | 
9 March 1990. 








. knowledge of the UK economy and finan ; 


ar EE 17. 1990 



















EPONOMISTS ^ 


The Bank has vacancies for economists with good ana lytic and | 
communication skills to work in its International and Economics | 
Divisions. Applications are invited from either recent — or | 
those with relevant experience. CHE 

The International Divisions' role is to — and provide 
——— on a range of international financial and. economic issues. 
Applications are sought particularly from those with an interest in. 

macroeconomic assessment and forecasting of both developed and _ 
developing countries; Idc debt probis and international banking | 
and capital markets. 5 


The Economics Division comprises a team of some 40 
research, | 








macroeconomic models would be an advantage s as would expe t 


Appointments in both. Divisions are li k al jv: do be ‘on con 
two to three years but may in certain. cases. be to ne o Bi 
permanent staff. Salaries will be negotiable, depending s on € 
experience. For application forms please writ e to: "s as 

DA Sharp, Personnel Division (HO-5), . 

Bank Of England, Threadneedle Su, 

London, EC2R 8AH. TE 

or telephone 01-601 4518 

Please quote ref: SE901 ICM. 


The Bank is an — Opportunities Employer. 









ASTON BUSINESS SCHOOL 
























-Aston Business School is the largest in Great Britain, and enjoys a high 
reputation. Its Division of Public Sector Management (PSM) is seeking an 
outstanding individual for the above post to strengthen the teaching, research 
and senior leadership of the Division, of the Business School and of the - 
University. This new Chair offers an attractive opportunity to join the largest 
multidisciplinary group of PSM specialists within a British business school. — 





Salary will be open to negotiation (UK professorial salaries currently average 
over £30,000 p.a.). A continuing appointment, secondment or limited-term 
contract will be considered, with appropriate remuneration. | 
Anyone wishing to discuss the post informally, from personal interest or to 
, advise others, may approach Mr. D. G. Gregory, Dean of the Faculty of 
Management and Modern Languages, or the Vice-Chancellor, Professor Sir 
Frederick Crawford. Tel: (021) 359 3611 


Further information may be 
obtained from: 
The Personnel Officer 
(Academic Staff), quoting 


Ref 9008/26, Aston 
University, Aston Triangle, 
Birmingham B4 7ET. 





— — ASTON UNIVERSITY — 










6516 (24 hrs). Fax: 01-692 6394. 





CAPITAL GA 
ON HOLIDAY INV 


COMMERCIAL & RESIDENTIAL 
PROPERTY 


Excellent investment Opportunities 

: Valuable pomy in international business centres: 
| PARIS. LYON, NICE, MONACO, LONDON, MADRID, 
| MARBELLA, ROME, FRANKFURT. office buildings. 





| develop : a wide range of residential 
property, castles, estates and golf courses in France, 
Spain and Germany. 


Please tef us know your requirements. 
For more intórmatitin, please contact: 
RPD.— Researchi Promotion Development 
Me wier Alon 10-12 


Gen 
bor ai d 6236 Eschborn, West — 
Corn "i — l l Teens x Tek 6186-481530. Fax: 61 90 ae 












luxury hotels, shopping malls, business parks and poot 
ment Sites, Further 









UNIVERSITY OF CANTERBURY | 


New Zealand 


| The University invites applica- 


tions for the following position: 





. BUSINESS - 


| The successful candidate will 
] have demonstrated academic 
| leadership and possess a record 
| of outstanding research in one or 


more of the main areas of busi- 
ness administration. 


.| The Department teaches, and has | 
| an active research programme, in 
"the areas of organisational be 


haviour, marketing, productior 
policy, and small business-entre- 


.] preneurship. The Department 

. | has an active post-graduate pro- 

|. gramme (MBA-PhD) as well as an 
undergraduate programme. 


The appointee will take up the 


| position on a date to be agreed. 
»] The salary for a Professor is 
- | within the range NZ$77,000 to 


NZ$96,000 per annum. 
Further particulars and Condi- 


“| tions of Appointment, quoting 
.] Position No BAB8, may. be ob- 
| tained from 
' | (37464), Association of Common- 


Appointments | 


wealth Universities, 36 Gordon 
Square, London WC1H OPF., 


Applications close with A. W. 


Hayward, Registrar, University 
of Canterbury, Private Bag, 


.] Christchurch, New Zealand, on 
< | 30 March 1990. 








LONDON SCHOOL 
OF ECONOMICS 


| CONTEMPORARY | 


BRITAIN 1990 


| A series of 12 informal 


FRANCE, LIMOUSIN. Property for sale & ] seminars for represen- 


from barns to chateaux. Tel: 01-692 | | ta tuse ot foreign — 
international organisa- 
| | tions who wish to im- | 
- | prove their understand- 
‘and institutions. — | 
| Wednesdays, starting 
| Enquiries to Shor 
IER ET 


Short 

























- DO YOU HAVE YOUR 
OWN BRANCH IN TOKYO? 


There is no need to pay for — overheads 
. for your office in Tokyo. You can avail yourselves 
of our office as weil as full range of modern office 
appliances and staff to meet your necessities 


conducted in seeds 2 


European Marketing information Ltd are d 
specialists in this field. We will provide 

you with alt the data that you. require on 
your market. and competitors in Europe. 

. For more details contact Diane Coulter on 

701-371 2992 or write to her at the follow- 
ing address. 





ploying full time staff. For further details, please 
contact us as follows: 


Kotani Agency Ltd, Endo Buliding, 1-4-10 Yaesu, 
~4435. 


. 79a Blythe Road 
Chuo-Ku, Tokyo. Fax (03) 281 


. London W14 0HP 








ei LIONEL ROBBINS — FUND is i oad: a 00-year 
. Scholarship to. an outstanding 
e research in Econom cs en 







B enable a an — UK institution of earning There is no 
equirement to. register for. a degree. | 


- Application forms may be obtained from: 


The Scholarships Office, 
London School of Economics 
and Political Science, 
Houghton Street, 

London WC2A 2AE. 
Telephone: 01-955 7162. 


Completed application forms must be (siuined b by 16 March 1990. dis 


hoped to make an award by the end of didi 1990. 





Manchester Business Suhoot has a number of 
scholarships available to exceptional candidates for 
the academic year beginning September p 


* School scholarships; 

* Company scholarships : e.g. Fir, CL, 
NMW, Pilkingtons, Shell; — 

* Women in management scholarships. 





“in the first rank 


| "head and | à 
^ | shoulders | internationally" 
.. | above the rest" = E THE | 
— | THE TIMES q | “ECONOMIST 


| The two-year programme is nowned for its 
internationalism and its project method of learning. 
These combine to produce managers capable of 
„excelling in today’s global business environment. 


Contact the Admissions Secretary, Graduate Centre, 
. Manchester Business School, Booth Street West, 
— | Manchester M15 6PB. 
| Telephone 061-275-6333. Ext. 6311 Fax: 061 -2731132 


MBS: EUROPE’S LIVELIEST E BU ENES SCHOOL 








MIST FEBRUARY i7 1900 









instead of. — our own. office and em- 






. candidate, iid to undertake | 


AUTHORS WANTED 
BY NY PUBLISHER 


Leading subsidy book publisher seeks 
manuscripts of ali types, fiction, non- 
fiction, poetry, juvenile, scholarly and 
religious works, etc. New authors web | 
comed. Send for tree booklet. 


S92, Vant 
Street, New ork HY 1900}. USA 


IMMIG RATION | 
TOCANADA 


To. immigrant investors and their. M 4 
sors we offer bank or mortgage guar- _ 
| anteed investments and professionally ] 
managed, government approved in- 
vestment syndicates (for. EMO 
Confidential service is assured. 
Kingsworld Car ital Inc, 
ty St 41600, Mtl, Canad 

514 "HE s fax: (5 
















E seiviced e s offering 

gl money. Sur apartments. offer great saving 
pared to hotels. Fully serviced, private — 

glevator.- 







kichen, TV; telephone, central heat? 
gg ` Centrally: ocaled in Kensington 





: Ashburn Garden Apartman ts.. 

E Ashburn Gardens 
South Kensington, London SW? ape; m 
u Tel: 011-441 370 25623 — 
Fax: 013-441 iid 67 
















Forged/Anonymous: writing. 
Also i 
Personnel/Character Assessment. 
9 Village Close. ~ 
London NW3 5AH 



















i addaa to jJ market financial 
| management services. of Swiss In- 
| vestment Company. 

} Attractive commission paid. . 


| 8023 Zurich, Switzerland. Tele- 
| phone: (41) 1 219 83 31. Telefax: 
41) 1219 82 19. 


WILLETT HOTEL 


32 Sloane Gardens, E 
London SW1W 8D4. 
Tel: 01-824 8415... 
Fax: 01-824 8415 ~~ 
Telex: 926678 













breakfast inclusive of very modest | rates, 
A LINBAR E) EXCLUSIVE HOTEL. 






SECOND FOREIGN PAS 


A SECOND PASSPORT OFFERS 

MORE FREEDOM, GREATER SECURI- . 
TY, INVESTMENT OPPORTUNITIES — 
AND CAN HELP TO SAVE TAXES 


The exclusive PASSPORT REPORT is 
m most — guide on obtaining 


Muray oad girl Hants POS GUL, 
Credit card orders phone or fax. 









Press, 516 W, 34th J | 


[3 Codder, Cape Cod's. 


| a2653 USA. 







~ HANDWRITING ANALYSIS J. 


Suspect Documents: ‘Examiner of | 1 
{4 copy of our — ‘brochure. on. im: 


Tel: 01-794 akaa wr PEI 


| EXECUTIVE HOTEL 


| Write BAM, PO Box 7337, CH 


E | elegance, pr ivacy and ex 
value in one of the world 


| Small character town house, off Sloane i E 
| Square. All modern facilities. Full — loco 


HOW TO LEGALLY OBTAIN A - 


easly, quc Forge often cheaply. oe not not ; 
countries examined in detail.. | 
Money back guarantee it not completely i 


PO (US$100) + deliv _ Armai u e | di 


| — yena orsi —— pal 


accepted. Tei: 502255. Fax: 
0705)591975. sere | 







US IMMIGR 


Licensed — | 
Practice limited to US immigration law. | 



























Published by Thé Rei 













“Hundreds of photogr à 
Send name and addre 
Group, Box RHE, 













































Let us help you din ft ing the rig! 
business partner in Norway. - NE 
A/S RESPONSE 
Bor a55. tous Bergen, 


rway 
Tet: (05) 23 42 10 
Fax: (05) 23 43 30 





IMMIGRATION 
TO CANADA 


Write; Call or ‘Fax for a complimentary n 


00 — ra Avenue | E 
OA a (Toronto) — 

` Ontario, Canada, MIN 5Y7. 

"Tel: 4416) 221-7084 

Fax: (416) 733-2491 


oe "OVER 20 YEARS'OFIMMIGRATION — 
EXPERI ENCE IN CANADA AND ABROAD” j 





57 PONT STREET 
KNIGHTSBRIDGE 
LONDON. SW1X 0BD 


Tel: 01-561 2424 
‘Fax: 01-5899456 — —— 
Telex: 941 3498 EXECUT G — 
Single bedroom £49.95 + VA 
. Double or Twin £74.95 + AT — 





| Butet sje 



















"A A LINBAR EXCLUSIVE HC HO 


C H ARINCM ORTH | 
MANOR 
BORED MEETING 
The perfect k ic 


PP mana 
Ii Magnificent 


a T a 
with the 
a] keeping. 
elar. log 


g; nighe st standaid 
Fine cuisine, im 
fires, 4 p 5 
"or colour brochure: 
Charingworth Manor, 

Nr Chipping Campden, 
Gloucestershire GL55 ONS. 
Tek (038 678) 555 
[oo — a G 
























© MORE THAN 
A HOTEL 


Le Superbly appointed Short-Let 
: Apartments offering exceptional 
. value. 


.& Fully equipped kitchen, 


; Service, 24-hour Reception! 
Porterage. 

| FREE USE of Swimming Pool 
and Health Club offering a wide 

. range of treatments at competi- 

| live prices; Squash and Tennis. 

|. 8 Famous Restaurant and Bars, 

| comprehensive Shopping Arcade, 
j^ 3 acres of gardens. 


Dolphin ba. London SW1 
01-834 3800 


(| TELEX: 913333. FAX: 01-798 8735 


. | Telephone 514/879-5576 
-5 4879 3652 















| ALL MATTERS 


tral Plaza Hotel); Kara 
| ruary 21-24, Sheraton Hotel) | 
| and London: (February 25-28, 
Knightsbridge. Green Hotel). — 


f 

| 

| 

1 

| 

| 

| 

| 

| 

| 

| 

$ 
bathroom, colour TV, 7-day Maid |. 

| | Contact: Edward. P. Gallagher, Attorney-at- 

| Law. PO Box 70302, Washington, DC 20088. 

1 ASA Tek: (301) 299- 7269. Fax: (301) 983- 

| ees | 
IMMIGRATION —CANADA. 


. One of Canada's largest investment houses offers bank or first — guaranteed 
investments in the Investor-Immigrant Program. | 


| We are leaders in the field of Investor-Immigration in Canada. Confidential ity is assured. 


^  — Lévesque Beaubien Geoffrion inc. | 
. C/O Mr Louis-Leblanc or Mr Stan Siscoe, 1155 Metcalfe, Monreal, Canada H3B 489. 






. LONDON 
South Kensington 
, Luxury fully furnished one and two bed 
» flats in quiet cul-de-sac off C 


ueens Gate. 


- Resident manager, direct dial telephones, 
- video security and colour TV. Weekly 
. rates from £266 to £560 plus VAT. 


FULL DETAILS: TEL 01-225 0184. FAX 
01-225 0280. TELEX 893095. 





‘US — 


Obtairi US Immigration, through purchase of 


secured and well-rewarding real estate of 


opening of American branch companies, etc. 
HANDLED BY A 
LICENSED us ATTORNEY/PRD ECONOMIST. 


„Visiting Hong Kong. (February 
| 8-12, Hilton Hotel); Taipei 
{February 12-15, Hilton h Hotel); 


-20, Cen- | 
rachi (Feb- 





kok (Februa 









Fax §14/879-1015 


1 E THE FOL IRTH ANNUAL AMEX BANK REVIEW AWARDS 


| iN MEMORY OF ROBERT MARJOLIN 


i American Express Bank invites | 
. entries for the 1990. essay competition 
in international economics and ^— 
_ financial mar kets. The Awards total 
... US $56,000, with a first prize of 
US $25,000, 


M Al}: entries must be subimiied no oe 
dh an June 30, 1990: For details and an. 
ry form call 01. 583 -6666, or write to | 
B Editors, The AMEX Bank Review, 
60 Buckingham P Palace Road, London 
Swiw ORR, UK. | 





London NW2 4ES, 





START YOUR. OWN EXPORT? 
IMPORT AGENCY. No risk, recession- 
proof business. We show you how. 
Personal service. Established 1946. 12 
offices worldwide. Free information. 
pack: Wade World Trade Ltd, Dept 
2C24, Wade House, Queen Street, 
Swindon. Tel: 0793 613161. Fax: 0793 
619527. 


ACQUISITION OR 
PARTNER SEARCH 


Independent international M&A consultancy 
provides confidential dedicated pan-European 
acquisition or partner identification, accessing 
all available databases, market research and 
broker network contacts. 

. Contact ALLEN CHEYETTE MA (CANTAB) ACA 


EUROSEARCH M&A, - 
 EUROSEARCH 


| Dartmouth House, 
i 
pp 





119 Dartmouth Road, 


United Kingdom. 
Tel: («44 1) 208 2223 
Fax: (+44 1} 208 4557 





partm to suit. all 
Studios to penthouses, Central | 
close to Harrods, theatres, & museums. | 
T.V, maid service, 24hr recep: Short/ | 
| long lets. — Perfect for business or leisure 


SERVICED APARTMENTS 
26/27, Collingham Garderis 3 
| London SWS — TEL: — Bis ree | 





— — — 










COMPANIES 
BRITISH VIRGIN 










‘HONGKONG — 
IRELAND NON-RES 
ISLE OF MAN 








FULL NOMINEE, MANAGEMENT, 
ACCOUNTING AND ADMIN 
SERVICES AVAILABLE 
FOR AN EXPLANATORY 
DISCUSSION AND BROCHURE CALL 
COLIN FOSTER | 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD. 
COMPANIES HOUSE 
TOWER STREET 
^ RAMSEY 


ISLE OF MAN 


TEL: 1.800 2834444 (TOLL FREE IF 
PHONING FROM USA). 





















0624 Heart a 
FAX 0624 815548 _ 


PANAMA — $LÍ1—  — $0] 


— lom Kniühtsbridge; near Harrods. Fully equipped 
E | central heating. elevator. Suit 1-2 persons. Bro- 


TEL: 0800 269900 (TOLL FREE) -| E 
628488. 





NEWSFAX—Fax-only news for those 
who have to know. Free. sample—Fax 
0304 826186 (UK). | 





COMPUTERISE PAINLESSLY. Cus- 
tom built IBM PC programs, for fast. 
response. Call Peter J. Menter 01-802 
7136. 





"HENLEY'S FORMULAS” — 
Research — 800 pps. (index) + new 
export ideas. 'Books', Box 248, Man- 
chester, NA VSA: 





2ND PASSPORT/DR. «LICENCES. 
Special reports. Any: ‘country. INI, 26 
Kleomenu Athens 10675. eee Fax 
7219080. : 





TV PRODUCER AND ) ASSOCIATES 
seek investment partners for UK c^77^ 
rate video and pop promo film có 

ny. Box 3689, The Economist Nev _ 
per Ltd, 25 St James's Street, eran 
SW1A 1HG. 





LUCRATIVE COMMERCIAL real 
estate investment opportunities. Wash- 
ington DC area, strongest in US. Con- 
tact Warren Company, 6348 Columbia 
Pike, Falls Church, VA 22041. Fax: 


(202) 543 7256. 





PARIS-NEUILLY TO LET. Which Com- 
pany. needs for its Executive partly 


NI — furnished 2}-room flat, FF6,600 inclu- 
[| Sive monthly + deposit. Details: phone 

.., Germany 761-84261 or leave message 
EE ORIS 





INTUITIVE & |. SELF-HYPNOTIC 
TECHNIQUES improve your Invest- 
ment Decisions and give you an Edge 
in Financial Markets. Write: Total Mind 
Power institute, 18 Esplanade, St 
Helier, Jersey, Cl, * 





— OVERSEAS POSITIONS. Hundr 


top-paying positions. All occupc....... 


. -Free details. Overseas Employment 

-< „Services, Dept EC, PO Box 460, Town 
|. of Mt Royal, Quebec, Canica: 4 H3P 
| 307. 


US HOUSING EXPORTS 


Largest custom builder in Virginia wil 
containerise and ship homes to your loca- 
tion. Many models ta choose from or send 


| us your plàns for bid. 


u Call or. write for free brochure, Northern 
b [ Counties Lumber inc, Route 50 West, PO 
| [ Box 97, Upperville, VA 22176. Tel: (703) 

T — Fax: — §92-3552. 



















"CUT THE COST OF 
YOUR STAY IN LONDON 


_ Take a turnished self-contained service apartment 






. kitchen-dinetle, bathroom, phone, colour T 







chure byairmal |... i 
Knightsbridge Service | ipai 
45 Ennismore Gardens; LONDON SW7 
fake 01-584 4123. Telex: 295441 (81 (Rel KSF} 
rn e 800 962- 7093 3 (USA only) 
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ECONOMIC AND FINANCIAL INDICATORS * 


[R ———————————————————————————— ——ñ—ñ— — 
OUTPUT, DEMAND AND JOBS West Germany's 12-month increase in retail sales slowed to 2.396 
in December, from 3.096 in November. Britain's industrial production rose a modest 1.696 in the Florida's recent hard frost 
year to December. Its cetail sales in January were lower than in December, but were still 2.896 has been good news for 
higher on the year, compared with a 1.996 increase in the 12 months to December. In January, | Brazil's orange growers. In 1989-90 Florida's 
unemployment in Australia rose to 6.2%, in Canada to 7.8%, and to 1.6% in Sweden. Spain's | orange crop, most of which is made into 


LJ 
EN 





COMMODITY PRICE INDEX 














jobless rate fell again to 15.996, down from 18.296 a year ago. juice, is likely to be 3296 down on last year. 
% change at annual rate Brazil should produce nearly 1m tonnes of 
industrial production GNP/GDP retail sales [volume] unemployment % rate | frozen concentrated orange juice this sea- 
— — iyew Smthst — 1yew 3 mthst 1 year latest year ago son. It reckons it can export up to 600,000 
. Australa +31 +06 ow +26 +540 +38 +500 62m 69 tonnes to the United States, out of total 
* 29 +44 se na na X 09 +48 s: 10! mm 109 exports of 950,000 tonnes. Brazil is planting 
Cada  —08 +08 w 523 42399 +24  *02w 78 wm — 76 | 12m new orange bushes a year. This should 
France —22 +33 m +24 +320 —44 c 11 0k" 95 ww — 101 increase its output of orange juice by 2596 
W.Germany + 45 +54 oc —21 +33 0 +79 +23 x 7.7 Jan 8.0 by the mid 1990s. World demand is growing 
Holland +112 +47 w —48 +330 +10.2 + 8.1 May 5.33 Nov 6.1 by only 3% a year Brazil hopes that sales to 
Italy 4123 +28 œw +32 +280 +78  —71 ows 11.1 de® 10.8 rrently 
Japan +26 +31 œ: +122 +5203 +175 +95 o 21 oe 23 — s^ paid ducite 
— 18 +34 ww na na * 66 — 0.6 ow 159 Jan 18.2 once tariffs are reduced in 1992. 
Sweden + 61 +21 Ww na +19 œ + 48 + 0.7 oc 16 o" 1.7 
Switzerland — 68 +06 » +20 +29 —25 — 28 os 0.6 ox 0.7 
*24 +16 m +21 419m FIS +28 wm 58 oe 72 — uad vut d c M 
A — 09 +17 œ +05 +24 — 44 + O07 ox 5.3 sen 5.4 year 
1Value index defiated by CPI.** 1988. Dollar index 
ee | Allitems 119.1 1204 —01 —189 
PRICES AND WAGES America’s wholesale prices jumped by 1.8% in January, the largest monthly | Food 97.7 987 + 17 128 


increase since November 1974. The 12-month growth rate rose to 5.896. Britain's wholesale price- M uda 34409. —1A 225 
inflation slowed to 5.296 in the year to January. Switzerland's consumer prices rose by 5.196 in the Nat want 493 09 405 
12 months to January, Spain's increased by 6.7% and Holland's rose by 2.1%, up from only 1.3% Metals 




















A —30 -33. 
if Un aa to DIOD, es 1425 144 30 —33.1 
% change at annual rate All items 89.7 91.3 —22 -—151 
consumer prices* wholesale prices* wages/earningst Food 73.5 748 | — 03 — 88 A 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year Industrials 
Australia 4 77 + 78 ww + 58 + 65 $e + 42 + 75 se* en RU md ee 
Belgium 43 T 4. 4-20 67 ww +37. 442m Nia t$ $085." TB  —13 493 
Canada 28 51 ve —23 402 x 498 +60 w .Metis — 1073 à— 1094 = 50 —299 
France * 92 +36 w -18 450m +39 40 sw OMM HU XE gaat 130 ND 
W. Germany + 241 +27 m + 34 + 3.1 de + 1.2 + 40 De E CCLSUMS —— 
Holland + 0.7 4 21 » — 0.9 + 17 Now + 06 + 1.8 tec : : 
Italy * 743 + 63 Jan + 60 + 54 de + 27 + 63 oa* — 106.7 108.8 — 23 -231 
+ 26 + 26 vec = 12 + 39 ve — 14 + 50 Ww — — — — — 
+ 56 + 6.7 Jan + 17 + 36 Dec + 27 + 53 an — T ET T 38 ae 
Sweden + 7.2 + 6.6 ow + 36 + 63 vec +13.0 +10.1 Nov? e T TEE ABMS 
Switzertand +94 + 5.1 Jan + 18 + 31 Dec +15.7 + 3.6 0" $ per oz 421.25 419.25 +13 +90 
UK + 82 + 7.7 ox + 51 + 52 » 4119 + 9.3 now Mmm. . G S 
A * 39 + 46 dec + 68 + 58 m + 42 + 45 sn $ per barrel 19.90 1960 — 04 +234 


. amy MM m Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly Provisional Non-food agriculturats 
Giclee, UR, monthly earnings fer yom abe y d 


W STEEL The increase in world steel output — — | - 
slowed in 1989, but production still reached | Steel production @» = €» ie * 
an all-time high of 783.5m tonnes. Russia 0 mtonnes 20 — 40 60 80 wo = 120 140 ^ 160 


; á 
` AIRS 
. —— 
a 
i 22" ` A. 


was the biggest producer, but its output fell 
by 1.596 over the year. Poland and Romania 
both suffered the steepest annual falls, of 
1096 and 796. The largest increase was in 
South Korea (14.596) and, surprisingly, 
Spain (6.796). Japan's output was up by 
2.1%, while total EC output rose by 1.5%. 
America's was down by 296; over the 
decade it dropped by 2896, and is now lower 
than that in Japan, where output fell a mere 
396. Taiwan's output almost tripled in the 
decade, South Korea's just about doubled, 
but the largest absolute increase was in 
China. Production there increased by 26.8m 
tonnes. If the world goes on an environmen- 
tal binge, expect steel production to suffer. 


E MM — M — 
Footnotes applicable to ali tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
THE ECONOMIST FEBRUARY 17 1990 125 -" 
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W RETURN ON INVESTMENT Despite the | WORLD BOURSES Despite worries about Drexel Burnham Lambert's collapse, Wall Street edged 
odd crash or two, the world's main stock- | up 0.796. Tokyo fell by 1.596, and all of Europe's bourses tumbled, too. Siggapore reached an all- 
markets offered dollar-based investors far | time high on February 12th, but fell the next day, ending 0.496 down. 






















better returns during the 1980s than did | Stock price indices % Change on 
either government bonds or cash. Not only Feb 13 1909-99 one one record 31/12/88 
did the Tokyo stockmarket beat the rest with | . Jan 26 Ws ap Ey —_— Rae " A" BN. 
an annual average total return (ie, capital Australia 1628.2 1781.8 14120 — — 24 + 96  —294 495  - 33 
gain plus dividends) of 28%, but Japan also Belgium 5850.1 6805.3 55193 — — 56 + 05 #-40 451 +077 
furnished international investors with the | Ganada 37519 4037.8 3350.5 CERO das 185 313 4107 
best return on bonds (13.8%) and cash | France 509.5 561.6 4179 — —33 4140  -93 4226 4303 
(12.1%). That was largely thanks to the | W.Germany 22739 2370.8 1595.7 — 41 +355  —41 4377 4457 
yen's heady rise against the dollar. Foreign | Holland 191.3 210.5 166.7 —14 + 90 —91 4154 +223 
investors in Italy, and Rome's latin 2863.6 3309.6 2086 +25  — 78  -275 +66 4 65 
idis helps push Mia's derogat — — 
: : à : . = 3. * 16. -— 4. ` + 
ing stockmarket into second place, with an Singapore 1575.9 1593.8 1030.7 —04 +407 -—11 4517 +581 
annual 22.9% return. Switzerland, whose South Africa — 31350 3211.0 1960010 —24 +435  -—24 4604 4798t 
financial reputation rests on its ability to | Spain 283.3 328.9 2088 + — 28 + 28  -139 132 4 79 
preserve investors’ capital, did feebly. In | Sweden — 42;85* 40003 33939 ^ tra ^ 4 180  — 82 "1242 — 
both cash and bonds it was the world’s worst | Switzerland ^ 7672 829.1 613.1 — 05 +105  —75 4271 +276 
performer; Swiss equities did little better. UK 2293.2 2463.7 1782.8 —12 +19 —69 3279 +19.5 
USA 2624.1 2810.2 2144.6 * 07 * 150 — 66 *21.0 +21.0 
Worldt 537.6 571.0 4807 — 16 + 46 #—58 187 487 


Morgan Stanley Capital International t'Converted at financial rate 
NNI ———————————————————————————————————————————— 
MONEY AND INTEREST RATES Broad and narrow measures of West Germany's money supply 
rose by 5.3% in the year to December. Australia's narrow money supply increased by 2.196 over 
the same period. Long-term government bond yields in West Germany rose by almost half a point. 





p 
: E 
1 e Pt 
I Money supplyt Interest rates % p.a. (Tuesday, except bonds which are Friday) 
E % rise on year ago Money market Commercial banks Bond yields Eurocurrency 
i Overnight 3 months Prime ^ Deposits Corporate Deposits Bonds 
— i [M1] lending 3months long-term 3 months 
; Pe Australia + 2.1 +224 oe 17.10 1605 20.00 17.10 1283 1420 1550 1373 
— — +55 +940 10.40 1325 10.63 1073 10.63 10.88 — 10.08 
Suae bri 199 Canada + 07 +125 » 1263 1280 1350 1280 1005 1080 1275 1073 
E ! 228 dbi Frane +88 +84 ot 10.56 11.00 1100 11.19 9.84 1068 11.06 1077 
— ‘eid irs W. +53 +53 oœ 780 835 1050 7.60 8.50 8.50 863 891 
I p Holland — — 72 +147 nw 856 905 10.75 905 899 9.39 9.06 8.94 
J—— EMT. d Italy * 82 +92 mw 1300 1363 1400 na 1235 — 1193 13.00 1174 
| eS o —22 +106 o 650 621 488 2.04 669 671 7139 673 
— — Money — — Spain *140 +13.5 w 15.11 15.48 16.25 — 725 13.411 — 13.92 15.50 na 
! Ft | Sweden na +63 mw na na na na na na na — 13.89 
—À | | 4] | Switzertand—65 + 62 wm 888 — 950 — 1100 800 827 693 968 71 
— — ed RR 3 UK +60 +18.1 os 1463 15.19 16.00 — 15.13 1072 1278 15.09 1236 
USA * 09 +32 m 619 810 1000 822 836 927 831 85 
Other key rates in London 3-mth Treasury Bills 14.5%, 7-day Interbank 14.8%, clearing banks’ 7-day notice 4.0%. Eurodo 
$ 


rates (Libor): 3 mths 8.3%, 6 mths 8.3%. 


1 UK M0; M3 except Belgium, Holland, and Sweden M2, M2 CDs, UK M4. Definitions of interest rates quoted available on request. 
tore anco Bt Vrae Coe arat Bangor 9e Conner um) iat oma et ra Sr Nd Se andes 


YT Westpac Banking Corporation, CSFB, The WEFA Group. These rates are and be construed as offers by these banks. 
———— ÓT——— "ag —— —— ———— ———— — ——— — — 
TRADE, EXCHANGE RATES AND RESERVES West Germany's visible trade surplus fell in December to $5.2 billion, bringing the year’s total to $71.5 
billion. Its current-account surplus rose from $48.6 billion in 1988 to $51.9 billion in 1989. Sweden ran a trade surplus of $162m in December, from a 
deficit of $46m in November. In trade-weighted terms the D-mark lost 0.4%, while the yen and dollar gained 1% and 0.8% respectively. 


126297759 








trade balance? current- trade-weightedtt currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest — year ago latest year ago per £  perSDR per ecu Dec year ago 
Australia +039 wc — 36 — 15.8 dec na na 1.33 1.13 2.23 1.76 1.61 13.4 13.6 
— 0.25 w * 04 + 39 09 35.1 38.0 59.3 46.5 42.7 10.8 9.3 


















Canada + 058 wr + 44 — 149 o 101.1 102.6 1.20 1.18 2.03 1.59 1.45 16.1 15.4 
France -— 0384» — 75 — 48 a 103.5 98.4 5.70 6.29 9.64 7.55 6.94 244'* 263 
W. Germany + 523 o» + 715 + 519 de 118.9 112.1 1.68 1.85 2.B4 2.22 2.04 60.7 58.5 
Holland + 049 sp + 43 + 61m 114.7 109.5 1.89 2.09 3.20 2.50 2.30 16.5 16.1 

= 064 os  — 123 — 112 @ 100.4 97.8 1246 1347 2107 1650 1515 46.7 34.7 































+ 384 ve + 76.9 + 56.1 dec 129.2 152.0 144 127 244 191 175 84.0 96.7 
— 190 te  — 270 — 11.6 Dec 104.8 103.7 108 115 183 144 132 41.5 37.1 
Sweden + 016 oc + 27 — 49 Www 83.7 95.5 6.15 6.31 10.4 B.14 7.45 9.6 8.5 


Switzerland — — 0.63 oa — 82 * 670 108.4 108.1 1.50 1.57 2.53 198 . 182 25.1 24.2 
UK — 194 Oc  — 977 — 33.4 0« 89.4 97.9 0.59 0.56 — 0.78 0,72 34.8 44.1 
USA —10.50 Now — —1125 —71139 o 67.1 66.9 — — 1.69 1.32 1.21 63.6 36.7 
TAustralia, France, Canada, Japan, UK and USA imports fob, exports fob. All others cif/tob. $$ Bank of England index 1985 = 100 New series. tf Excluding gold. **November 
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Will science propel portfolio 
managers into the 21st century ? 
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Space telescope 
under construction. 





Portfolio management will see dramatic 
changes in the future. Thus scientific 
research methods are finding increasing 
application in this field. At Zurich's Swiss 
Federal Institute of Technology, UBS is 
sponsoring a professorship in Information 
Technology. Advanced EDP systems, with 
learningand almost *thinking" skills, will be 
the tools of successful portfolio managers 


UBS. The bank of experts. 


in the future. One of the world's foremost 
systems experts is cooperating with us to 
develop efficient and high-performance 
portfolio strategies. 

UBS, one of only a handful of AAA 
banks in the world, is focusing unswervingly 
on the future — which has already begun. 





UBS in Europe: UBS Phillips & Drew, 100 Liverpool Street, London EC2M 2RH, Tel. (01) 901-3333; UBS London Branch, London; Schweizerische 
Bankgesellschaft (Deutschland) AG, Frankfurt; Union de Banques Suisses (Luxembourg) SA, Luxembourg; Representative Offices in Madrid, Monte Carlo 
and Moscow. Head Office: Union Bank of Switzerland, Bahnhofstrasse 45, CH-8021 Zurich. 
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HO CHI MINH CITY 
FROM THe PARKROYAL CO! EG: ON 


QUAYSIDE AT HERO SQUARE 


ELY HAS 


HOTELS 


With the facilities 
& luxury business travellers 
are accustomed to throughout 
Asia, the deluxe Saigon 
; Floating Hotel is quayside 
at Hero Square, right in 
the heart 
of the city. 
The city's 
new business 


and social 





centre, the 
hotel is surely destined to 
become one of Asia's top 
hotels. 

It offers 200 fully 
appointed deluxe air condi- 
tioned rooms, which even 

r Ah include satellite TV and hotel 
purified drinhing water. 

There is 
the most 
comprehensive 
Business & 


Meeting Centre 


THE SAIGON FLOATING HOTEL QUAYSIDE AT HERO SQUARE 





of any hotel in the city 
operating 15 hours every day 
with secretarial services, 
interpreters, international 
telephone, fax & telex and 
use of personal computers. 
Meetings for up to 200 
people can be staged, with 

a full range of audio visual 
equipment. 

Guest facilities include 
two inter- 
national 
standard 
restaurants 

The 
Oriental Court and The 
Verandah... the Down Under 
discotheque, two bars, 24-hour 
room service, saunas & gym. 
And from early 
1990, a swimming 
pool & tennis court. 

As the staff 


are graduates of our 





ONE OF 





own hotel training school, 
the level of service is assured. 
They are directed by General 
Manager Patrick Imbardelli 
of Southern Pacific Hotel 
Corporation, the South 
Pacific's leading hotel 
group which operates 
over 40 hotels in 

New Zealand, 
the South Pacific, 
Malaysia and Thailand. 


Australia, 


Reservations may be 
made direct with the hotel, 
your airline, 
Delton 
Reservations 
in Asia, or 


through your 





travel agent. 


IA ME LINH SQUARE, HO CHI MINH CITY, VIETNAM 


TEL: 84.890783 FAX: 84.890784 TELEX: VT812614 HOTL. MAIL: PO. BOX 752, HO CHI MINH CITY 





The Parkroyal Collection features fine hotels 
Gold Coast 
Moorea 


* Canberra * Perth * Brisbane * 
In the South Pacific: Tahiti - 


In Australia: Sydney (3) * Manly * 
* Cairns. In New Zealand: Auckland * 
Malaysia. Kuala Lumpur * 


Christchurch * 
Penang (opens 1990). Vietnam: Ho Chi Minh City 


* Melbourne + Adelaide 
Wellington * Queenstown 


Parramatta 
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 lonisitow there'll be even less room at the top in banking. 


Today, only a few institutions hold truly commanding posi- 
tions. Tomorrow, there will be fewer still. 


Bankers Trust understands what will be required of leaders. 
Of those institutions who will continue to command respect and 


trust worldwide. 
Substantial capital, and the earnings to increase it. 
High-quality assets — with the liquidity changing times 
demand. The ability to assess and manage risk. 
An integrated global presence, not scattered outposts. 


A full arsenal of product powers, to deal with an increas- 


ingly deregulated world. 


The skills to compete on an efficient, lowest-cost basis. To 


exploit technology to its fullest. 


And to attract outstanding people by providing an environ- 
ment in which the best can thrive. 


All of these criteria must be met by leaders. Our commit- 


ment to be among the leaders is unqualified. 


"Bankers Trust Company 


Because today isn't yesterday. 














Ihe . 
Matti fll 
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The only superpower | 
Why it's America, and what the 

power can do, page 11. America — 
learns Eurodiplomacy, page 27. || 
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Japan's turn to play a world role, - 
page 12. Unreformed Liberal — 
Democrats, page 21. The big 
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Good times give way to gloom d 
for retailers, page 71. Own- — £l | 
brands go up-market, page 72. | 
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Shake-up time: a survey after 
page 56. 


Car collaborations 


World carmakers find new 
friends all round, page 76. 
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nanticipated strain on the 
American economy of the Rea- 
gan arms build-up. But the sec- 


dustbin along with much of com- 


cated enough ^ doctrine . to. 
enerate adaptation and reform 
the face of conspicuous com- 
titive failure. Might this rev- 
lation now make it easier for 
he United States to temper its. 
nterventions, both 










ht-wing dictatorships; and 
left-wing regimes? 
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rincipally in che United States.. 
my. was not strong enough to 
tain a serious arms race, and 
ta vigorous challenge by the ~ 

ton this front might weaken. 


wer, and therefore 


table the method, the logic was : 
curate, though flawed by the 


nd has been swept into the - 


 munism itself. Marxism-Lenin-- : 
_ism has proved to be a sophisti- » 


-both in support — 
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w. SiR—Your review of "Glory" 
i\e (January 20th), the new film 
: about the American Civil War, 

` was fair-minded and informative 

. up until the moment you de- 
cided to re-examine the origins 
and character of the conflict it- 
self. At this point all reason de- 
. partéd. Undoubtedly, southern- 
-ers were "fighting for an ideal.” 





including, as you observe, the 


principle of self-determination. 
What you neglected to discuss 
^. was that the secession was also 
based upon other, less attractive 


"ideals", including slave labour 
and white supremacy. Your plea 


~. for fairness should have at least 
. mentioned these essential pillars 


of the Confederate cause, for 
without them your version of 
the Civil War remains as dis- 
torted as those you are so con- 
cerned to condemn. - 

Keele, 


Staffordshire Martin CRAWFORD 





: Sin—Imagine my joy on discov- 
ering another reason to read 
‘your paper: there is a South- 
“emer writing in your midst. |. 
. have not read phrases like "they - 
too were fighting for an ideal," 

or the “Confederacy .. . had no 
quarrel with the North," outside 
the letters columns of southern 


newspapers, partisan publica- 


tions or serious works of history. 


Indeed, by my teens, I’d assumed 
the world's verdict on the Old 


. South was that we were villains 


of the order of the Nazis. 
We were villainous, of course, 


CRAS HERE HINT DAOUERA PAN A ERES TEETURTEEPEEPEOTHETUOOSOAPOEOSOSOP9000 6499 


es ÉJY28,000 


RedAVEAUEKKYTUENARaA Tt TERASAA XÓNCÓRTAV 


SP 


HOSEL SHS HP RECESSED 










—* 


t 
i 
x 
1 
AAAA LEALL EE EZES EET EESTE HEOR ESD EEEES OD ERE TA S403 















not made up of Simon Legree 


and his kindred without falling - 


into the trap of being a Southern 


apologist. Such a sensibility is 


usually the property of one who 
has had to wrestle with the two- 
headed monster of ancestral 
pride and guilt. It is this I believe 
I recognise in your review, and 
which leads me to conclude that 
you've a fellow with red clay feet 
in your midst, P 115 
Birmingham, 
Alabama 


H.P. BunkerT 





Independent Hongkong | 


SIR— You seem to accept the in- 


evitability of China's takeover of - 


Hongkong. Indeed, if Britain is 
still in possession in 1997, it is 
bound by treaty to hand over 
the colony. Perhaps this can still 
be avoided, but only if the peo- 
ple of Hongkong themselves act 
now to prevent it. : 
They should- declare their in- 
dependence and ask British 


_ troops to leave. Britain could not 
use force against 5.5m people 


asking for their freedom without 
being branded an oppressor and 
having to face sanctions by an 
outraged world. An indepen- 


dent Hongkong could then join - 


the UN, form alliances and nego- 


tiate with China for a renewed 


lease on the New Territories. 
Vancouver ` MICHAEL ROBURN 





_ Australian accounting 


~ late 1960s. | EM 
And with good reason. The . 
company with a 20-5096 stake in| 
another is likely to be the largest ]. 
single investor, able to influence. 
if not determine the operating |. 


td., Times Jurong, 2 Jurong P 
ésentative Office, 2 Juron 


.Sis—In "Alan and his mates” 


(January 13th) you say that it is 
“loose accounting” for an inves- 


tor company to recognise its. | 


share of an associate company's 
earnings in its income state- 


ment. Nonsense. The method 
has been used in Britain and 
- America by companies to ac- 


count for significant minority 
stakes in other firms since the 


policies of the associate com- 





- Barcelona 








ings are high, it will 
the associate to limit its d 
dends; when earnings are low 
boost them. 

You ireply that the income 
number should be cash-based. 


Again, nonsense. Corporate fi- 
nancial statements are accrual- 






hig 
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` based. Cash-flow information is 


in the funds statement, which all 
quoted Australian companies 


provide. It shows the portion of 


equity earnings not received in 
cash and any surplus on revalua- 


. tion of assets “concealed” in the 


income statement (Australian 


_ revaluation rules are no looser 
“athan those in Britain). 


The Alan Bond debacle says 


more about the incompetence of 


-analysts. than about the sup 


posed shortcomings of 
lian accounting rules. d 


T.G. SurT 


Austra- 





Charity stamps 


 SiR—You cast an unnecessary 


slur on the Post Office's issue of 
stamps with a premium to be de- 
voted to charity (January 6th). 
You state that such stamps were 


pioneered by Nazi Germany in 


the 1930s, an association which 


. could turn people against an ex- 


cellent idea. - 

The first "semi-postal" stamps 
sold at a premium over face 
value were issued by Imperial 
Russia in 1905, to help war or- 
pharis. Many other countries 
had issued their first semi-postal 
stamps by the time Germany 
did, in 1919 (not the 1930s). Nei- 
ther did Germany pioneer the 
“winter relief’ programme; K ' 
ser Karl of Austria-Hungary d 
West Harrow, 


Middlesex RICHARD YUDIN 
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pany. To restrict income to thè f 


dividends the investor receives is 


to invite income manipulation: 
when the investor's own: earn 
ember and the first week in January) by The Economist | sn 

ort Road, hgapore. ; 
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To £23500 


WW Seeboard supplies. electricity 24 Hours a day. to. — 

- nearly two million customers in South East England. 
In order to meet the demands of privatisation, we = 
wish to recruit further Forecasting Analyst for — - 
the Forecasting Group in our Corporate Strategy — 
Directorate. | . 


The Group is responsible í for the forecasting. and 
. analysis of electricity and energy markets both 
nationally and regionally. The forecasts it produces. 
i win be used. in he Board's aii eee 

























1ecess. X ded ohal s. should have. a de } 
E qu val : Mirum id in Economice. Mathematic JM d 
| ec at. K yowledge c of forecasting and 






"pos prov ides e an in excellent opportunity with the pros- — 
pect of future devsiopments either i in Forecasting or — 
R ; K ; j ivities s. ! cot . es o 












=- olétifión With relocation may be available tor the eo oe 
. successfulapplicant. — | 7 EM 
— Please apply in writing. giving full details : to the 

Administration Director & Secretary, Seeboard, 

~: Grand- Avenue, ‘Hove, East Sussex BN3 218 

. quoting — number 2860. Closing date: 9th 

dis. March 1990. 








Doing a ponar of good 


















-ommonwealth Secretariat 


(Commonwealth Fund for Technical Co-operation) 


PROJECT OFFICER 
k d = E P i 
Fellowships and Training Programme 
(Salary £16,620-%24,528 gross |] 
The Fellowships and Training Programme (PUP ap 
Resource Development Group, provide: ! 
trainees from Commonwealth devel 
Africa. FTP assists Commonwealth 
resource development needs by tt 
in institutions, designing specifi 
seminars for middie and senior level personr 
The Project. Officer (PO) will be required to identify training needs of specific 
Commonwealth countries and formulate national and regional training projects, and be 
responsible for their implementation and management. The PO will be expected to liaise 
with governments and training institutions in identifying suitable placements. © = 
. Applicants should be Commonwealth citizens, with a good educational background and a 
university degree, preferably a postgraduate qualification. Experience in teaching, 
. educational administration or development administration, as well as practical experience 
| in training and/or human resource planning in developing countries, effective communi- 
cation skills and the ability to work asa member of a multi-disciplinary team are essential 












































5 attributes. Candidates should be prepared to travel extensively. ! 
zc As an equal apportunity employer, the Secretariat especially welcomes applicarions from 
‘suitably qualified women. . 
The appointment is for an initial period of three years. Starting salary within the above 
. range is subject to British Income Tax. For overseas appointees, installation. and 
o relocarion assistance will be provided. Further details including a job description are 
available on request. 
5 Of three referees should be sent by 6 April 1990 to: 
Chief Personnel Officer 
Pall Mall, London SW1Y SHX 
Tel: 01-839 3411, ext 8153 or 8134. 



















London 
Age 24-34 









| The positions title is Resea 


| cy in English is required. 







. We are seeking an exceptional i; 


creativity of this innovative team. ^ 
_ Bianca Coulter on 01-43 


ROBERT * WALTERS * AS 
RECRUITMENT CONSULTANTS 


Queens House 1 Leicester Place London WC2H 7BP 
Telephone: 01-437 0464 





The. International Food. Policy Research Institute 
(IFPRI), Washington, DC, is seeking a trade economist 
to join its International Trade and Food Security Pro- 
gram. The work involves an empirical approach to 
trade, particularly in non-traditional agriculture ex- 
ports, emphasising industrial organisations and macro- 
economic policy type issues. o n PLE 
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five years' experi- 






cations. include doctoral d 
nomics or economics. with. 
ence in research in agricultural and trade policies and 
the development end management of research pro- 
jects involving coll^borators of many ‘nationalities. 
Experience in developing countries is preferred. Fluen- 
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Salary is competitive and, for non-US nationals, tax- 
free in the US. Excellent support services are provided. 
The post is initially for three years, and is renewable. 
IFPRI is primarily funded through the Consultative 
Group for International Agricultural Research, but also 
receives substantial special project fundings largely 
raised and administered by the research fellows. 
Please forward CV and references to: 


Personnel/Eco-Trade 
^. 1776 Massachusetts Avenue, NW- 
MEUS 20036 























Trader c£60,000 + Bonus + Benefits 
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You dini is i isp probably involved in at least one strategic alliance. 
| | -What are the chances of success? | ; 
INSEAD has designed | new one-week programme to help senior executives to: 


si evaluate potential partnerships s manage them overtime — — 
m them both, as individual managers. andi as corpx atio S. 














"MANAGING PARTNERSHIPS AND STRATEGIC ALLIANCES | 





| 13-18 May 1990 - 


"Otrategic Issies i in — anc 
_ Third, INSEAD acts as 


IN SEAD i is ideally qualified to develop Td forum where no single culture mi 





/. skills executives need in managing strategic — predominates. Senior executives 
alliances. can test ideas and exchange 
! ‘First, it has undertaken extensive research ` experience with high-level 
- in the field of alliances and partnerships. faculty and colleagues from all 
Second, INSEAD has used its experience over the world. ! 


For more iatochation, return this advertisement with your business card or contact: 


ut Michèle Baliteau, INSEAD. Rm 3E, 77305 Fontainebleau Cadex, France. Tel: (33 1) 60 7242 18. Fax: (33 1) 6072 42 42 (Telex: 690389 E — 1 
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West Lancs with its towns of Ormskirk and Skelmersdale connects 
nationwide via its own M58 motorway linked to M6 and M62. Only the 
shortest drive from Royal Birkdale, Royal Lytham St Anne's and Royal 
_ Liverpool. Just 30 minutes from the UK's second largest population 

concentration, West Lancs greenfield sites offer pastures new to 


industry 
and commerce. | 


o know more. 


ersdale Lancashire WN8 8LP Tel: 0695 50200 Fax: 0695 5012 
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Yes, you are the superpower a 


wr the cameras whirring in Europe 
and the surpluses piling up in Japan, 
Americans are feeling left out of things. Gone 


is the confidence of the Reagan days, the 
sense of knowing that whatever America did 
mattered hugely to the world. Now, particu- 
larly in Washington, many Americans seem 
to think that theirs is just a large country, 

ck between dull old Canada and noisy 
Mexico. Like all Angst, this American variety 
is dangerous because it ignores facts and thus 
leaps to wrong conclusions. 

The ignorance of facts is startling. In a recent poll 48% of 
Americans thought that Japan’s economy is bigger than 
America’s. Actually, it is barely half the size, $2.8 trillion com- 
pared with $5.2 trillion. Adjusted to reflect real purchasing 
power, Americans have an average income 7% higher than 
that of their nearest large rivals, who are not the Japanese but 
those dull Canadians. As for Japan’s legendary productivity, 
it has indeed been growing faster than America’s. But the av- 
erage Japanese worker still takes one hour to produce what his 
American counterpart can rattle off in just 31 minutes. 

So what, American pessimists reply: the fact is that Amer- 
ica’s share of gross world product has plummeted from 50% 
in the late 1940s to around 23% today. That is true, but mis- 
leading. In the late 1940s most of Asia’s and Europe’s indus- 
try was bombed-out rubble. The American share of the global 
economy is just five percentage points lower than 25 years 

», and 60 years ago. America’s economy has weaknesses, no 
doubt; but it is a giant with a cold, not a pigmy with cancer. 

In terms of geopolitics, the American position is even 
stronger. Militarily, Americans used to think of themselves as 
just a step or two ahead of the Russians. Now, though the 
Soviet military machine still has a vast stock of nuclear weap- 
ons, its might looks less impressive by the day. It could not 
beat the raggedy Afghans, and its next big challenge seems 
certain to be within its own borders, keeping intact the Soviet 
Disunion. That change of emphasis leaves American forces 
out on their own. 


Pre-millennial tension 
A combination of economic size and military strength gives 
America a truly global reach. No other outsider could have 
taken the lead in keeping the oil tankers sailing through the 
Gulf, or acted as diplomatic midwife to the new Namibia. In 
Europe itself Americans have just shown that, by coming 
down on the German side, they can hasten the reunification 
of Germany whatever the reservations of its neighbours. 

All this reflects a simple truth: America is still number 
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one. Its dominance may be declining a little, | 
because Japan’s economy is catching up and 
several countries are now political powers in 
their region. But only the United States has - 
the complete mixture of economic, military | 
and diplomatic powers to qualify as a super- - 
power. The more interesting, semi-philosoph- - 
ical question is this: what, in the closing year 
of the millennium, does a superpower do with 
its power? | , 

The short answer has been true of every 
power in every era: that it will do only those 
things that serve its interests, albeit sometimes indirectly. But - 
because a global power has a global presence—in investment 
and trade, and also through indefinable things like its politi- 
cal and cultural influence—American interests very much in- 
clude stability and prosperity throughout the world. ` t 
From this comes part of a semi-philosophical answer, and _ 
at first it seems like motherhood: America's role is to help 
other countries do things that will make the world a safer, - 
richer place. But that platitudinous goal becomes challenging - 
when applied to specific countries and circumstances. For in- 
stance, Japan in the next few years: it has had no foreign pol- 
icy worth the name until recently, but is now forging one with 
great speed. Only America can ensure that Japan is not 4 
tempted, because of western neglect and hauteur, to build an 
economic and perhaps military zone of its own in Asia (see - 
next article). Or the Middle East: the United States may not. | 
be able to banish fear between Arab and Jew, but only it can 
make the two sides see the sense, indeed the inevitability, of a sí 
compromise. Its task is to nudge Israel into concessions on the 
occupied territories while insisting that, in return, Arab go 
ernments should discard the men with guns. E 
The most awkward challenge will be in Europe, because 
America's power there is bound to decline as some of its 
troops are withdrawn. Even if Russia subsides into introspec- - 
tion, the American task will still be demanding: to encourage 
German self-esteem while reassuring the French and the Brit- 
ish—and the East Europeans—that a strong and united Ger- 
many is not a monster stalking the continent. The best way to 
pull off that trick is to keep NATO alive, and a sizeable number - 
of American troops on European soil. a 
In short, in various parts of the world America must swap 
its strategy of containing an enemy to one of encouraging al- - 
lies. The new approach will require patience, just as the old 
one did. The prize, though less decisive, is no less appealing: a_ 
world in which America does not have to fight wars in order - 
to defend its values and further its interests. E. 
Then there are the truly global issues, on which America - 
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4 is best placed to give a lead. The environment is one such 


issue. Nobody knows how green mankind must become to 
ensure its own future; but what is clear is that no government 
will take the nasty medicine of, eg, higher taxes on coal if it 
thinks that others will keep spewing out the gases that may 
warm the world in 30 years’ time. America can use its 
power—and its example—to promote market-based mea- 
sures that do not rely on draconian and unenforceable bans. 
The same is true of foreign trade and investment. The 
whole postwar multilateral trading system depends: on a 
‘shared belief that nobody is cheating and therefore nobody 
else needs to. America, as the world’s largest exporter, has a 
massive interest in open markets; and American consumers 
every day show their keenness to buy what they want from 
wherever they choose. As for foreign investment, American 
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C n being a good neighbour 


bA i 


1 he opportunities for Japan, and the dangers 


GCTAPAN”, wrote Kipling, “is a great people. Her masons 
play with stone, her carpenters with wood, her smiths 
__ with iron, and her artists with life, death, and all the eye 
can take in. Mercifully, she has been denied the last touch of 
firmness in her character which would enable her to play with 
the whole round world." Mercifully or not, the main job of 
Japan's victorious Liberal Democrats is to discover that touch 
of firmness at the most bewildering of times: when Japan's 
immense economic output, half as large again in real terms as 
it was in [980, and the end of the cold-war order are forcing it 
willy-nilly to claim its place in the world. 
.. The way the Liberal Democrats won the election on Feb- 
ruary 18th will not make their job easier. The result itself was 
an impressive testament to their party’s powers of organisa- 
tion, to the depth and range of its talent, and to its ability to 
amass large stacks of cash. Despite its year-long unpopularity 
over a 3% consumption tax and money and sex scandals, the 
ruling party won 275 of the 512 seats in the lower house of 
Parliament; now that some independents have climbed 
aboard, the Liberal Democrats are at most nine seats short of 
the number they had when the election was called. The prime 
minister, Mr Toshiki Kaifu, who seemed weak before the elec- 
tion, today looks secure; and, even though they do not have a 
majority in the upper house, the Liberal Democrats are well 
placed to push through the bills they want. 
__ The trouble is that they won this triumph in the old-fash- 
ioned way: by being all things to all voters. The party is di- 
vided into a protectionist wing, devoted to farmers and small 
shopkeepers, and a modern wing, in favour of city-dwelling 
consumers and an outward-looking foreign policy. This elec- 
tion might have forced a choice between these tendencies; 
instead, the party won by forgetting policy and appealing to 
every special interest it could. A party whose campaign thun- 
dered to farmers that “not a single grain of rice will be im- 
ported!" is not ideally placed to make Japan a welcome mem- 
ber of the post-cold-war world. 
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illion invested abroad (and that is 
measured by book value; the market value is much more), 
giving the United States the largest stake in a liberal regime 
for foreign ownership. Whenever Ameriga itself starts weak- 
ening the system that its companies and consumers like, it 
gives others the pretext to do so. 

For—and this is the last bit of semi-philosophy—a mod- 
ern superpower must be a place that lesser fry admire, even 
envy. The past 12 months have seen the triumph of western 
ideals, of democracy and market capitalism, One of the main 
reasons for that triumph was that, in the postwar decades, 
America lived up to its ideals while Marxist beliefs turned to 
venal reality. America-at-home has to stay a land of opportu- 
nity and openness, the better to ensure that the rest of the 
world keeps going that way. Over to you, Superman. 








That world is going to be a tricky place for Japan. One 
reason is that, however frozen the cold war remains in East 
Asia, it is likely that Mr Gorbachev's Russia will sooner or 
later make the sort of grand retreat over unfinished Asian 
business (meaning the Japanese islands it has occupied since 
1945), and the sort of deal over Pacific air and sea power, that 
it has made in Europe. More even than Western Europe, Ja- 
pan has comfortably sheltered for decades beneath the stand- 
off between America and Russia. If that turns to Russian- 
American detente in the Pacific, too, where will it leave 
Japan's armed forces—the world's most lavishly financed af- 
ter America's and Russia's—and its complicated balance with 
regional powers like China and India? 

In answering such questions, Japan will find itself in an 
even more delicate position with its Asian neighbours than a 
reunited Germany will with its European ones. From Korea 
South-East Asia to Australia, the blessings of Japanese trade 
and investment still trail behind them vivid historical ghosts. 
Even in places unhaunted by Japan's past—the third world, 
multilateral institutions—its intentions are often mistrusted. 
This is unfair: whatever the result of this week's stockmarket 
drop in Tokyo, it is clear that Japan's use of its huge financial 
reserves to provide world liquidity during and since the stock- 
market crashes of October 1987 has been a model of interna- 
tional responsibility. Yet the impression lingers of a selfish 
country rather than a leading one. 


Repealing the corn laws 


To change that, Japan's new government will have to do two 
things. The first is to keep its ties with America in good re- 
pair. Their intimate partnership is not only the most fruitful 
source of economic and financial interchange ever seen; it is 
indispensable for the stability of Asia and the Pacific. A 
strong Japan linked to the United States is something Asia 
can welcome. A strong Japan severed from America would be 
intolerable to Asians and Russians alike; 
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Naturally, Japan alone cannot keep this partnership 
sound, and voices are being raised in America advocating 
protectionist policies that could ruin it. The heated trade 
talks that resumed in Tokyo this week could, by this summer, 
end in an agreement that set Japan and America on the road 
to a “managed” trade regime of tariffs, targets and quotas. It 
would be foolish for America to ask for this. It would be even 
more foolish for Japan to accept it—which, dismayingly, is 
just what some of its top bureaucrats are thinking of doing, 
through export quotas, taxes and the like. 

Thart is exactly the opposite of the second task Japan must 
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A new ending for chapter 11 


America's bankruptcy laws are too kind to managers 


-a HE theology of business has changed since an airline boss 

1 said: “Capitalism without bankruptcy is like Christianity 
without hell.” The managers of bankrupt companies are still 
consigned to the flames in some countries (see pages 77-78). 
But when a big business files for reorganisation under chapter 
11 of America’s bankruptcy laws, it is all too often not the 
firm’s managers who fry. That fate is reserved for the firm’s 
suppliers, unsecured creditors, employees and, sometimes, 
the taxpayer. Without going anywhere near Europe’s unfor- 
giving extremes, changes are needed in America to stop a fil- 
ing for bankruptcy from becoming merely a tactical option for 
big business. It should be a last resort. 

For smaller companies it already is. After soaring from 
5.333 in 1980.to 21,110 in 1986, the number of American 
businesses seeking protection from their creditors under 
chapter 11 has declined in each of the past three years, to 
15,703 in 1989. The prolonged economic boom explains only 
part of the fall. Managers of small and middling firms have 
learnt the hard way that nine out of ten companies of their 

rt never regain their feet after going into chapter 11. 

The reason is that, by contrast with the small fry, big com- 
panies entering chapter 11 are given years to put their affairs 
in order, so they are far more likely to emerge solvent. This 
seems unfair. Yet the bias in favour of corporate giants in the 
practical application of the bankruptcy laws does make sense. 
Many more lives are disrupted by the liquidation of, say, a 
department-store chain than that of the Schlock Emporium 
in Smellsville, New Jersey. If chapter 11 can save some or all of 
the Campeau departmental stores—it now applies to 
Bloomingdale’s, Jordan Marsh, Abraham & Straus and 
Burdine’s—from liquidation, everybody involved will bene- 
fit. The same commonsensical defence can be offered for the 
way the federal government has successfully ridden to the res- 
cue of Lockheed, of Chrysler and of Conrail, the phoenix 
that rose from the ashes of the Penn Central railway. 

It can also—occasionally—be justified to use the bank- 
ruptcy laws in creative ways for purposes unforeseen by their 
framers. Johns Manville is a case in point. That mining com- 
pany was overwhelmed by claims for compensation for the 
fact that its asbestos dust was maiming and killing people. 
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now do. Despite the changes of the past few years, Japan re- 
mains a protected country: not quite in the way many foreign- - 
ers think—except for food, it has fewer barriers to trade than — 
America does—but by being cruelly over-regulated. Its exor- 
bitant food, land and other prices are the direct result of regu- 
lations on food imports, land use and the distribution trades 
The top priority for the Liberal Democrats is to begin a pro- - 
gramme of radical deregulation. It was only when Britain re- 
pealed its corn laws in the 1840s, and America hoisted the 
flag of free trade after 1945, that they transformed their 
wealth into leadership. Now it'sJapan'sturn. |. -= =- 
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The plaintiffs were among the winners when, instead of going - 
into liquidation, the company set up trust funds fed from. 
profits to finance claims from asbestosis sufferers for the fol- 
lowing 25 years. The firm's senior managers at the time of the 
claims did not deserve to lose their jobs. The damage to peo- 
ple's health had occurred years earlier, when they were still in 
short pants. * 

Such a case is exceptional. Usually, creative use of the 
bankruptcy laws means creative misuse. Everybody lost when 
Mr Frank Lorenzo flew Eastern Airlines into bankruptcy to 
break its unions: the inconvenienced public, the sacked em- 
ployees and the creditors, who will be lucky to get 50 cents o n 
the dollar. In the bankruptcy of LTV it is the taxpayer, in the 
shape of the Pension Benefit Guaranty Corporation, who has 
been left holding the baby. The federal agency was obliged to 
take responsibility for LTV's pension liabilities when Mr Ray- 
mond Hay took his steel company into chapter 11. Mr Hay 
remains chief executive and has since led LTV back into solid 
profit, but he refuses to allow his company to resume respon- 
sibility for the pensions. TT. 


Correcting the balance a» 
Unnecessary and tactical bankruptcies need to be stopped. 
The power to do so is already in the hands of the courts. V 
they must do is use it. oad 
The most powerful change would be for judges routi ely 
to order the management of a chapter 11 company to be re- 
placed. Chief executives would then think much harder be- 
fore they march into bankruptcy. It would also lessen the in- 
fluence of the bankers who push hard for a bankruptcy filing 
when a company gets into trouble. As Ms Elizabeth Warren 
of the University of Pennsylvania has stressed, bankers are 
not disinterested advisers. They know that they can make 
loans after bankruptcy that take precedence over the claims 
of suppliers and other unsecured creditors. They also know 
that they can hope to get these post-bankruptcy loans secured. 
against unencumbered assets. „yi 
Unlike some managers, shareholders already bear the ll 
brunt of a corporate bankruptcy. They should continue to do 
so, with one new break. The Securities and Exchange Com- 
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_ increase the influence of investor committees in bankruptcy 
| arom e This is fine so long as the gains of shareholders 
(an 


ndholders) do not come at the expense of creditors. 
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. The bang and the whim 


asit did about the Falklands 


o~ thousand dead, and all’s quiet. Almost eight years 
NZ after their ferocious South Atlantic quarrel, Britain and 
Argentina have at last agreed to restore civilised relations. 
. The scars will heal quickly now. But that was the British bull- 
dog's last bite. Asked to stand up for the 6m people of Hong- 
- kong as it had defended the 2,000 of the Falklands, the old 
- beast rolled over to have its tummy tickled. 
— The Falklands war showed bloodily what can happen 
_ when diplomacy fails, especially when frustrated by ignorant 
. parliamentary interference on one side and ignorant military 
blustering on the other. Yet it might have turned out far 
worse. British servicemen won for their country's government 
a new, albeit wary, respect abroad. The islanders’ right to self- 
determination was established. So, unintentionally, was the 
Argentines’, whose military dictators were discredited and 
overthrown. 
= The times for sending gunboats to the South China Sea 
. are long past. But Britain has less mortal weapons: it also has 
_ interests and, more important, responsibilities in Hongkong. 
. One weapon is democracy. In 1982, the year of the Falklands 
_war, the British Nationality Act finally denied the citizens of 
_ Britain's remaining dependencies—that is, mostly the people 
. of Hongkong—the right to settle in Britain itself. That was a 
. harsh enough clearing of post-colonial decks. It should at 
- least have been balanced by full rights of citizenship in their 
. own place, with a government chosen by themselves. But it 
= wasn't; far from it. 
__ The latest, grudging concession to Hongkongers offers 
. them the chance to elect just 20 members of their 60-member 
— legislative council in 1997, the year Britain hands the colony 


Could Ulster be normal? 


Y 


The Conservative party is trying to set up in Northern Ireland. Unwisely 


j D ULLDOZERS may be hard at work in Berlin, but the 
LJ walls between Catholic and Protestant in Northern Ire- 
land stand as solid and as ugly as ever. Mr Peter Brooke, Brit- 
. ain’s patient secretary of state, has been round them again 
_ this week, tapping and prodding for the breakthrough he 
. hopes will come, if only 's politicians can be cajoled into 
talking to each other. 
. Mr Brooke, like most of his predecessors, wants the prov- 
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earings on chapter 11, wants to 


per 


í Would that Britain had shown as much determination about Hongkong 





They need not always. Sometimes creditors are too eager to 
flog the corporate assets immediately, when reorganisation or 


a delayed sale would leave something over for the sharehold- 
ers. Nobody should be punished just for the hell of it. 





over to China. British ministers pretend this is a stern tri- 
umph over the Chinese, who wanted to inherit a system with 
no more than 18 seats filled by direct election. As it is, China 
will be getting a colony with very limited constitutional free- 
doms of any kind. 

Pessimists believe that Hongkong is already finished. Op- 
timists rest their hopes on a change of regime in China. 
their last years as overlords, the British should have been rear- 
ists. That did not mean kowtowing to the Chinese. It meant 
making plain that Hongkong will be useful to them only if its 
people are sure they will go on being able to enjoy the fruits of 
their industry. Confidence is all. Yet in Hongkong, after 
Tiananmen Square and the demise of reform in China, confi- 
dence is on the wane. 


The lost chance 

By standing up to Argentina's junta, Britain did the Argen- 
tines a favour. By standing up to China's gerontocracy, they 
might have been helping the Chinese to move clear of the 
slough of arbitrary centralism in which they are entrapped. 
Economic "freedom" will not work in a Hongkong whose 
politics is dictated by the scared bureaucrats who run the rest 
of China. 

Instead of handing over a plucked-and-trussed, oven- 
ready Hongkong for a communist roasting, Britain could 
have released a lively democratic rooster. Its example might 
have proved exhilarating, But if the Chinese are ever to thr: 
off their oppressive system of government, they will do ou 
without any inspiration from Britain; and meanwhile Hong- 
kongers will be left either to hope, to despair or to escape. 





ince's politicians to talk about the devolution of at least some 
political power back from Westminster. Cajole-proof leaders 
of the unionists fancy the idea of real power, since direct rule 
has left them little beyond the proverbial bins, bogs and buri- 
als of parish politics. But when they contemplate any deal in- 
volving the nationalists, what they see is a contract which, in 
the small print, hands their future over to Dublin. This is 
what led them to reject the Anglo-Irish agreement of 1985. 












T ^ - á 
4 * A J B rr 
» * * : ~~ . 


** — = — CAS. . 












leaders, demand its suspension before they will talk to Mr 
John Hume of the SDLP. He refuses to contemplate its suspen- 
sion. Mr Brooke goes on tapping. 

It is not only British ministers who find all this a frustrat- 
ing business. Among the more affluent classes of Northern 
Ireland are Protestants who feel injured by their effective dis- 
enfranchisement and insulted by the sectarian bigotry of the 
unionist leaders who claim to speak for them. After 18 years 
and several failed initiatives, these Protestants see no future in 
talking of devolution. For them, the logical alternative is full 
integration of the province into the political life of the British 
mainland. They are therefore bravely setting up local associa- 
tions of Margaret Thatcher's Conservative party. Four associ- 
ations have already been acknowledged by the party's na- 
tional executive, and four more were due to be affiliated on 
. February 23rd. 

This is still a marginal event for most people in the prov- 
ince. But its impact on the established parties—and on the 

ern Ireland Office—could cause some surprises. The 
ohal Unionists include many private advocates of closer 
integration, starting with their leader, Mr Molyneux. Sup- 
porters of the main non-sectarian party—the moderates of 
the Alliance—could also be attracted by the pees of the 
Conservatives. 

Meanwhile, architects of the new party insist that their 
general support for Conservative policies is only mildly com- 
promised by their rejection of the official Conservative line in 
Northern Ireland itself. Indeed, while Mr Brooke has been 
persevering with his devolution talks, his political colleagues 
in the Northern Ireland Office have been accepting invita- 
tions to address—and in some cases to join—the fledgling 


Mr lan Paisley and Mr James. Molyneux, the two unionist 
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— associations dedicated to integration. 

One of these associations may shortly be launching a be 
election campaign for the Westminster constituency of Upper 
Bann, after the recent death of its Official Unionist MP, Har- — 
old McCusker. Not unnaturally, the Ulster Conservatives | 
want to hear Mr Brooke urging voters to support the party. - 
He might reasonably wonder where this would leave him as — 
secretary of state, since the job's vice-regal status underpins _ 
the kind of mediating role he has performed so energetically - 
since his appointment last summer. 

For all Mr Brooke's possible doubts, he has colleagues in 
the cabinet who would like to encourage the new party. They 
think it might then start to break up the old patterns on the 
unionist side, and thus the old resistance to any kind of 
change. As a minimum, they say, it represents something 
new—and Ulster, heaven knows, could do with some novelty. 


Blue isn’t orange or green 
This view of the new Conservatives is wrong, and Mr Bese 
needs to keep reminding himself why. It is not the constitu- 
tional awkwardness of the local Tories but the Utopian sta 
of their agenda that makes them irrelevant. To the national- 
ists of Northern Ireland, a sizeable minority of the province’s 
population, local Conservatives have nothing to say, Union- 
ist politicians may so far have chosen to say nothing; but that 
is not the same thing. It remains Mr Brooke's job to persuade 
the unionists to call and to bring to the table with them - 
those who can speak for the nationalists—perhaps including - 
some who have not sat there before. The wall dividing Ul- 
ster's two tribes may seem cruelly hard to breach; but it is- 
never going to be side-stepped. No more, indeed, than via d 
that wall in Berlin. * 

















Tower of indecision 


ake up, London's stock exchange 


pe a newly discovered Kafka tale..A high and seedy 
concrete tower, set in a square mile of other grey towers, 
teeming with nearly 3,000 people. Off endless corridors doz- 
. ens of committees—one for every 30 people, in fact—beaver 
away, dreaming up policies i in secret and building strange ma- 
chines to further the tower's never-stated goals. On the high- 


est, mist-laden floor sits the tower’s council: that ruling body - 


which, between fitful sleep, capriciously surveys the policies 
and machines brought up to it from the floors below. Those 
that take i its fancy, it dispatches to what it imagines still to be 
the tower's raison d etre: a vast floor at ground level it thinks 
is filled with scurrying, smart-suited men who haggle in ex- 
cited fashion. Yet, unknown to the council, these men sud- 
denly left, overnight, more than three years ago, their hag- 
gling vaporised into an electronic ether. Welcome to 
London's International Stock Exchange (ise). 
Punished by the inertia brought on by internal dissent, 
the exchange has never truly found its place in the 
decartelised world that followed the City of London's Big 
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Bang in October 1986, when fixed commissions were abol- 
ished and business quit the trading floor for the dealing 
screens. Member firms have lost hundreds of millions of 
pounds in the fierce competition to trade British equities. 
The efficiency of this screen-driven money-loser has high- 
lighted, in turn, the awful inefficiency of London's paper- 
pushing settlement system—as well as the mish-mash of tech- | 
nical systems that make up the market's creaky infrastructure. 

This week a report surfaced from one of those policy com- 
mittees, chaired by Mr Nigel Elwes of S.G. Warburg. It looks 
at the problems of the isE's domestic equity market; the coun- 
cil will debate this long-awaited paper on March 5th. Yet the — 
much-publicised report is a reddish herring, for the ex- 
change's woes run far deeper. Even the ISE’s one success E 
story—its freewheeling market in international shares—now © 
faces stiff competition from fast-modernising European ex- : 
changes, as well as from do-it-yourself i institutions. 

Happily, a sense of crisis is being combined with a lucid, S 
new Stakhanovite of a chief executive, Mr Peter —— 
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it to thrive, thei 
nt convictions. | 





)s. For it 


hree of its curre 





fetamorphosis of a better sort ——— 


he first is the exchange’s belief that membership of its club 
still confers exclusivity. The ISE's past near-monopoly on Brit- 
ish share-trading has left the exchange with a tangled and in- 
igestible spaghetti of home-cooked technical systems. The 
change now needs to buy in some outside catering, throw 
pen its doors and invite securities firms to pick and choose 
om a spread of technical goodies. Only then can it be confi- 
dent that its techniques and services are the best. . 
Next to go must be the conviction that the smallest pri- 
vate client and the largest institutional investor can be dealt 
with through the same system—a conviction that sacrifices 
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Some arbs have spotted the bid to end all bids 


OU could be forgiven for thinking that, with Drexel 
A. Burnham Lambert on the scrap-heap, with junk bonds 
_ living down to their name and with stockmarkets diving, the 
-days of the takeover are gone. No more sleepless nights for 
managers, and no more talk of parts being worth more than 
wholes, of chances to be better, faster, leaner, meaner. But 
wait. The biggest deal of all is about to be done. Meet Helmut 
Kohl the asset-stripper: raider, unbundler and would-be 


evitaliser of a badly managed, overmanned company called 
East Germany, — 0 

_ Dull name, that: time to call in the corporate-image con- 
tants! Yes, but there is more to this deal than a new logo 
tired old claims of synergy. German economic and mone- 
y union will, in effect, be a takeover of one country by an- 
her. The East German government owns 97% of all its 
untry's assets; those will pass to a new government domi- 












ey are already boasting that they can run the target better. 
Should you believe them? German bond prices plum- 
ted on news of the takeover, perhaps suggesting the buy- 
is akin to wasteful conglomerate building in the 1960s. 
bond prices always fall in leveraged takeovers, good or 
profits of asset-stripping usually go to equity holders 

, he German taxpayers) rather than holders 



















ernment's offer document has not yet been 
merging currencies, paying benefits to 
nd cleaning up the East 
robably exceed the current 
lion purchase of RJR 





ice to get back on — toan order-driven t 


SE will have to shed 


both fairness and efficiency. One reason for the domestic 





ted by the boys from Bonn. Like all good takeover artists 











~ The most blinkered view of all is the idea that London's 
domestic and international business should remain in sepa- 
rate markets with separate rules and trading systems. Yet for- 
eign-share deals in London account for a quarter of all of the 
exchange's transactions, and half of the world's international- 
equity business. Britain's 100 biggest stocks, continental Eu- 
rope's 200 biggest, and 300 more from America and Japan— 
all are bought by the same class of international investor. The 
London exchange behaves as if they are not. 

The risks for the ISE are clear: if it does not marry the two 
systems and tie them down with decent arrangements for set- 
tlement, more innovative folk will. Look at NASDAQ, Ameri- 
ca's screen-based market whose computers go live in London 
next April: it will offer the chance to trade practically any 
security with efficient, American settlement. Look at Credit 
Suisse First Boston, which has started to trade Swiss shares on 
Reuter’s pages and to guarantee their settlement—something 
the ISE has failed to do. The 1sE's competition is everywhere: 
other markets, other methods and, most striking of all, 
own member firms. That is its real challenge. 












































Nabisco). But while the West Germans have been keen to talk 
down the East German economy (as any sensible acquirer 
would), the benefits could well take the biscuit. 

For starters, most government buildings could be sold off. 
The Getty art trust would pay a few billion dollars for the 
great antiquities museum, the Pergamon, which would look 


nice in Malibu, California. And surely Mitsubishi Estate 


. could be persuaded to add the Brandenburg Gate or part of 


Unter den Linden to its “great symbols of foreign cultures” 
portfolio, alongside Rockefeller Centre. | ; 


Now for Junker bonds 
East German industries will also be flogged off. General Elec- 
tric recently paid $150m for half of Tungsram, a Hungarian _ 
light-bulb manufacturer. PlanEcon, a consultancy, reckons 
there are around 15 East German companies worth in excess 
of $500m. Good buys might include ves Sachsenring, maker 
of the derided Trabant car (two-strokes could be the cars of 
the 1990s) and Meissen china. That would put-more than 
$7.5 billion into the bidder’s pocket, not counting the hun- 

_ The government could sell off the rural estates that used 
to be owned by the Prussian Junkers. Then there are the 
houses of ordinary East Germans the government could sell 
these to their occupiers in return for the Ostmarks they keep 
under the bed, helping to eliminate the avings "overhang" 
that so worries the inflation-conscious Bundesbank. But to 
realise maximum value, Mr Kohl should seek advice from a 
seasoned unbundler. To Bonn, Sir James? | ~ a or 


















“= JO ARELY publicised, little reported, sk 
.- J dom recognised for what it is, it should 
- be the st and most significant privati- 
.sation of Margaret Thatcher's career. In 
` eit may yet turn out that way—and if it 
si sii will rank asa piece of socíal engineer- 
ing with the Labour party's achievements, in 
the other direction, of 1945-51. But maybe it 
is as well that only specialists. are. taking 
much notice: so far, the government’ $ 
grand new assault on a century's tra- 
dition of state-owned housing is prov- 
ing a grand old flop. 

For those who share its aims, that 
is all the more disappointing in that 
the. new campaign followed eight 
years of notable success: When Mrs 
Thatcher and her radical new Tories- 
came to power in 1979, they inher- - 
ited—through the district councils, 
the local-government authorities who | 
were the actual owners—well over 6m 
units of rented social housing. Nearly. 
a third of the nation’s housing stock; . zz 
these were the legacy not just of spells © 

. of Labour government but of an all 
party conviction, born in the 1880s, ... 
ef if the poor were to be decently. = 
— emased only the state could do it. Mrs * 
OTR archer’ s Tories did not agree. — ^ - 
“They noted too that many tenants of. 
— publicly. owned—and subsidised— 
flats and houses were not that poor at all. 












With a bit of help, they could afford bene | 


© and might want to. Not all loved their coun- 
. cil landlords. But they had little choice. | 
. Fierce rent control after 1945 had all but © 
ki ed off private-sector landlordism. The re- 
ing private tenants were entrenched. 
‘or anyone else, each district council, in its 
a, was virtually the monopoly supplier of 
ented housing. And though many council 
nants wanted to own their own homes, as 
55% of the nation did already, few could af- 
- ford to buy in the open market. : 

: 4 Theincoming Tories had an idea of bril- 
ant. simplicity: let them buy their council 
iouses. The result was the "right-to-buy" 
aw. of 1980, empowering almost every coun- 
ant to id his Vesp ata — dowd 






















he Thatcher government wants to bring about a bige social change. But 
50 billion sale of state-owned housing i is going at a snail's pace. | 


years, whether the council liked it or ‘not. 3 
The law was an instant and roaring (and 
vote-winning) success—within two years 


350,000 dwellings had been sold—and, witl 


ups and downs, it has been so ever since. By : 


now, sales total 114m, around a fifth. of the 
entire council stock. 


£50. billion-worth--in public hands. Inev- 


-itably, theie are — = desirable — 


dn particular, flats in big, ill-designed blocks - 
on big, ill-planned city estates. Even the rais- 
ing of the maximum discount on these to - 
.. 1096 has not persuaded many of their ten- 
| ants to buy. Many do not want to; some do 


-but cannot afford to, discount or no. 


This slackening of interest was already 
apparent by 1986. It led tothe planning of a - 
still bolder assault, masterminded’ by Mr _ 
‘Nicholas Ridley, the most abused and most 


effective environment secretary that Mrs 
Thatcher has ever had. His long-term aim— 
never quite so baldly stated as this—was 


‘bold indeed: to drive councils out of the 
‘housing business altogether, not house-by- 


house but block- by-block, street-by-street, 


| estate-by-estate. 


It is this plan, embodied in the Housing 


| | Act 1988, that has got bogged down. True, 
these are early days: it. is only 11 months 


into effect. Yet, after the triumphs of rigt 


. ourable, any delay is disappointing. I 
after sweeping Rommel out of Afri 
. lied forces in 1944 had launched tl 
~~ sault on the Nazi heartland—and 
ms in mid-1945 around Cae 


M + Am many-pronged assault 







.. € One has been in successful oper 
- since 1980: force councils to sell ho 
but deny them the resources to builc 
. afresh. And the incentive: why build 
Yet that has still-left four-ffehs ak — | 


. to a sitting tenant at a discount? For | 


NS 


ago—to hc 


January 1989, was a first, timid-blow ( 








since the central portion of the law c 






to-buy, and the early interest in the 
scheme. shown by many councils, 14Di 
enough to surrender if the terms we 































Not e plan, in itself, is illcon 
las sev al elements; S 

























if within a few years you may be forced to sell 


these reasons, council building has 
slumped: from 86,000 dwellings com- 
pleted in 1980 to perhaps 13,000 this 
year, when, under a 1989 law, fi 
new financial rules take effect... 
€ Reduce the appeal of council hous 
ing by forcing up council rents. 
This too has been happening, in the- 

. . ery, for years: central government - 
. veach year tells councils how far ren 
should rise, adjusting its subsidy a 

© cordingly. But the results have been 

. meagre. English council rents. typ 
. cally equalled 6.6% of average male 
— . earnings in Labour's last year, hi 
^7 8.196 in 1982 and in 1989 were jus 
7.7%. Only this year, from April, will 
^ the new financial regime force coun- 

cils to balance their housing accor 
: . without subsidy from their: gener 
revenue. Even that, on avera pe 


— more in some urban areas. 
€ By ending rent control (thou 
A of of enue on new p privat 


l ile aim 
overlooked in the Tories’ fixation or 


ownership. The relaxation, in 


This isa worth hi 


ing tenancies are still controlled) against 
low rents that had reduced parts of B 
cities to ill-maintained slums and driven an 
landlord who could do it to winkle ou 

tenants and sell up. Even under Mrs Th; 
cher, private rental's share in British h 
ing has fallen from 1196 to 796. 
€ Even the wildest free-marketee 
that the poor cannot live in tents, anc 
the market—for whatever reason- 


















from ready to house them. ! : 
so boost the housing associations. © 

These associations, over 2,500 of them, 
re half-way between council landlord and 
-private-sector one. Nominally private, they 
draw their capital largely—in the past al- 
‘most entirely—from the state; mainly from 
central government, with a (now much 
shrunken) bit from local councils, They 
have long played a modest part in British 









housing; at the start of the 1980s they were 
building around 20,000 houses a year. 

^" They have two merits. Nearly all are 
small, with maybe 100-500 houses, often 
fewer. And none is a local monopolist. 
Compare that with, say, Glasgow council's 









































They also have particular charms for a Con- 
servative government keener on rolling 
back local state power than central: though 
_ doers of good, sometimes of a pinkish hue, 
_ they are non-political, offering Labour no. 
_ pork-barrel and power base, unlike the town | 


- and, being small and financially dependent, 
. they can be firmly controlled by the centre. 
= So—albeit belatedly—the ^ Housing 


tish equivalents) finances and oversees 
them, has become the chosen tool of hous- 
ing policy. Its English associations will com- 
plete 16,400 homes for rent in 1989-90; it 
hopes for twice as many in 1992-93, with in- 
vestment of public capital doubled to £1.6 
billion a year. It is eager to draw in private 
money too: this year three-quarters of the 
associations’ new schemes should involve 
private funds, though the private share in a 
typical scheme will be nearer 2596 than the 
7096 that the Treasury once dreamt of. 
his barrage of changes should have 
pened the way for the main strike, code- 
med “tenants’ choice" (and promptly re- 
ed "landlords' choice" by its critics). 
nis bit of the 1988 law entitles any. land- 
td approved by the Housing Corporation 
O take over, at a modest price, any bit of any 
council's housing stock that he fancies, pro- 
vided the tenants, in a ballot, say Yes—and 








-non-voters count as Yes... — 
/ Even before the bill was in law, let alone 
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fer not just of bits and pieces of their st 


150,000 houses, Leicester's 35,000 or the 
2,500-10,000 of almost any district council. 


- halls that have so enraged Tory ministers; - 


before this bit took effect last April, many : 








-ouncils were considering voluntary trans- 
but of huge chunks, even all of it, to new, 
specially created housing associations. 
Whitehall was willing, provided the tenants 
agreed and the new associations were genu- 
inely independent, Enthusiasts foresaw as 
many as 25-50 such associations being set up 
by the end of 1988, ready to take over per- 
haps 150,000 houses: a modest start, maybe, 
but the start surely of a flood. 


That was the idea. It has not happened. 


The tortoise and the snail 


The government has done its bit, in squeez- 


ing local councils: and. promoting housing 


associations in their place. But councils are 
proving reluctant to act, because often their 
tenants are still more reluctant. And the re- 


birth of genuinely private-sector landlord- 


ism has barely begun, even for the market 
sector, let alone social housing. | 

^ There has been plenty of talk, including 
a botched promotion of tenants' choice, 
with big advertisements in the Sunday news- 
papers, in March 1989. Both councils and 
tenants have shown a good deal of interest. 
But little has been translated into action. 


Though each advance is trumpeted (often 


hostilely) in the housing press, crude statis- 
tics show how far there is to go. |. 
Britain has 455 district councils. All 
have had to rethink their role in the new 
world of housing. Maybe a third have given 


at least some thought to a voluntary transfer 


of stock. Yet fewer than 30 have got as.far as 


balloting, or even planning to ballot, the » 


tenants involved—and in only half the 22 


- ballots so far concluded have the tenants 


said Yes. True, that means about 55,000 


-houses and £500m, raised in the City or 
n building societies—thrifts, in Ameri- — 
—€an—to buy them. But what is 55,000? — 


Corporation, which (with Welsh and Scot- Abc 









ut 1% of the nation’s council stock. 

_ If that is slow, tenants’ choice is barely 
off the starting line. It is bound to take time, 
say its apologists. Indeed. The Housing Cor- 
poration vets would-be landlords. Any of its 
2,400 housing associations could seek ap- 





as% oftotaistock: ^ «^ — Totam © 


| The town-hall landlord _ 
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pany set up to run it. In 1988. 
found 6496 of the tenants 
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it. One commercial company 
planning to operate in north London had 
been refused; one, of grander pedigree and 
more modest aims, is still hoping. 
-~ Only one actual case of tenants’ choice 


. has got approval:-a crummy estate in Lon- 


on, whose tenants have set up a company 
to take it over (and want a £30m “dowry” 





from a reluctant Westminster council for 
doing so). A few more cases are in the pipe- 
line, and others will follow; these may in- 
clude one large London estate and another 
in Coventry, both long at odds with their 
council landlords. But the number of ten- 


. ants involved is still tiny, and there is no 


crowd screaming to join them. The Housing 


Corporation has had to redeploy some of 


the staff that it put in place to handle them. 


. No wonder Whitehall is about to launch an- 


other campaign—more selectively aimed 


- this time—to sell tenants’ choice afresh. 


The geography is revealing: No council 


= in northern England has even balloted its 
. tenants. Nor yet in Scotland, which has 
` 800,000 council houses, twice as many, pro- 


portionately, as England. Tenants’ choice, 


too, where it is moving at all; is doing so 


largely in the south. Scotland has only: 
seen the first would-be landlord appro... 
by Scottish Homes (a body that both acts as 


the local "Housing Corporation" and runs 


over 65,000 dwellings of its own). 


Thank you, but we're doing all right 

Why is so little moving? Ministerial changes 
have not helped: the present housing minis- 
ter is the third in a year, and his predecessor 
was kept busy selling water privatisation. 
But good ideas do not wait on housing min- 


isters: Mrs Thatcher has hàd seven in 11 


years, and that : 


basic err 


rror wasa misunderstanding 





of council tenants.’ Not for the first time, 


ministers took the worst councils to be typi- 
cal, and assumed that most tenants must be 
fed up. They are not. In 1986, when the 
Greater London Council was abolished, one 





huge estate that it owned was transferred to 































” Pacific Dunlop his — the 1990s with continuing growth: w 
Four features stand out: ^x 


€ Spread of businesses across a wide range of economies a 
e Strong presence in the fast growing Pacific Rim. z 
@ Strong positive cash flows in all core businesses. i 
. 4 Continuing. improvement in productivity. a 
All were important elements in 1 the six months ended December à 
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Nu Earnings per Share - - cenis 


Pacific Dunlop's international operations - ~ Ansell, GN B Batteries and Mee 
share and are expected to be strong contributors to resi 


| Aostan operations performed well. This was despite a downturn in dem: in i exc 
| Pacific Dunlop is well positioned for continuing growth i in the ` 1990s. 
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with the local Greenwich council. In a 1989 
poll, Mori found 70% of council tenants in 
another London borough, Islington, 
me ght the council the best available land- 
lord, with only 1096 voting for a housing 
 association—a novel idea to most of them, 
no doubt, but at least the figures show they 
were not all running for the door. 
Far from it. The government indeed is 
1 ving to fight to stop the council stock in- 














 creasing when the development corpora- 
tions that built Britain's state-sponsored 
postwar "new towns” are wound up. In the 
pas local councils normally took over their 
rented housing. But two in England remain 
to be wound up, five in Scotland. The gov- 
ernment wants their stock transferred to 
housing associations, as was done recently, 
with tenant backing, at Runcorn. But in an- 
Other recent case, at Peterborough, 9096 of 
tenants voted for the council, and won their 
point. The remaining English new-town ten- 
ants seem so far to feel the same way. 

.. The Scots plainly do: government-com- 
missioned polls of new-town tenants there 
found 4096 of "don't knows"; but of the rest 
our4fifths back transfer to the local council. 
A bill now before Parliament does not offer 
hem that choice—Scottish Homes is meant 
to be the “landlord of last resort”. Scottish 
councils and MPs are enraged. 

As that shows, there is.a lot of politics 
involved. Though the Labour party has had 
to accept right-to-buy, it is still wed- 
ded to council housing; and Scotland 
is dominated by Labour. So is much 
of northern England. Farther south, 
the tenant ballots show that with all- 
‘party support voluntary transfer can 
win the day (as at North Bedford- 
shi e), but otherwise it is apt to lose 
{as at Bournemouth, where Labour, 
barely visible on the council, cam- 
paigned on the estates and secured a 
two-to-one No vote; or at Northavon, 
near Bristol, where all parties agreed 
on a ballot but not on the answers). 
id-Sussex council, however, pro- 
‘moted its case vigorously and won, 
even over Labour hostility. 

In sum, tenants can be per- 
. suaded, but most are not yet. They 
. see no gain in just swopping one land- 
20 
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landlord: in one London case, a worthy 
company specially set up for the new hous- 
ing climate by an eminent building society, 
Nationwide, won just four backers among 
217 tenants. In contrast, a solid minority of 
tenants, maybe 10-1596, would readily wave 
goodbye to their council if they could get 
self-management instead. That is starting to 
happen, notably in Scotland; but it takes 
enormous effort to get off the ground. 

The government also misjudged the 
housing associations. The people who run 
them are mostly nearer social workers than 
property tycoons. Besides, they have to 
work hand-in-hand with local councils. Bar 
one, they have taken almost excessive care 
not to rush in uninvited. As for commercial 
landlords, forget it: they are nearly as unwill- 
ing to put themselves forward as are tenants 
to accept them. 

One potential hurdle, though, has not 
proved so. At least in England, housing 
associations have found the City quite ready 
to finance their building schemes. As for 
voluntary transfer, the subsidiary of Exco, a 
moneybroking firm, that leads this market 





has arranged finance from some 50 sources. 


It reports them undeterred by, for instance, 
the transferred tenants' continuing right-to- 
buy, or the right to nominate a proportion 
of new tenants that councils normally insist 
on. Such risks are already built into the pur- 
chase price, they reckon. 

Councils themselves—and not only 
Tory ones—will be rethinking even harder 
as the new financial regime bites. Capital 
controls will make new building almost im- 
possible. New rules on housing benefit —the 
welfare payment that covers part or all of the 
rent of one tenant in two—may, in effect, 
force other, better-off council tenants to 
meet that cost, whereas central government 
would do so for tenants of housing associa- 
tions. All in all, the council that wants new 
social housing built in its district, old stock 
modernised and rents kept at affordable lev- 
els may well ask whether it can do as good a 
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job as a housing association could. 

If it feeels not, voluntary transfer will 
seem attractive. As against tenants’ choice- 
it leaves the initiative with the council; 
avoids salami-slicing; it enables the councii 
to negotiate nomination rights; and, if a 
— needed to p voe k, it 

rings a bigger subsidy from Whit 

Housing officials also will be pushing 
this way. There are entrepreneurs hidden in 
some town halls, and they have begun to see 
opportunities as big council-sponsored (but 
not council-run) associations are set up to 
take over the housing stock. How nice to go 
to bed as director of housing and wake up as 
chief executive of an association with £30m 
of your own property to run. Not that that is 
quite what a free-market government should 


- mean by customer choice; there is a risk, not 


allayed by the handling of the few early 
transfers, that one local monopoly landlord 
will merely give way to another. 

In time, even tenants may start to feel 
this way. Councils’ greatest single charm to- 
day is their low rents, mostly well below 
those of the typical housing associatic 
These rents will rise gradually—and not 
gradually in areas where houses are costly 
and the government is now trying to push 
council rents up accordingly. 

Yet the vast rolling-back of state 
frontiers that free-marketeers dream 
of is plainly decades away—even if no 

government intervenes, as 
one surely would. Even a minister 
now feels it prudent to declare that 
We are not trying to eliminate local-au- 
thority housing. Councils will remain 
major landlords for years to come. 
Paradoxically, the bi effect of the 
Tory changes may be to strengthen 
one very — — are 
against. Tory-im compe- 
tition has already had a striking im- 
pact on quality, efficiency and atti- 
tudes in other local-council services. 
Precisely that, say some observers, is 
now happening in council housing. 
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Kaifu held the pieces together 





The Liberal Democrats face 
Japan’s new world 


FROM OUR TOKYO CORRESPONDENT 


T IS the world’s best electoral machine. 
For the 12th consecutive time since their 
party was formed in 1955, the Liberal Dem- 
ocrats have been returned to power by Ja- 
's voters. Never mind that this was 
e... because the electorate was even less 
impressed by the bickering and backward 
opposition than by the ruling party. When 
the ballots were cast on February 18th, 46% 
of them went to the ruling party: a shade 
better than the Liberal Democrats' average 
for general elections during the past 20 
years. They took 275 of the 512 seats in the 
lower house of the Diet (parliament) and 
were promptly joined by 11 independents, 
giving them only nine fewer seats than the 
295 they had on the day the Diet was dis- 
solved. The question now is whether a ma- 
chine so superbly tuned for winning elec- 
tions can do something utterly unaccus- 
tomed: lead Japan into a new world. 

For the past year the purposes of power 
have been much further from Liberal Demo- 
crats’ minds than simply hanging on to it. 
After raising taxes, taking bribes and break- 
ing promises with too much impunity for 
even Japan's tolerant voters to stomach, the 
ruling party lost control of the upper house 
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of the Diet in an election last July. With that 
favourable wind behind them, the Socialists 
had hoped to take the Liberal Democrats 
lower-house majority—and perhaps even 
the government—away from them this time. 

The Socialists did well—they got 136 
seats, up from 83—but nowhere near well 
enough. Their magnetic leader, Miss Taka- 
ko Doi, attracted an enthusiastic following 
among women. But the party was unwilling 
to break with its musty left-wing convictions 


Party favours 
Share of vote in lower-house elections 


Liberal Democrats 


nae Freee, 


erm" 


Sodalists 


and did not field enough candidates to put 
together a government, even if they all won. 
Nobody, probably including them, could 
really see the Socialists running Japan. In 
the end the party's gains came as much from 
the smaller parties that were its theoretical 
allies as from the Liberal Democrats. 

The villains of last year's saga found 
themselves redeemed. Fourteen politicians 
implicated in the Recruit scandal were easily 
re-elected—among them two former prime 


ministers, Mr Noboru Takeshita and Mr - 


Yasuhiro Nakasone, and two potential 
prime ministers, Mr Shintaro Abe and Mr 
Kiichi Miyazawa. Mr Nakasone pronounced 
himself “purified” by his triumph at the 
polls; he, and the others, are ready once 
more for an active role in politics. The only 
one the voters would not forgive was the 
hapless Mr Sadanori Yamanaka, the origi- 
nator of the hated 3% consumption tax. 
The race was never as close as the Lib- 
eral Democrats had led everyone to believe, 
but much credit still goes to the party's 
young (47) secretary-general, Mr Ichiro 
Ozawa. One thing the party had going for it 
was campaign cash, as much as ¥210 billion 
($1.5 billion) of it drummed up in contribu- 
tions from businesses. Another was access 
to an enormous pool of talented candidates. 
The party cunningly fielded two teams—an 
official one comprising, at first, some 325 


candidates on the Liberal Democratic ticket, — 


and an unofficial one of 40-odd indepen- 
dents. As the campaign moved on, the best 
of the independents were quietly adopted as 
official Liberal Democrats—including, be- 
latedly and unsuccessfully, the only woman 
they bothered to run. 

The partys victory was sweeping 
enough that it will not have to surrender 
control of a single lower-house committee to 


the opposition. But, because the Liberal . 


Democrats lost the upper house last year, 


they are still going to have to cut a deal with — 


February 18 election 
(turnout 73% ) 
Seats won dissolution 
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The bill, please 
., FROM OUR TOKYO CORRESPONDENT 


FTER Japan's defeat in 1945, its politi- 
cians did not need too much arm- 
twisting from the American occupiers to 
decide that war was a beastly and unprof- 
itable exercise. Henceforth Japan would 
. arm itself only with the means to defend 
its own soil. At most its armed forces 
would get 1% of Japan's small GNP to keep 
_, themselves in boots, bullets and mess-tins. 
If that wasn't enough to repel an invader, 
there was America's nuclear umbrella. 
| ._ How things have changed. Everyone in 
. Japan knows (but pretends otherwise) that 
| for nearly a decade the defence budget has 
been nearer 2% of GNP. The — fig- 
y on 
| pensions—so that the 196 myth can be 
| maintained. But with the growth of Ja- 
pan's economy over the past 40 years, 
“even the phoney defence budget is now 
¥4.2 trillion ($29 billion) a year—the 
world's third biggest. Add in the hidden 
support and Japan is spending almost as 
| much as Britain and France combined. 
' lt gets poor value for all that money. 
Japan has 156,000 soldiers, 267,000 tons 
- of warships and some 337 combat aircraft. 
Using considerably less money, Britain 
also supports 156,000 soldiers, but more 
than Im tons of ships, a nuclear subma- 
rine fleet and 640 warplanes. Japan seems 
to be getting two to three times less de- 
fence from its spending than Britain does. 
_ | The main culprit is Japan's military-indus- 
|| trial complex, especially the old shipbuild- 
| ers and new aircraft makers. Japan sup- 
ports them rather than buying cheaply off 
the shelf from abroad. 
Against this background Mr Dick 
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|| arrived in Japan on February 20th for 

| talks with local commanders and Mr Juro 
| tsumoto, the outgoing director-general 
of the SelfDefence Agency (as Japan's de- 
fence department is called). Mr Cheney 
wants to save America some money. By 





. one of the smaller opposition parties— 
. probably Komeito, the inappropriately 
. named “Clean Government" party—to en- 
J sure they can get their legislation through. 
_ Komeito's price will have nothing to do with 
. achange in government policies, and will be 
modest: perhaps a couple of cabinet seats. 
-` With this electoral achievement behind 
him, Mr Toshiki Kaifu looks less like the 
 Stop-gap prime minister he was —** to 
be when he was catapulted from the back- 
.. benches to the top job six months ago. After 
. a year of scandals the party elders had 
wanted a clean face to see them safely 
. through this election. Perhaps too safely: Mr 
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_ Cheney, the American defence secretary, 
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April Ist, he has to report to Congress on 
the savings in the Pacific that might result 
from reduced tension between America 
and Russia. The Pentagon says it would 
like to withdraw some 10,000-12,000 men 
from the Pacific over the next three years. 
The implication is that about 5,000 Amer- 
ican servicemen would leave Japan—a 
tenth of the present contingent. , 

Mr Cheney also wants Japan to in- 
crease its contribution towards the $6 bil- 
lion a year it costs to station American ser- 
vicemen in Japan. Japan pays 4096 now; 
America wants 6096. Japan will agree with 
barely a squeak. Its military chiefs reckon 
that the American bases are one of the 
best defence investments money can buy. 

Japan is not impressed by Mr Mikhail 
Gorbachev's doctrine of "reasonable suf- 
ficiency" for the Soviet forces in Asia. A 
set of satellite photographs being passed 






A Japanese view of Russia 








Kaifu now has a good chance of staying in 
office at least until the party's leadership 
elections in late October. There is even talk 
of him seeing out a two-year term as 
prime minister. Much will depend on how 
willing he is to remain the party's puppet. 
The man pulling the strings is Mr 
Takeshita. The Recruit scandal forced him 
out of office last June, but not at all out of 
the power that comes from heading the par- 
ty's largest faction. This may be bad news for 
Mr Kaifu—after all, when he himself was 
prime minister, Mr Takeshita had promised 
Mr Abe it was his turn next—but it proba- 
bly is not. Insiders have begun to hint that, 
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around the Self-Defence Agency suggests 
that Russia's promised arms cuts in Asia 
are being more than offset by improve- 
ments in their quality, including the de- 
ployment of its latest aircraft carriers. 

een a quarter and a third of Rus- 
sia's military might is now stationed iri the 
Soviet Far East, mostly along the Sakhalin 
coast and the Kamchatka peninsula. The 
region now has around 3096 of the Soviet 
Union's strategic missiles, some 390,000 
soldiers, around 100 warships, 140 sub- 
marines and 2,400 combat aircraft. . 

Since its pull-out from Afghanistan, 
Moscow has moved a regiment equipped 
with ML24 attack helicopters to Sakhalin: | 
From there they make dummy runs on 
Japanese radar stations (and have twice in 
the past two years violated Japanese air- 
space). On top of all that, three Soviet 
armoured divisions—each equipped with 
around 350 tanks—are stationed within 
invasion distance of Japan. It is no com- 

have nowhere near 
enough landing craft in the region to get 
these divisions to Japan. 

With these forces on its doorstep, Ja- 
pan is suspicious about Russia's inten- 
tions. Russia, for its part, is happy to drive 
a wedge between Japan and its allies on 
east-west relations. It is likely to emphasise 
these differences as it prepares for Mr 
Gorbachev's visit to Tokyo in 1991. Ja- 
pan's refusal to sign a peace treaty with 
the Russians until they return the four 
northern islands seized in the dying days 
of the second world. war is, the Russians 
claim, not in the mood of the times." 

The Japanese consider American sup- 
port for their stand on the islands crucial. 
The foreign ministry feels that if Japan can 
keep up the pressure on the Russians 
there is at least a slim chance of settling 
the issue. The only reason the cold war: 
has ended in Europe, say Japan's defence 
analysts, is because the Americans refused 
to blink. The only way it will end in the 
Pacific, they add, will be if the Americans 
carryon staring. To get it to, Japan is will- 
ing to pay handsomely. > 
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for the time being at least, Mr Takeshita pre- 


fers the ent prime minister he al- 
ready has. 5 
The second Kaifu cabinet is expected to 


be named on February 27th. Mr Kaifu will 
have little say in the matter. Mr Ozawa, the 
Takeshita faction’s rising star, fund-raiser 
and hatchetman, is to.stay on às secretary- 
general. Two other top party posts have 
been handed out: to the former education 
minister, Mr Takeo Nishioka, and the for- 
mer agriculture minister, Mr Mutsuki Kato. 
Only Mr Takeshita and his closest cronies 
have a clue about who the others will be in 
Japan's next government. The names being 
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bandied about for the more senior cabinet 
posts suggest that neither Mr Miyazawa nor 
Mr Abe is likely to be included. 

That would be a pity. In the months 
ahead Japan is going to need all the diplo- 
matic experience it can get. In April the So- 
viet foreign minister, Mr Edward Shev- 
ardnaze, is due to call, to start planning 
President Gorbachev's visit next year. Japan 
has no real idea what it will do if Mr Shev- 
ardnadze springs a Gorbachevian surprise 
concerning the dispute over the Japanese is- 
lands Russia seized in 1945. Japan also faces 
pressure from the South Koreans, whose 
President Roh Tae Woo comes to call later 
in the spring, over its discriminated-against 
Korean minority; and from China, which is 
badgering Japan to lift its ban on aid. 

ming over all is the alarming deteri- 

oration in Japan’s relations with America. 
With the election over, the truce on defence 
and trade issues has come to an end. The 
erican defence secretary, Mr Dick Che- 
ney, was in Tokyo this week urging the gov- 
ernment to pay more of the cost of keeping 
50,000 American servicemen in Japan (see 
box). As Mr Cheney took off, Mrs Carla 
Hills landed. America’s trade representative 
is telling Japan to get cracking on the issues 
under discussion in their “Structural Imped- 


iments Initiative" talks. 

The Liberal Democrats’ foolish cam- 
paign promise to the farmers that “not a sin- 
gle grain of rice will be imported" is going to 
be impossible to keep once the Americans 
start intensifying their demands. The jets 
are already being revved up for high-level 
missions to Washington. Mr. Kaifu is ex- 
pected to go in April. Earlier visits, from Mr 
Abe and, quite possibly, Mr Takeshita him- 
self may matter more. 

The uncrushable Mr Takeshita seems 
increasingly likely to be the man on whom 
Japan's future course depends. His legend- 
ary skills as a backroom fixer will be invalu- 
able when foreign demands—to open the 
rice market, or abolish restrictive practices 
against foreign investors, for ins- 
tance—become overwhelming. By opening 
Japan's markets a little more to beef imports 
and bringing in the consumption tax when 
he was prime minister, Mr Takeshita 
showed he has unmatched power to shift Ja- 
pan. The paradox is that he is an old-style 
party boss down to his fingertips. Will he use 
his power to remake Japan? Or will he suc- 
cumb to traditional factional arrogance, and 
content himself with being the perpetual 
power behind the throne? This time the 
whole world will be watching. 





Cambodia 


Five hours of peace 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


ERHAPS Cambodia is lurching towards 
peace. On February 21st Mr Hun Sen, 
the country's prime minister, and Prince 
Norodom Sihanouk, the head of the rival 
coalition government, met for five hours in 
Bangkok. At the end of the meeting they 
ware feeling sufficiently cordial to sign a 
it communiqué. Previous meetings be- 
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Sihanouk and Hun Sen prepare for a wor 


tween the two men, in France last year, 
ended in disagreement. 

The communiqué said both sides agreed 
that a United Nations presence was "essen- 
tial" for bringing peace to Cambodia. In ad- 
dition, "a supreme national body" should 
be set up. No details were given, although 
the ideas were presumably well chewed over 





king lunch 


during lunch, one of the prince's favourite 
events. The UN plan, as envisaged by its pro- 
moter, Australia, would mean replacing 
Cambodia's government with UN adminis- 
trators who would arrange a free election. 
The plan has the tacit approval of the five 
permanent members of the Security Coun- 
cil and will be discussed by the rival Cambo- 
dian factions in Jakarta on February 26th. 

The idea of a supreme national body "to 
symbolise Cambodia's national sovereignty 
and national unity" raises other questions. 
Would it work alongside the interim UN ad- 
ministration, and if so would it include the 
Khmers Rouges? Mr Hun Sen would only 
say, "We will discuss the details later." 

The Khmers Rouges have the most dis- 
ciplined armed force in Cambodia and are 
seeking to regain control of the country. At 
the beginning of February they suffered a 
diplomatic setback when pressure from 
France forced Prince Sihanouk to distance 
himself from them. Worse, several Euro- 
pean Community members threatened to 
use a meeting between them and ASEAN last 
week to point out that che Khmers Rouges 
killed a sixth of Cambodia's population be- 
tween 1975 and 1978 and should be ex- 
cluded from any role in running the place. 

The Khmers Rouges had threatened to 
boycott the Jakarta meeting. In return for a 
written promise that they would turn up, 
ASEAN persuaded the Community members 
to drop their open condemnation of the 
group. The Khmers Rouges go to Jakarta 
confident that they still have the support of 
China, their main supplier of arms and cash. 
And the Thai army seems willing to con- 
tinue to act as a conduit for these supplies. 

The Khmers Rouges’ man in Jakarta, 
Mr Khieu Samphan, is expected to ask that 
both the Hun Sen government and the op- 
position should be dismantled down to vil- 
lage level. This, absurdly, would mean ask- 
ing the UN for 250,000 administrators. Mr 
Hun Sen may suggest that both sides should 
merely be “decapitated”, and that UN offi- 
cials be appointed to run the bureaucracy. 
This would need only 1,000 uN people. 
Enough to do a real check? 

Prince Sihanouk will not go to Jakarta, 
although he is expected to be represented 
there. Instead he proposes to move, cham- 
pagne stocks and all, into the pocket of 
Cambodia his army controls, making a sym- 
bolic return from exile. The prince is among 
those who question whether Vietnam really 
did withdraw all its troops from Cambodia 
last September. A raft of new rumours has 
surfaced that crack Vietnamese troops, 
wearing Cambodian uniforms or disguised 
as peasants, are manning the front line. The 
French intelligence service is now said to 
back Thai and American claims that this is 
so. Despite substantial cash rewards offered 
by the resistance for a Live Vietnamese sol- 
dier, however, none has yet been produced. 

The Khmers Rouges have in any event 
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failed to snatch more territory from the de- 
moralised and poorly-led Phnom Penh 
army. If the Vietnamese are not stopping 
them, fear of an international backlash 
should they move too far and too fast to- 
wards victory may be. Diplomatically at 
least, the Khmers Rouges have a weakening 
hand. It will be interesting to see how Mr 
Khieu Samphan plays it in Jakarta. 





Australia 


Fowl play 


E THE opinion polls have got it right, Mr 
Bob Hawke is about to become Austra- 
lia's prime minister for a fourth consecutive 
term: not bad for a man described by the 
opposition leader, Mr Andrew Peacock, in 
1984 as "a little crook... who associates 
with crooks and takes his orders from those 
who direct those criminals.” The less colour- 
ful reality is that after seven years as prime 
minister, Mr Hawke remains popular—de- 
spite high interest rates, corporate bank- 
ruptcies and falling living standards, and de- 
spite (or perhaps because of) tearful 
televised admissions of past infidelities to 
his wife and of his daughter’s one-time her- 
oin addiction. 

Just how popular will be known for sure 
when Australia’s 11m voters cast their bal- 
lots on March 24th. A survey this month 
claimed that 60% of the voters liked the idea 
of the 60-year-old Mr Hawke as prime minis- 
ter; only 26% favoured the 51-year-old Mr 
Peacock. The same pollsters in late January 
gave the governing Labor party 4596 of the 
vote, compared with 4296 for Mr Peacock's 
Liberal-National party coalition. It seems 
that "Bob" (Australians like to use first 
names) is pulling Labor up, while “Andrew” 
is pushing the opposition down. 

obvious conclusion, but too simple. 
Mr Peacock does, it is true, have trouble be- 
ing taken seriously despite his 24 years in 
Parliament: “all feathers, no meat” is an old 
insult getting a new airing. But he is also the 
i ' twicechosen leader—which pre- 
sumably means that any alternative would 
be an even bigger liability for the opposi- 
tion: To many Australians, the election is a 
forced choice (voting is compulsory) be- 
tween two evils. A poll conducted within 
hours of Mr Hawke's election announce- 
ment on February 16th found that 35% 
would vote Labor, 2496 would vote for the 
opposition, 8% would vote for the Demo- 
crats and other minor parties, and 3396 were 
undecided. 

That arithmetic adds up to a close con- 
test. In the present 148-seat House of Repre- 
sentatives, Labor has 85 seats, the Liberals 
45 and the National party 18. There are a 
score of marginal seats, and a voting swing 
of just 2.696 across the country would ban- 
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ish Labor from the government benches. 

It could well happen—though so far, at 
least, Mr Hawke is proving more adept than 
Mr Peacock at courting the voters. Mr Paul 
Keating, the treasurer (finance minister), 
has been nudging down interest rates, and 
Mr Hawke has chosen an election date con- 
veniently ahead of what will be disappoint- 
ing first-quarter inflation figures. Labor, 
which preens itself on its seven-year-old 
wages accord with the unions, argues that an 
Opposition victory would lead to high wage 
settlements and price rises. In an election 
where the green vote is likely to be high, Mr 
Hawke uses every opportunity to show how 
environment-minded he is. 

But Mr Peacock is a smart campaigner 
who nearly led his coalition to victory in the 
1984 election. And he has plenty to work 
with. Why has Labor's painful cure for a 


profligate nation taken so long to work? In- 





But still he's popular 


comes have fallen for the past four years, 
real interest rates are around 1196, personal 
tax rates are among the world's highest, the 
foreign debt is enormous, and the current- 
account deficit will be 4% or more of GNP 
this year—and that's a steep fall from last 
year. Mr Peacock dismisses Labor as “a gov- 
ernment that governs for special interests 
and does special deals, particularly for big 
business and big unions". He boasts an 
"Economic Action Plan" which "will lead to 
lower rates of inflation, lower interest rates, 
higher real wages, less indebtedness”. 

Can Mr Peacock really be so clever? Last 
month his party embarrassingly bungled its 
statement of policy on health care; last week 
Mr Peacock sacked a shadow cabinet col- 
league for criticising his leadership. Mr 
Hawke quickly stuck in the knife: “If you 
can't govern yourselves, you can't govern 
the country." 








Nepal and India 


Another border 


FROM A CORRESPONDENT i) KATMANDU 


T new Indian prime minister, Mr V.P. 
Singh, says he wants to rid India of its 
reputation as the regional bully. A sign of 
his good intentions was the resumption in 
Delhi on February 20th of talks to end the 
trade dispute between India and Nepal. This 
began last March when India closed 19 of its 
21 border crossings into Nepal. It imposed 
prohibitive tariffs on Nepalese imports and 
banned the export of several commodities, 
including petroleum products. 

India said at the time that the agree- 
ments covering cross-border trade had ex- 
pired and complained that Nepal had been 
slow to negotiate new ones; smuggling, it 
said, was rife. But the dispute went deeper 
than trade. India was upset that Nepal 
bought arms from China. Landlocked ive 
pal, for its part, wants to be less reliant on 
India. Since March it has managed to find 
alternative sources for oil products and 
other basic goods such as sugar and salt. By 
December Nepal was able to end petrol ra- 
tioning. But the Indian blockade has meant 
less foreign aid and investment for Nepal, 
one of the world’s ten poorest countries. 
The government also faces heavy claims 
from construction firms that had to stop 
work because they could not get fuel. 

Even more alarming for the govern- 
ment, the dispute has led to a revival of poli- 
tics in Nepal. Political parties are tolerated 
but have not been able to contest elections 
since 1960, when a brief fling with democ- 
racy was ended on the orders of the then 
king. Nepal has an absolute monarch who 
keeps a firm thumb on his ministers and the 
National Assembly. However, dissatisfac- 
tion with the government over shortece« 
and price rises since the border blockade 
given opposition politicians the courage to 
start a campaign called the Movement for 
the Restoration of Democracy. The govern- 
ment of King Birendra has set out to sup- 
press it. Ten people were reported killed 
when police opened fire on demonstrators 
on February 18th and 19th. Next day Ne- 
pal's 1,800 lawyers held a 24-hour strike in 
support of the campaign. 

Nepal's Congress party is one of the 
driving forces of the democracy movement. 
It gets support from Indian politicians, some 
of whom attended its conference in January. 

ill messages came from Indian gov- 
ernment ministers and from Mr Rajiv Gan- 
dhi. Nepal, for its part, has denounced “for- 
eigners” for interfering in its affairs. 

As it happens, India helped Nepal’s 
royal family regain its old powers in 1951, 
ending the 100-year rule of the autocratic 
Rana family, which had made the monarchy 
its puppet. Despite their bickering, the two 
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countries are closely linked by history and 
mutual interest. Prodded by Mr Singh, the 
officials meeting in Delhi may find they have 

reasons for ending their quarrel. An 
Indian spokesman said on the first day of 


. Vietnam 


the talks that they were proceeding in “a 
spirit of friendship and co-operation". That 
cannot be said for the struggle between Ne- 
pal's determined opposition and its obsti- 
nate king. 





Poised between Marx and market 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 


HE celebrations of Tet, the Vietnamese 

name for the lunar new year, were 
lauded by Vietnam's government as yet 
more proof of the success of its economic re- 
forms. In past years the 2,500-odd state insti- 
tutions based in Hanoi would scrounge lor- 
ries and send them off to the provinces to 
buy rice at the official price of 50 dong a 
kilo. This rice, along with some vegetables 
and a few scraps of pork, was given to em- 
ployees in "Tet bags". The employees would 
sell the rice for around 12 times its official 
price and use the money to buy new clothes 
and the obligatory Tet firecrackers. 

In the moon-struck celebrations that 
ended early this month no one bothered 
with Tet bags. Nor were there queues in the 
shops or any signs of hoarding. True, the 
Russian-made Volgate toothpaste, Ruby 
Queen cigarettes and plastic shoes on dis- 
play might not impress a westerner. But for 
residents of Hanoi it was a novelty to find 
anything at all on the shelves. 

The change follows the Communist par- 


- ty's decision last March to add two new laws 


to the Stalinist canon—those of supply and 
demand. Vietnam's economy had been near 
to collapse back then. The central planning 
that enabled what was North Vietnam to 
beat the French and the Americans could 
not cope with peace. Inflation was ap- 
proaching 1,00096 a year; there was near- 
famine in the north; and the country could 
sell almost nothing abroad because of its 
overvalued exchange rate. 
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HANOI 


In March 1989 the Vietnamese govern- 
ment took measures that went even further 
than the IMF might have demanded. The 
currency was devalued from 1,500 dong to 
the dollar (5,800 on the black market) to just 
over 4,000 dong; it has since drifted closer 
to the black-market rate. Contrary to its 
past disastrous practice, the government 
turned interest rates sharply positive. A rate 
of 12% a month was given on three-month 
deposits, since cut to 7%, twice the present 
rate of inflation. The state bank has sucked 
in 1 trillion dong in deposits. Cuts in de- 
fence spending and in subsidies to state en- 
terprises enabled the government to show a 
modest budget surplus last year. 

Microeconomic reforms were also 
brought in. Dual-pricing—a low, controlled 
price for part of the output of some goods, 
with market rates for the rest—was abol- 
ished. Most prices are now uncontrolled. 
Peasants, four-fifths of Vietnam's popula- 
tion, can once again own land. Provinces 
handle their own exports of rice and im- 
ports of fertiliser. Output has boomed. Last 
year Vietnam exported 1.4m tonnes of rice. 
This made it the world’s third largest ex- 
porter (after America and Thailand) and 
helped boost its total exports to $1.8 billion, 
an 80% increase. This year Vietnam is aim- 
ing for rice exports of 2m tonnes or more. 

The great rice-growing areas in the 
south have prospered. This worries some of 
the old guard in Hanoi. Last year the Me- 
kong delta, an area of anti-government un- 


rest, produced an extra Im tonnes of rice— 
yet paid hardly any more tax to the govern- 
ment than it had before. All this loosening 
up, grumble the traditionalists, will encour- 
age more such nose-thumbing at Hanoi, and 
bribery and corruption too. 

The old guard is also sad to see state- 
owned enterprises under threat. These ac- 
count for nearly all measured capital invest- 
ment in Vietnam, but produce less than a 
third of national income. Most got by in the 
past thanks to cheap credit and no compe- 
tition. According to one maybe rather hope- 
ful government economist, 60% of the state 
enterprises might survive in the new econ- 
omy; 20% could make it with more cheap 
money; the rest are “just hopeless”, unable 
even to pay their employees their miserable 
wages of 40,000 dong ($9) a month. 

The Politburo has yet to decide whether 
to let the hopeless cases go bankrupt, adding 
to unemployment. The party newspaper al- 
ready reckons 20% of the workforce is 
employed, probably an underestimate. 
Some 30,000 of the 500,000 soldiers de- 
mobbed over the past two years loaf around 
Saigon looking for work. The government 
may come to regret one plan to help ex-sol- 
diers. They are being given first crack at 
joining the 180,000 Vietnamese working in 
Eastern Europe and Russia; they, too, may 
bring back dangerous democratic ideas. 

“Further economic reform is not possi- 
ble without political reform,” says Mr Le 
Dang Doanh, an economist at Hanoi’s Cen- 
tral Institute for Economic Management. 
He is probably right: one lesson from East- 
ern Europe in 1989 was that the politics has 
to come first. But then follows the braking 
caution. "We need political stability," Mr 
Doanh adds."No reform is possible when 
you have the chaos they have now in East- 
ern Europe." Mahy thoughtful Vietnamese, 
like a certain brand of Chinese reformer be- 
fore them, rather like the look of Singapc ~- 
as a model. It is rich, has a degree of perso: 
freedom and is in effect a one-party state. 
Even Vietnamese can dream. 

The reformers know that Vietnam will 
have to make a lot more changes—many of 
them, as China has found out, unpalatable 
to party conservatives—if its economy is to 
take off. Managers need to be unshackled 
from party control, infrastructure and edu- 
cation are crying out for investment. Viet- 
nam.needs foreign capital and foreign ad- 
vice, though it is unlikely to get either until 
the prospect of peace in Cambodia becomes 
more certain and Vietnam steels itself to 
take the much more profoundly reforming 
path the East Europeans have followed. 

Understandably, many Vietnamese are 
not going to wait for that. More will shortly 
try to flee their country in search of the Cali- 
fornian dream, by way of Hongkong and the 
countries of South-East Asia. Favourable 
winds usually start to blow in March. 
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The thing across the water 


WASHINGTON, DC 


N FEBRUARY 21st President 
Vaclav Havel of Czechoslovakia 
came calling on President George 
Bush. Meanwhile, Camp David. was 
being made ready for Chancellor 
Helmut Kohl of West Germany. No 
sooner was his bed linen changed 
“sn Mr Charles Haughey, the Irish 
me minister and current president 
of the council of the European Com- 
munity (EC), was due to arrive—fol- 
lowed in a matter of days by the heads 
of government of Norway, Austria 
and Italy. Quite suddenly, the new 
European politics has spilled across 
the Atlantic. 

The most visible reaction of 
Washington to its European visitors 
is delight. Underneath, however, is 
something quite different—the re- 
discovery of cool, hardheaded diplo- 
matic skills. During the Reagan years 
professional diplomacy was an occu- 
pation for bores or subversives, out of 
touch with the ideological wellsprings 
of the presidency. Not now. The dip- 
lomats know that Mr Mikhail Gorba- 
chev has given Europe a window of 
opportunity to remake itself—a win- 
dow that may close. 

The administration is acutely 

„Jare that Mr Gorbachev faces a domestic 
constituency (visible at the Communist par- 
ty's recent plenum), which is watching the 
process of German reunification with great 
unease. Hence the determination on the 
part of Mr Bush and Mr James Baker, the 
secretary of state, that America should do 
nothing that rubs Russia's nose in the fail- 
ure of 45 years of European policy. 

t does not mean that Amierica is go- 
ing soft on its strategic objectives. In private, 
officials say that President Havel was naive 
to contemplate a Europe without NATO, as 
he did on his first day in Washington and 
again before Congress. The Atlantic alli- 
ance remains the bedrock of America's Eu- 
ropean policy. The administration accepts 
that it is going to have to explain to a scepti- 
cal, peace-dividend-seeking Congress, soon, 
why NATO remains important to America, 
in terms that do not depend solely on the 
Russian threat. But it is prepared to do so 
when the time comes. 
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Two sévolulionuüs end Mr Bush. 


r . 1 
The Americans are acutely conscious 


that some European countries—most obvi- 
ously, but not exclusively, Poland and Brit- 


ain—have been startled by the speed of Ger- 


many's unification process; indeed, 
President Bush himself has. sometimes 
seemed to wish that events had taken à more 
deliberate course. Although the decisions ín 
Ottawa earlier this month established a nat- 
ural timetable for unification, culminating 
in a meeting of the Conference on Security 
and Co-operation in Europe (CSCE), the 
Americans are determined that this natural 
timetable should not be elevated to a series 
of deadlines. In particular, an agreement on 
conventional-arms reduction with Russia is 
a sine qua non of a CSCE conference, and 
they remind any who care to listen that no 
such agreement is yet in the bag. 

Britain, at least, feels happier with the 
period of calm implied by a "two-plus-four"' 
conference to settle the German future. But 
for those countries that are not among the 


four wartime allies concerned— notably Po 
land, but West European ones too—two- 
plusfour is not a structure with obvious 3 
charms. Hence the American determination 
to reassert commitment to NATO at every - 
opportunity and to nail down a unified Ger- 
many's membership of it. The line is ex- 
plicit: NATO, with Germany inside, is - 
a force for stability i in Europe what- - 
ever happens in Russia. "n 
Thus the agenda for the suppos- 
edly agenda-less Camp David talks 
with Chancellor Kohl. Nothing in 
the past six months has shown the - 
virtues of the Americans’ cool diplo- 
macy better than their handling of 
West Germany. Once convinced that 
the ‘economic collapse of East Ger- - 
many madeé early unification as inev- 
itable as it was desirable, they lent all - 
* to Mr Kohl's policy. 
Grouses remain. The Americans _ 
rstand the political reasons _ 
Kohl is hiding behind a fig- 
ta legality on the matter of the 
a of lal border (he says only à. 
unified German state can co the - 
present border), but they wish he - 
would not do it. And they were an- _ 
noyed at.the recent spat between | 
West Germany's foreign minister, Mr — 
Hans-Dietrich Genscher and its de - 
fence minister, Mr Gerhard . 
Stoltenberg. Mr Stoltenberg mused 
that’ German troops, outside the - 
NATO command structure, might one 
day be based in what is now East Ger- — 
many—a matter which on two counts N 
(it would annoy the Russians and it — 
establishes the principle of out-of- NATO 
German forces) is not to America’s liking. - 
Granted, Mr Kohl slapped Mr Stoltenberg ~ 
down, but the Americans were consulted on. 
neither the original proposal nor its later | 
disavowal, and are cross. ; 
So far, such crossness has not lasted. Mr 
Baker was furious for only a couple of days © 
after the leaders of the EC, meeting in Dub. 
lin in January, backed the CSCE as a possib 
framework: for European security without 


























partment knows that political contacts w 
Europe need to be refined. 


kick-start a debate on a new — 
floating the idea of a treaty between the 
Community and America. He is waiting for — 
the Community’ s response. The European — 
Commission is working on some ideas (a ^ 
"treaty of friendship” is one of them) which 
may be floated when Mr Jacques Delors, the d. 
commission’ s chairman, comes ing, 
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' Gemütlich at Camp David 


WASHINGTON, DC 


IRST ladies have difficulties with 

their European counterparts. Every- 
one knows that Nancy Reagan found 
Raisa Gorbachev intolerable: bossy (a 
touch of the pots and kettles, there), 
meddling (a suggestion of motes and 
beams, perhaps) and brainy. And Bar- 
bara Bush had a hard time when Presi- 
dent Francois Mitterrand of France and 
his wife Danielle first stayed at 
Kennebunkport last summer. Mrs 
Mitterrand kept banging on about the 
wretched state of the Kurds, until Mrs 
Bush told her that though a French pres- 


ident’s wife might try to influence gov- 
ernment policy, no American first lady 
(at least, not this one) did. 

Relief is at hand. When Mr Helmut 
Kohl, West Germany's chancellor, 
spends the weekend at Camp David, his 
wife Hannelore will be able to tell Mrs 
Bush of her own political interest —her 
attempts to encourage American soldiers 
to leave their bases and enjoy beer, | 
dumplings and other good burgische hos- 
pitality in German homes. Chalk up one 
more success for the new, subtle West 
German diplomacy. 


Hannelore puts in a good word for dumplings 


probably on April 23rd. But at least as sig- 
nificant is Mr Haughey’s visit next week. 
The Irish prime minister is determined to 
leave a framework for relations between 
America and the Community as the legacy 
of his presidency, and is ready to propose an 
expanded timetable of formal contacts be- 
tween the American secretary of state and 
the foreign ministers of the Community. 

America’s dilemma is this: it wants to 
cement its partnership with Germany, but it 
is conscious of the anxieties this causes in 
other European capitals, west and east. The 
administration has not the slightest wish to 
cede its role as Europe’s policeman to Ger- 
many. So far, the circle has been squared by 
the constant refrain of America’s commit- 
ment to NATO, and its commitment to con- 
tinued German membership of it. But what 
happens if Congress decides that NATO is a 
game not worth the candle? Or if the Ger- 
mans decide that a “new” NATO is hardly a 
military alliance at all, and hence hardly re- 
quires American troops on its soil? Those 
are the questions that romantics like Mr Ha- 
vel are already posing. It is not clear that the 
cool diplomats of the administration vet 
know how to answer them. 





2B 





The University of California 


Heat absorber 


SAN FRANCISCO 


CHINESE-born heat scientist has been 
chosen as head of Berkeley, the best 
known of the nine campuses of the Univer- 
sity of California. He is the first person of 
Asian ancestry to hold such a post in any big 





New man Tien 


will be to satisfy fellow Asians that the uni- 
versity selects students without a bias 
against them and in favour of less able stu- 
dents from other racas. 

Mr Chang-Lin Tien will become chan- 
cellor—at a salary of $165,000—in July. He 
is well known and liked at Berkeley, having 
taught there for 29 years after living in 
Shanghai, Taiwan, Louisville and Prince- 
ton. An authority on thermal radiation, his 
research found applications from space 
shuttle tiles to insulation. In 1988 he be- 
came executive vice-chancellor at the Uni- 
versity of California's Irvine campus in 
southern California, a smaller and much 
newer academic institution which he will 
now leave. 

The appointment is the latest in a series 
of steps Berkeley has taken in the past five 
years in recognition of demographic 
changes in the student body, where a whi*^ 
majority has become a minority and 
Asian minority has been growing much 
faster than others. Of Berkeley's 22,000 un- 
dergraduates, 45% are white, 28% Asian, 
13% Hispanic, 8% black and the rest come 
from other ethnic backgrounds. The Asian 
proportion will grow. The Population Refer- 
ence Bureau in Washington predicted five 
years ago that by 2000 the United States will 
have 8m Asians, nearly 3m of them living in 
California. 

Three years ago Berkeley was the scene 
of turbulent demonstrations over allega- 
tions that the university was trying to limit 
the number of Asians admitted, in favour of 
blacks and Hispanics with lower academic 
scores. Only last month the Department of 
Education announced it would investigate 
the same complaint at Berkeley. 

Lengthy inquiries by state. legislators 
and others had already led to changes in ad- 
mission and teaching practice. Perhaps the 
most controversial one was the decision, r 
luctantly reached last year, to drop a cour 
in western (European) culture previously re- 
quired of all students and to require instead 
a course in American culture which would 
emphasise ethnic and racial minorities. 
Berkeley now requires students to take three 
out of five courses in either black, Hispanic, 
American Indian, Asian or European- 
American cultures. European culture has 

ome a "minority" affair. 

Berkeley also laid out a plan last year to 
build "a multicultural, multiracial university 
community" and encourage students from 
minority groups to do graduate study, pre- 
paring to teach at the college level. The aim 
was to get professors from minority groups. 
Last year a Japanese-American, Mr Patrick 
Hayashi, was named associate vice-chancel- 
lor for admissions at Berkeley. For the past 
two years the elected president of the stu- 
dent body has also been Asian. Mr Tien per- 


force becomes a role model. 
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Water subsidies 


Dry up 


HEAD-ON collision between modern 
environmentalism and America’s most 
revered pork-barrel—the federal water sub- 
sidy—is rattling California’s Central Valley. 
At stake are the future of the San Joaquin 
River, carrying a trickle of Sierra snowmelt 
north to San Francisco Bay, and the thriv- 
ing farm industry its diverted waters feed. 
The first contracts signed by farmers 40 
years ago with the Bureau of Reclamation 
for water from the Central Valley project 
are now expiring. They belong to the Friant 
Unit irrigation districts, which water Im 
acres of cropland in the south-eastern cor- 
ner of the valley. With 800,000 acre-feet of 
F-iant water, and hundreds of thousands of 
‘e-feet pumped from shrinking groundwa- 
ter reservoirs, the farmers grow each year $2 
billion-worth of grapes, oranges, potatoes, 
cotton, plums and other crops. The towns of 
Fresno, Orange Cove and Lindsay also dip 
their ladles into the trough. 
Trough it is. Congress initially insisted 
that water users should repay CVP construc- 





| 
| PHOENIX 
N SPRING, as the swallows head north, 
| baseball fans head south. For a month 
| and a half before the regular season be- 
| gins, the major-league teams limber up for 
the proper season by playing almost casu- 
ally against each other under warm winter 
suns in Florida (the Grapefruit League) 
and Arizona (the Cactus League). 
Thousands of fans travel to the spring- 
training games—and even the practice 
sessions—because it brings them closer to 
their heroes. It is much like attending a 
village cricket match with national play- 
ers. One superstar may sidle up to the 
fence to chat with a fan; another may find 
himself surrounded by dozens of auto- 
graph-seeking youngsters. 
| It is good business too. During the six- 
week season the six teams that play in Ari- 
zona help pump some $150m into the 
economies of towns like Phoenix and 
| Scottsdale. In Florida, where more teams 
| play, the likes of St Petersburg, Miami and 
| E Lauderdale get a combined $500m 
t. 


The play that is supposed to begin on 
March 1st is being threatened by owners 
who are demanding that a new labour 
| contract be negotiated first. They have 
| simply locked their players out of the 


Not this year—or, at least, so it seems. 
i 
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| No spring thaw for baseball 





tion costs within 50 years, interest-free. The 
subsidy was to promote family farming. 
Then the Bureau of Reclamation added 
other subsidies without legal authority, by 
extending repayment periods beyond 50 
years, lowering prices according to "ability 
to pay" and underpricing electricity used by 
the pumps. Environmentalists say that the 
unauthorised subsidies add $1.5 billion to 
the $2 billion subsidy that Congress in- 
tended (in 1985 dollars). At least the Friant 
holdings look like family farms. Averaging 
63 acres, they are well under the 960-acre 
limit for the bureau's subsidised water. 

Nature pays a high cost for the project: 
almost the entire annual flow of the San Joa- 
quin River has been diverted. The runs of 
Chinook salmon have ended and wetlands 
have shrunk. State wildlife officials worry 
about 42 endangered or threatened species 
in the area, including the bald eagle, kit fox 
and tricoloured blackbird. The National Re- 
sources Defence Council (NRDC) sued to 
force the government to honour the Na- 
tional Environmental Policy Act, passed 
midway through the Friant farmers’ latest 
contract term, by studying environmental 
impacts before renewing. 

The water districts argued that contract 
renewals were exempt from the act. Mr 





ballparks. The owners want to limit the 
amount of money they pay out to players 


from the vast pool of income they get 
from ticket receipts and, most important, 
from lucrative television contracts. These 
now include a four-year package with cns 
and ESPN worth at least $1 billion. 
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Drenched by taxpayers 


Ralph Tarr, solicitor for the Department of 
the Interior, agreed. He should know; he 
built his career in a Central Valley law firm 
that represented Cvp water users, including 
the Friant Unit. The argument relies heavily 
on a 1956 statute that reiterates water users’ 
right to renew, as stated in their contracts, 
to assure them continued access to water. 
Mr Tarr said the 1956 statute meant the 
government had to deliver the same amount 
of water as before. The government had no 
discretion. Hence, no environmental re- 








The owners, poor things, are victims of 
the free market. In 1976 players won a rul- 
ing in court that after their contracts have 
expired they may become "free agents" 
and sell their skills to the highest bidder. 
At first, the owners successfully colluded 
to keep prices down. But when the play- 
ers' union proved this in court in 1989, 
salaries took off like fly balls. Mr Mark 
Langston of the California Angels, for ex- 
ample, has a four-year $16m contract. 
Even mediocre players now get multi-mil- 
lion dollar salaries. The average salary in 
the major leagues is $500,000 a year. 

Now the owners want the free market 
reined in, saying that the game cannot af- 
ford such salaries. They want a pay-for- 
performance scheme and a salary cap simi- 
lar to the one agreed by the National 
Basketball Association and its players. 
They say that they will keep the players 
away from the fields until an agreement is 
reached. 

Most fans reckon this is just a fight be- 
tween billionaires and millionaires. Their 
biggest fear is that the dispute will not be 
resolved in time to begin the normal sea- 
son on April 2nd. But at least they can 
watch some baseball. At the Airporter 
Stardust Hotel in Yuma, Arizona, the pro- 
fessional players of the Yakult Swallows 
begin their day with stretching exercises 
at 8am and end it with batting practice at 
8pm. The average baseball salary back 
home in Japan: $150,000 a year. 
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view. The NRDC saw the law differently, 

The Environmental Protection Agency 
took an interest, and locked horns with the 
Department of the Interior last spring. Then 
the White House Council on Environmen- 
tal Quality stepped in, siding with the EPA. 
Political pressure resulted in a peculiar com- 
promise: in November Mr Manuel Lujan, 
the secretary of the interior, announced an 
environmental study. The new: contracts’ 
prices, delivery times, and conservation re- 
quirements would be subject to its findings, 
but not the water quantity. That is still sa- 
cred, supposedly, under the 1956 statute. 

Environmentalists were piqued; the wa- 
ter districts were furious. They were about 
to sign new, standard-form contracts when 
the Federal Register opened the public com- 
ment on quite different ones, which would 
permit the government to change their 
terms, depending on the outcome of the 
study, possibly three years hence. What sort 
of contract was that, the farmers asked. The 
uncertainty would hurt them 'at the bank, 
they said. Three of the district's current con- 
tracts expire on Feburary 28th. The farmers 
rejected Mr Lujan's entire compromise, de- 
manded new negotiations with Reclama- 
tion, sued for breach of contract, ánd ran to 
Washington to pester their friends. 

Their yelping came to nought. The gov- 
ernment insists it will stick by the compro- 
mise. Who dries up now depends on the fed- 
eral judge in Sacramento handling both the 
NRDC suit and the water districts’ suit. On 
February 5th he denied the government's 
motion to delay the NRDC suit for three 
years. But he stipulated that the farmers will 
get water until the next hearing in June. 
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One man’s waste 
Recycling 


Redemption 


NEW YORK ‘ 


IKE most legislation, New York state’s Re- 
turnable Container Act has fostered 
many creative and devious avoidance tac- 
tics. But the "bottle bill” introduced by 
Governor Mario Cuomo in 1982—which 
imposed a deposit of 5 cents on all glass, 
plastic and aluminium containers of fizzy 
drinks, such as beer and soda—has also had 
an unexpected good effect: providing a 
source of income for the homeless. 

Few pedestrians or subway-riders in 
New York city can avoid seeing “street re- 
deemers” at work, scavenging in rubbish 
bins or hovering by food stalls, stuffing 
empty containers into the enormous bags 
slung over their shoulders. Several hundred 
a day come to We Can, a non-profit orga- 
nisation in midtown Manhattan which has 
paid out $1.5m in returned deposits since it 
opened in October 1987. 

Most of its suppliers are middle-aged, 
homeless men, many of whom have made 
bottle redemption a full-time job and return 
several times a week with more empties. All 
but one of We Can’s 16 staff used to be 
homeless collectors themselves. A network 
of maverick "two-fors" buy cans from other 
redeemers at 5 cents for two, and then sell 
them to the centre at full price. 

The only trouble about this informal 
street-collection system is that some scaven- 
gers overturn rubbish bins in their search 
for containers, and leave everything else 
strewn across the road. The original aim of 
the act was to reduce litter. Recycling was 
only an indirect benefit. But official statis- 
tics now claim that 7596 of eligible contain- 
ers (over 6 billion last year) are returned. 
That has cut New York state's output of 
solid waste 596 by weight and 896 by volume. 
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But New York city is 
doing badly: despite the ef- 
forts of the homeless, fewer 
than half its containers are 
redeemed. Though many 
New Yorkers may be too 
idle to return their contain- 
ers for a nickel apiece, oth- 
ers who try find it difficult. 
Supermarkets and corner 
stores often refuse to take 
returns, or will accept only 
a limited number, at certain 
specified times. They never 
accept a brand or size that 
they do not sell. 

The law demands that 
distributors pass on a 5 cent 
deposit to the consumer via 
the retailer. In addition, 
they must pay shopkeepers 
a 142 cent handling fee 
each redeemed container. According to 
founder, Mr Guy Polhemus, We Can could 
support itself on the 1/2 cent handling fee, if 
all the distributors obeyed the law and ac- 
cepted their empty containers. But enforce- 
ment is weak. Any cans not returned repre- 
sent a cost-saving to the distributor of 6! 
cents. The industry made $80m in windfall 
gains from the 1.6 billion containers not re- 
deemed in the last accounting year. 

Governor Mario Cuomo has been try- 
ing unsuccessfully for five years to amend 
the legislation to recoup these unredeemed 
deposits. In 1989 he set up a commission to 
investigate; it will report in March. 





David Durenberger 


Nordic wrath 


ST PAUL, MINNESOTA 


WEE passes for an ethics cloud ... 
Washington, DC, looks like smog to 
Minnesotans. Officials are expected to be 


squeaky-clean in a state that believes itself, 
sometimes to the point of smugness, to have 


` the cleanest politics in America. The state's 


Nordic ethos can be as grim as it is fair. 

Given this, Mr David Durenberger, 
Minnesota's senior senator, must be thank- 
ing Thor that he still has five years of his 
Senate term to run. He is the first of seven 
senators to appear before the Senate Ethics 
Committee this session, accused of impro- 
prieties. His approval rating in the state has 
fallen from 7396 to 4196. A poll found that 
two-thirds of Minnesotans do not want him 
to quit now, but that 7696 said he should 
resign if found "guilty". 

t year, after winning easy re-election 
in 1988, Mr Durenberger ranked as the 
most popular politician in the state, with a 
reputation for independence, moderation 


. and special knowledge of health and envi- 
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FIRST ON TOPÍ 


For the first time 
ever, a complete | 1 
ining ! — —— 
petroleum refining and marketing gee Si : 
Because for quality operation, you pay t 


attention to smalldetails. And big ones 


operation has been awarded the British 
Standard for quality, BS 5750: Part 2: 1987 (ISO 9002). 


Phillips-Imperial Petroleum. Not for just a product or 
- service. But Quality Assurance of the whole operation. 
Now PIP joins the distinguished companies 
registered by the British Standards Institution. 
After one of their largest audits ever. 
What does it mean? 66 producers of goods and services must sats their 


ustomers’ quality needs. BS 5750. This identifies the 
basic disciplines and specifies the procedures and 
criteria to ensure that a product or service which a 


AndwhyhaspIp eee Rene amen 99 
undertaken this, a vigorous commitment to quality? 


In order to improve further the 
QUAL products and services throughout 
| the company. To become even 
more competitive. To raise safety standards. But most 
of all to benefit the customer. To provide the best the 
petroleum industry can offer. 





And does it? Quality Assurance 
registration proves it does. 
And nobody else is up there yet. 
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AMERICAN SURVEY 


ronmental issues. But Minnesota politicians 
must, above all, be "money honest" and 
money is the root of the ethics charges. The 
ethics committee is asking whether a 
$100,000 book deal was a ruse to beat the 
limits on the outside income that senators 
may receive. He is also accused of getting re- 
imbursed for the rent of a flat he uses in 
Minneapolis—which would be fair enough 
(as an expense of his job) except that he 
owned it. For this he has already repaid 
$11,005, plus interest, after a ruling by an- 
other Senate committee. 

Another charge is that he put pressure 
on businesses and their lobbyists to pay for a 
junket to Puerto Rico and also for 22 speak- 
ing trips to Boston where he was getting 
marriage counselling. On top of that, Min- 
nesota newspapers have unearthed records 
of nearly $1m of bank loans made to him, 
mostly unsecured and below prime rate. 
Cronyism, they suggest. 

Republican leaders in Minnesota are be- 
ginning to worry about a "Durenberger de- 
pression", They feel robbed of a campaign 
issue: a “sleaze” attack on five Democratic 
state representatives with their own ethical 
p from sex to theft. And the fuss 

set off a row between two Republican 
candidates for governor: Mr Jon Grundseth 
has accused Mr Doug Kelley, who was Mr 
Durenberger's chief of staff, of complicity in 
the book deal. Mr Kelley, denying this, has 
distanced himself from his former employer. 

Mr Durenberger has apologised for 
what he calls lapses of judgment in what he 
says are legal, but misunderstood and media- 
distorted, transactions. But Minnesotans 
are cruel judges: an appeal for money to help 
defray his $240,000 legal bills netted $3,919. 





The Ku Klux Klan 


In dekline 


FORT WORTH 


T HAD all the trappings of low comedy. 
Timothy Sherman  Hall—otherwise 
known as J. D. Calhoun, chief recruiter for 
the Texas Ku Klux Klan—persuaded his col- 
leagues David White and Charlene Moore 
to join his hate group. At some point, Miss 
Moore became annoyed at her two male col- 
leagues and told their boss, who fired them. 
KKK members have secret identities, so the 
hate hierarchy suspected Miss Moore, since 
only she would have known both their true 
identities; it sent her membership applica- 
tion to her boss at work, who promptly sent 
her packing as well. The collective boss of 
these three was the sheriff of Tarrant 
County, Texas, Mr Don Carpenter, the top 
elected law officer in the county. 
The episode did not stop with the sher- 
iff s department. Mr Hall, the Grand Kleagle 
of the KKK, was also an air force sergeant and 
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Thick skins 


NLY one violent hate group has de- 
fied the trend and is growing in the 
United States: the skinheads. The num- 
ber of American | skinheads—white, 
mostly teenaged toughs with shaved 
heads—has grown from fewer than 100 
in 1985 to more than 5,000. Skinheads 
originated in Britain in the early 1970s, 
where they specialised in terrorising im- 
migrants and supporting certain football 
clubs. Their American counterparts are, 
primarily, from broken—but usually 
middle-class—homes where there is no 
father figure. For musical entertainment 
they listen to racist groups like Britain's 
Skrewdriver, France's Brutal Combat 
and America's Tulsa Boot Boys. 
They have been involved in vandal- 


security officer at an air-force base. The air 
force promptly discharged Mr Hall and four 
other security officers who were found to be 
KKK members. To add insult to injury, Mr 
Hall was evicted from his apartment. 

The week's events pointed to the declin- 


ing fortunes of a once populous segment of 


American society, particularly in the South. 
Membership of hate groups is now at its low- 
est level in this century. That is not to say 
that organised racism has evaporated. But 
the Anti-Defamation League of B'nai B'rith, 
chroniclers of the activities of American 
hate groups, measures the climate for these 
organisations by three indi- 
ces: membership, influence 
and potential for violence. In 
most categories, most groups 
have declined. 

In the first half of this 
century membership in the 
KKK and its white-collar coun- 
terpart, the White Citizens 
Council, numbered in the 
millions. Southern  politi- 
cians courted it, businessmen 
backed it, preachers extolled 
its murderous efforts to pro- 
tect the southern way of life. 
During the civil-rights strug- 
gles of the 1960s, open KKK 
membership numbered in 
the tens of thousands, and 
the most violent attacks on 
civil-rights marchers came 
from men who wore shields 
by day and sheets by night. 

The picture has changed. 
Today the league estimates 
there are fewer than 20,000 
members of all American 
hate groups, no more than 
5,500 in the various segments 








ism, beatings and occasional murders. In- 
creasingly, the skinheads are armed. One 
13-year-old in Rosemont Junior High 
School in Glendale, California, pulled a 
.357 magnum on his teacher when she 
would not allow him to wear a White 
Power T-shirt for his yearbook picture. 
In Dallas last week, a federal trial began 
of five skinheads accused of vandalising 
synagogues and a mosque, and beating 
up blacks and Hispanics. One of their 
number, Daniel Wood, is under a ten- 
year sentence following a state-court con- 
viction for vandalism. 

American skinheads are still a frag- 
mented lot: there is no national skinhead 
organisation. Most of them will probabh 
grow out of it. 


of the KKK. The grand dragon, Mr Bill Wal- 
ton, is fat, missing teeth, limps and lives on a 
caravan site—hardly the dashing, Con- 
federate colonel protecting southern 
womanhood. 

The civil-rights movement is the princi- 
pal cause of the decline, but sunbelt prosper- 
ity has helped. The Klan and other groups 
no longer get financial support from busi- 
ness. That is understandable. Southern poli- 
ticians are keen to portray a new southern 
tolerance when seeking business. Many 
southern senators feel they owe their jobs to 
black voters. Bigoted southern police chiefs 
have been replaced by profes- 
sionals with doctoral degrees 
in criminology. Blacks, His- 
panics and Asians are found 
throughout law-enforcement 
ranks. The willingness 
judges to hand out maximum 
sentences has gone far to- 
wards convincing the public 
that organised violence is no 
longer tolerable. 

That is not to say all is 
well. There is still friction be- 
tween ethnic minorities and 
police departments, and be- 
tween white and black police 
officers. Discrimination law- 
suits—such as those pending 
against the Dallas police and 
fire departments—are com- 
mon. But abuse of blacks by 
white officers is news these 
days. Klansmen have been 
fired from law-enforcement 
agencies in Kentucky, Missis- 
sippi, Florida, Ohio, Ala- 
bama and even New 
Hampshire. 


— — —— —— 
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the most good. At the top. 


Phillips-Imperial Petroleum has committed 
the entire company to a programme of high 
quality standards. From top management 
down. Every Director, Manager, Department. Every operator in the refinery. All terminal 
staff. Every dispatcher, sales representative and tanker driver. A year has been 


devoted to the preparation for the BSI assessment 
programme. Important resources and personnel 
assigned to it. 


And what happened? 


The British Standards Institution has awarded, for the first time ever to a complete 
refining and marketing operation, the certification of BS 5750: Part 2: 1987 (ISO 9002). 


PIP joins the distinguished companies registered by BSI after one of the largest 


assessments ever undertaken. 6 6 Producers of goods and services must satisfy their 
: customers that their products and systems consistently 
So the commitment to quality has meet their customers’ quality needs. BS 5750. This 
. identifies the basic disciplines and specifies the 
had a tangible result. procedures and criteria to ensure that a product or 
service which a company provides meets the 
Quality Assurance, the BSI guarantee. customers’ requirements. @ @ 


Quality performance produces quality results. Improved products and services. 
Enhanced competitiveness. Higher safety standards. But best of all, a better deal 
for the most important member of the chain: the customer. 


eee BO 
MPERIAL 


And there’s only one way to do that. ETROLEUM 
Stay on top of it. ! 


After Quality Assurance? A commitment to reliability. 
To continuation. Because after all, the only 
way to be reliable is to keep the quality going. 
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Accentuate the positive 


M? WILLIAM BENNETT has many qualities, but patience 
is not one of them. He has begun to declare some kind of 
victory in the drugs war, only four months after his strategy was 
unveiled by the president and long before most of the money 
requested then has found its way into spending accounts. “The 
scourge is beginning to end," he said on January 25th, citing the 
drop in drug use among the white middle classes. Three weeks 
later he joined the health secretary at the White House to trum- 
pet the results of a poll of 
school ^ teenagers, ^ which 
showed that half as many use 
drugs as did a decade ago. 

That same study has 
shown the same trend since at 
least 1985, but Mr Bennett 
said little about it last year. 
The National Insitute of Drug 
Abuse did a poll in 1988 that 
showed a drop in cocaine use, 
but the drugs tsar chose to 
emphasise its tentative finding 
of an increase in the number 
of people using cocaine at 
least once a week. Just about 
all the positive statistics Mr 
Bennett cited in January were 
available last September. 

The drugs war may indeed 
be being won. There are signs 
that in certain cities the crack 
epidemic is passing. In Washington, DC, the proportion of ar- 
rested people whose urine contains traces of cocaine has fallen 
from its peak last year of 7096. Mr Mark Kleiman, of Harvard's 
Kennedy School, reckons there is good reason now to expect à 
steepish fall, because, while crack was spreading faster than en- 
forcement, the risk per transaction was falling, which attracted 
dealers. Now, with the market static or contracting and enforce- 
ment growing, the risk is rising all the time, driving dealers out. 

Yet even this is a bit of a false dawn. City centres may soon 
see less crack, but suburbs and rural areas are still meeting it for 
the first time. The statistics largely measure the wrong popula- 


tion—householders and teenagers who do not drop out of 


school. According to Mr Peter Reuter of the RAND Corporation, 
the low price of crack means that more users reach hospital 
emergency rooms. 

In any case, how much credit the federal government can 
take is difficult to say. The one front of the drugs war for which it 
is solely responsible—interdiction—is the one front where fail- 
ure has been conspicuous: the price of cocaine has not risen. Yet 
it has always been the aim of Mr Bennett's policy to drum an 
instinctive intolerance of drugs into the public mind and in this 
he may be succeeding, at least with the middle classes. 

A subtle explanation for Mr Bennett's decision suddenly to 
be positive is doing the rounds. The heresy of legalisation has 
been slowly gaining adherents, so far mainly among academics or 

ns of one sort or another. But in December their ranks 
were joined by a congressman (one George Crockett, an 81-year 
old eccentric leftist from Detroit) and a judge (Mr Robert Sweet, 
a former deputy mayor of New York). These are hardly big fry, 
but, so goes the theory, Mr Bennett was made uneasy by the 


| thought that the longer he declared drugs a growing menace, the 
louder would grow the calls for a fresh approach. 
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The vehemence of his hatred for this heresy is startling. In a 
speech at Harvard in December he called legalisation morally 
scandalous and said liberal intellectuals were "telling us with an 
ignorant sneer that our drug policy won't work." But it is wrong 
to put this down to fear. He knows that legalisation is no real 
threat so long as it'scandalises public opinion. He simply cannot 
resist savaging liberal intellectuals. It is familiar ground. He cut 
his political teeth as education secretary to Ronald Reagan, 
where he specialised in attack- 
ing intellectuals. 

There is à more convinc- 
ing explanation for Mr Ben- 
netts positive accent. Ob- 
serve a canny politician at 
work. In 1989, new to his job, 
he needed to play up the task 
ahead, both to increase the 
drugs budget and to gain at- 
tention for himself and his 
message of public intolerance 
of drugs. In 1990 things have 
changed. The administration 
has been at work on drugs for 
long enough for it to claim 
some credit for the encourag- 
ing figures—plausibly, if not 
convincingly. Indeed, Amer- 
ica had begun to ask for re- 
sults. A politician knows 
when to switch from exagger- 
ating the task ahead to trumpeting his achievement. 

Some see a game plan. Last September Mr Bennett said the 
sky was falling. Now he says he has begun to prop it up. A year 
from now he can say the sky is back in place and his job done. Mr 
Bennett has a distant chance of being president and he knows 
the way to get there is not to spend eight years as drugs tsar. 


The huddled masses, again 
Te last thing that Washington needs is another think- tank, 


but the latest in town deserves a passing mention. The 
American Immigration Institute has been founded to promote, 
study and, yea, even celebrate immigration to the United States. 

Although some of the institute’s backers are leftish libertar- 
ians of the Colorado-and-California school of Democrats, oth- 
ers, including its director, Mr Stephen Moore, are scions of the 
New Right. Mr Moore used to work at the Heritage Foundation; 
his new think-tank is taking rooms in the Hudson Institute's 
Washington office. Its opponents, he thinks, will be drawn 
equally from the old left (the AFL-CIO and some black organisa- 
tions, traditionally suspicious of the consequences of immigra- 
tion for their constituents) and the old, America-first right. 

Of the lessons that follow from the institute's founding, two 
stand out. First, that in the politics of the 1990s, party labels and 
traditional affiliations are going to be a lousy guide to what any- 
one is up to. Second, the institute’s conservative heritage is a 
reminder of something too often forgotten. A substantial chunk 
of America's conservatives (particularly, it is safe to hazard, the 
younger ones) are genuinely libertarian in their instincts. By 
comparison with most of the world’s right-wing parties, those 
instincts are agreeably odd. 
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Quality is always part 
: of our plans. 

Phillips-Imperial 

Petroleum is committed 

to the highest standards 

in the industry. 

In a big way. 


And all because of you. General Manager of P, 


consults plans for the new 


A rigorous programme was undertaken to guarantee that quality. £12 million de-waxing unit, built to 


increase the weld of high quality 
diesel fuel. Commitment to 


To re-orient the company efforts to meet customer needs better. quality s important to everybody t 
To produce totally reliable 


products. Safely. | 
So the customer would know he's getting from PIP 


the best the petroleum industry has to offer. 





An astute design. And results as planned. Ask the British Standards Institution. 
Because now they certify the quality, in every aspect of PIP goods and services. 
BS 5750: Part 2: 1987 (ISO 9002). 


After one of the biggest BSI audits 66 Producers of goods and services must satisfy their 
customers that their products and systems consistently | } 
ever conducted, PIP is the first meet their customers’ quality needs. BS 5750. This a 


identifies the basic disciplines and specifies the 
procedures and criteria to ensure that a product or 
service which a company provides meets the 
customers' requirements. e e i 


complete refining and marketing 
company to be awarded BSI 
Quality Assurance for the whole of'its operation. 


But it’s not completely alone, of course. Parts of many leading companies 
are registered by British Standards Institution 
and all accept BSI certification as 

proof of quality and technical expertise. 

So we're in good company. 





m 
Shouldn't it be yours? 
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Dynamic management aims at global markets. 
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and information systems - CeBIT Banking Center - Security equipment 

ware, databases, management consulting - Peripheral DP equipment · Office 
tion * Branch-oriented solutions, microcomputers - Telecommunications 
tworks - Research and technology - Computer technologies - Production data 
uisition - Training and personnel development. 








or further information please contact: 
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INTERNATIONAL 


Nicaragua learns to vote 


E 1C ae 


And Chamorro teaches E style ; 


6G6ARE the Nicaraguans crazy, stupid, para- 
noid? Why are they voting for a gov- 
ernment that has produced this economic 
disaster?” The question is put by one of the 
»untry's best-known economists, Father 
Javier Gorostiaga, a good friend of the 
Sandinist government. Many others have 
been asking similar questions in the run-up 
to polling day, February 25th. Most bets 
have been on a Sandinist win, but in the 
closing days the odds were shortening, as 
the National Opposition Union (UNO), 
which is backed by the United States, put 
on a late surge. 

The opinion pollsters have a tough job. 
Nicaragua s Mayan mythology‘ includes a 
character named the gueguense, who wears a 
mask, never lies, but never tells the truth. 
His presence may help explain why the polls 
taken by UNO show it in the lead, while oth- 
ers taken by the Sandinists" friends tend to 
put them ahead. 

Anyway, Nicaraguans are not used to 
contested elections. The last time they went 
to the polls, in 1984, the Sandinists got 67% 
of the votes, but only after most opposition 
groups had taken United States advice and 
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pulled out to make the result look more du- 
bious than it probably was. Before that, Nic- 
aragua’s dynasty of dictators, the Somoza 
family, did much to justify the saying: 
“Whoever counts the vote must win.” 

A lot of people still believe that the gov- 
ernment will win because it is the govern- 
ment. The country is swarming with observ- 
ers; there are 600 from the United Nations 
and the Organisation of American States, 
and 2,000 less formal watchers, ranging in 
quality from ex-President Jimmy Carter's 
earnest team to various liberation theolo- 
gians and entertainers. 

The monitoring system is meant to be 
foolproof. Many Nicaraguans believe there 
will be fraud after the poll. The opposition 
has nothing to lose by encouraging the sus- 
picion; if it likes the result it can withdraw 
the charge and agree (as almost everybody 
else does so far) that this was the country's 
first free and fair election. Last Sunday UNO 
held the largest anti-government rally Nica- 
ragua has ever seen, in the main square of 
the capital of a country engaged in a war 
that UNO refuses to condemn; and the oppo- 
sition campaign is paid for by the same peo- 





ple who have financed the rebels7the — 
United States Congress. E. 
Father Gorostiaga’s rhetorical question — 
about the election contains a built-in an- 
swer. He says Nicaraguans have always been — 
prepared to pay a high cost for self-deter- · 
mination and national dignity, and that is _ 
what the Sandinist Front represents. True, - 
maybe, but the cry for national dignity rings — 
less strong now than it did when memories 
of the revolution of 1979 were still fresh. — 
Nicaraguans are thinking now about more -— 
traditional issues, such as jobs and food. - 
Even President Daniel Ortega says he wants 
normal trade with the United States. = 
For the election, the Sandinists have — 
junked much of their ideological baggage M 
and run a campaign brightened by unmis- 
takably North American touches. They say — 
they learnt them in Europe, which is a slan- | 
der: at the French municipal elections, sub- — 
jected to study by a Sandinist team last year, — 
nobody handed out condoms wrapped in 
the ruling party's colours, nor even less ster- -· 
ile symbols such as Sandinist cigarette — | 
lighters, aprons, T-shirts and briefcases la- — 
belled Daniel after Mr Ortega. Class war- — 
fare, clenched fists and protest songs have — 
made room for baby-kissing and ear-bruis- · 
ing pop music. t3 
this costs money; in a dirtpoor - 
country with only 1.7m voters. The adminis- 
trative cost of the election is some $17m, of 
which $9m has been contributed by foreign- — 
ers. The Sandinists say they have spent — 
some $10m-11m on their campaign, not in- 
cluding the help they get from public funds. — 
UNO's spending has lagged far behind; 
$1.3m given by the United States govern- | 
ment, plus the little it has been able to raise ~ 
locally. F 
The opposition campaign has therefore 
been far less lavish than the government's, — 
Everybody knows who UNO is against; but 
what it is for remains unclear. The coalition 
of 13 registered parties (mostly rival brands _ 
of Conservatives, Christian Democrats and ~ 
Liberals) is held together not by cash or — 
shared politics, but by affection for its presi- 
dential candidate, Mrs Violeta Chamorro, — 
the silver-haired grandmother who stands — 
for anti-Sandinism. (Eight other parties are — 
also in opposition, but outside UNO.) N 
Given the country's economic mess, itis — - 
remarkable that the Sandinists were — 
favourites to win until the final lap. There is | 
much debate about how they have come to _ 
shift so far from their unpopular social and — 
economic ideas. Their critics in the United — 
States, and of course UNO, say the © 
Sandinists were forced to change, and to 
consent to a fairish election, by economic 
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blockade and the contra war. Others argue 
that the party yielded to the wave of change 
stemming from Eastern Europe; there are 
 Sandinists who say they practically invented 
_ perestroika, and anti-Sandinists who say the 
party stopped loving Russia when the Rus- 
sians stopped handing out guns. Whoever 
_wins, by the beginning of Lent Nicaraguans 
E have chosen a home-grown government 
at last. 












| No way out 


SINGLE Leninist party, in con- 
formity with the norms of demo- 
cratic centralism, is what Mr Fidel 
Castro wants for Cuba, and what the 
plenum of his Communist party un- 
surprisingly reaffirmed as its objective 
|| when it met in Havana last week. In 
. support of that aim Major-General 
Sixto Batista Santana, a veteran of 
"important international missions in 
Angola and Ethiopia", was appointed 
. co-ordinator of the Central Commit- 
. tee's committees for the defence of 
the revolution, whose job is to stop 
the next revolution coming. 
-The lonesome Cubans deplore the 
| neglect shown by their paymasters 
| and armourers in Eastern Europe, 
and the Americans are relaxing. 
|| Faced with news of the latest, and 
. possibly last, delivery of modern Rus- 
| sian aircraft to Cuba, Mr James 
| Baker, the secretary of state, merely 
||. said his country “has difficulty under- 
standing” it. 
Cuba's former followers in Africa 
. and Central America are falling away. 
Nicaragua's Mr Daniel Ortega does 
. his best to make bourgeois free elec- 
. tions seem like fun. El Salvador's 
revolutionaries have proved that, 
while they can certainly fight, they 
cannot muster a people's uprising. 
~ The Communist party's plenum 
|| put the people on guard against the 
temptation of experience "foreign to 
Cuban history and tradition". That 
was odd. Cuba spent its history until 
1898 as a colony of Spain, for the fol- 
lowing half-century as a quasi-domin- 
ion of the United States, since then as 
 asatellite of the Soviet Union. 
Foreigners have made Cuba what 
-it is. As its Communist supporters 
turn their back, the island may be 
. forced into the novelty of indepen- 
dence, whatever its ruling party says. 
. The plenum's main decision was to 
|| hold a big policymaking meeting in 
| one year's time. Bets, please, on 
. whether that event will take place. 
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Uruguay 
Rattle of the 
dinner plate 


FROM A CORRESPONDENT IN MONTEVIDEO 


Ge! Uruguay is where many of the 
southernmost South Americans like to 
spend their holidays on the midsummer Jan- 
uary beaches. The army went back to its bar- 
racks in 1985 and looks like staying there. 
The money keeps its value (well, inflation 
was running at 90% in 1989—bur for the 
year, not by the month). Elections are truly 
free. So all is well for the winner of the latest 
one, Mr Luis Lacalle, who takes office as 
president on March Ist? Not quite. The big 
economic indicators point the wrong way, 
and Mr Lacalle must turn them round, 

Output is stagnant, unemployment is 
rising (it stood at 8.4% last year), and the 
unions say pay is lagging behind prices. Real 
wages are certainly lower than they were a 
decade ago. The 1989 trade surplus topped 
$300m, bur still fell short by $50m of cover- 
ing the interest on the foreign debt. And 
looming over all is a budget deficit which, 
forecast at $300m for 1989, probably 
reached $540m, at least 6.5% of GDP. Mr 
Lacalle says his first year will be “hard, bitter 
and difficult”, as he struggles to cut the defi- 
cit to 2.5% of GDP in 12 months. 

The first of the unspecified measures he 
will ask Congress to pass provides for the 
sale of part of the country’s gold reserves of 
$1.3 billion, to set up a fund to help service 
the foreign debt of $6.7 billion. The incom- 
ing president of the central bank, Mr Ra- 
mon Diaz, wants this done. Further cash 
should be raised by the privatisation of some 
state companies including Ancap (a con- 
glomerate which produces oil, alcohol, to- 
bacco, cement and quite a lot besides) and 
the newish but slovenly telephones. 

Yet democracy has tied Mr Lacalle's 
budget-cutting hands. The voters who 
elected him last November also approved a 
constitutional reform that mandates in- 
creases for Uruguay's 600,000 pensioners. 
For that, the new government will probably 
have to find an extra $160m, or almost 2% 
of GDP, just as it tries to slash spending. 

In Congress Mr Lacalle’s ideology-free 
National or Blanco party holds barely a 
third of the seats. It wanted a coalition with 
the equally non-ideological Colorado party, 
which, disgusted at being voted out for only 
the second time this century, consented 
merely to an elegantly named National Co- 
incidence. They get four cabinet seats and 
promise to back legislation as they choose. 

Congress also contains a substantial 
block of left-wingers, who have control of 
the capital, Montevideo, where almost half 
the voters live. The trade unions are domi- 
nated by Communists, so far uncorrupted 








Mrs Lacalle’s happy too 


by perestroika. Just over half of the 240,0 
trade unionists are employed by the state, 
and swear they will fight both austerity and 
privatisation. But though Mr Lacalle says he 
expects a fight, union leaders have not even 
started talking about strikes. 

Not all the obstacles could be shifted by 
the new president or any other Uruguayan. 
Ominously, this summer season has pro- 
duced a 40% drop in holidaymakers from 
Argentina, the main source of visitors. The 
neighbours’ disaster is leaping across the 
River Plate. Some wise voices say Uruguay 
should keep clear of the “volatility, uncer- 
tainty and unpredictability” next door. Mr 
Lacalle, though, says he wants economic co- 
operation (or integration, as official jargon 
has it) with Argentina and Brazil. 

The new president is looking every- 
where for help. He wants more foreign in- 
vestment (from the north); relief on the for- 
eign debt (through the Brady plan); freer 
trade (thanks to the current Uruguay round 
of GATT talks); and less dumping of meat i 
Uruguay's export markets (by the European 
Community). In the meantime he would like 
European aid donors to cough up $42m to 
pay $50 a month for seven months to 
120,000 of Uruguay’s poorest families—per- 
haps a quarter of the entire population. 

Does that sound impossible? Not from 
Uruguay, peering anxiously out at 
hyperinflationary Argentina and Brazil. 





Ethiopia 


The hungry future 


FROM OUR EAST AFRICA CORRESPONDENT 


he INDEED, as seems most likely, the rebel 
troops of the Eritrean People’s Libera- 
tion Front (EPLF) have captured the port of 
Massawa, a war that has lasted three decades 
has taken a decisive turn. In a rally-the-army 
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speech in mid-February Comrade Chair- 
man Mengistu Haile Mariam, president of 
Ethiopia, said the latest fighting in Eritrea 
province would spell defeat or victory. For 
once he may be right. Jf the rebels can hold 
Massawa, their aim of an independent Eri- 
trea is a lot closer to fulfilment. 

The EPLF last came near to taking Mas- 
sawa as long ago as November 1978. Then 
government troops, armed and advised by 
the Russians and Cubans, routed the rebels. 
Today Mr Mengistu has no such friends. 
Ever since the separate army of Tigrean 
rebels cut the road north from the capital 
last year, Massawa has been the only surface 
route by which the government can supply 
its large army fighting the Eritreans. 

The fall of Massawa would mean more 
than the secession of an Ethiopian province. 
A blend of collectivist farm policies and cli- 
matic misfortune have left Ethiopia perenni- 
ally short of food. A bad drought last year 

shed the deficit over 1m tonnes. Some 4m 
people, mainly in Eritrea and Tigre, face 
starvation. 

Foreign well-wishers had hoped to send 
in the necessary food, most of it through 
Massawa. Nothing has moved since the 
fighting started early in February. Now ships 
have been sunk in the harbour, which has 
itself been damaged. Repairs will be needed 
before food shipments can resume. Even 
then, the only road inland is in rebel hands. 
It breaches the highlands, where most of the 
hungry live, at Asmara, the provincial capi- 
tal that the government still holds with a 
heavy garrison. 

There are few alternative routes. Food 
could be shipped from Ethiopia's capital, 
Addis Ababa—but through zones where 
government troops are fighting the Tigre 
People's Liberation Front. Or the donors 
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Ababa ETHIOPIA 

0 
could trust the Eritrean and Tigrean rebels 
to cart food across the border from Sudan. 
Neither group has enough trucks, the roads 
are terrible, and all movements must be at 
night for fear of air attack. 

At this time of year peasants are close to 
exhausting last year’s small harvests. Soon 
they will begin wandering in search of food. 
Already 25,000 have walked from Tigre into 
Sudan. Desperation is likely to become 
widespread as the fighting prevents food 
shipments. The more people are on the 
move, the larger are the camps they form 
and the more they die of hunger and of the 
diseases that thrive among crowded masses 
of weakened bodies. That is what happened 
during Ethiopia’s great famine of 1984-85. 
Conditions are ripe for a repeat of that sick- 
ening display. 

Ethiopia used to look to Russia to get it 
out of trouble. The Soviet Union is thought 
to have backed Mr Mengistu to the tune of 
$5 billion-10 billion over the years; but the 
most recent arms-supply agreement expires 
next year, and western diplomats think the 
Russians have told their client that it will 
not be renewed. This is no sudden cut-off of 
arms; but it shifts the ground from beneath 





They may root out Mengistu, and starve the people too 
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the Ethiopian generals’ feet. 

Mr Mengistu’s government is scrab- 
bling around for western support. For arms 
it has made a deal with Israel, which wants 
to get the last few Jews out. To attract other 
patrons his regime is trimming the rigid Sta- 
linism so earnestly pursued over 15 years, 
but only at the edges. Small farmers may sell 
a little more grain on the private market; of- 
ficials in the ministries are no longer com- 
pelled to wear the ubiquitous “comrade” 
suits; vague noises of approval are made 
about foreign investment. But the system re- 
mains unchanged. The armed forces were 
thoroughly purged after last May’s at- 
tempted coup and show no sign of trying 
again. Mr Mengistu seems determined to 
lead what is left of his country further into 
irrelevance and disaster, unaided. 





Lebanon 
Onward, Christian 
soldiers 


IVIL wars are the bitterest kind. For al- 
X\ most three weeks soldiers of the Leba- 
nese army loyal to the Christian leader, 
General Michel Aoun, have been fighting 
the men of the Christian militia, the Leba- 
nese Forces (LF) led by Mr Samir Geagea. 
On February 17th mediators coaxed the 
combatants into a ceasefire that, unlike its 
11 predecessors, did not immediately break 
down. Few believed it could last long. Thou- 
sands of civilians fled East Beirut. Fighters 
on both sides stockpiled weapons. 

More fighting seemed inevitable. Both 
Mr Geagea and General Aoun aim to rule 
Lebanon's 1m Christians. Then their ambi- 
tions diverge. Mr Geagea wants a federal 
Lebanon (in other words, partition of the — 
country's 2.8m people between their various 
rival faiths). The general wants to be presi- 
dent of the whole country. Their methods 
differ, too. Mr Geagea is a politician and 
runs a sort of government in the territory he 
controls, levying taxes to pay for schools, 
hospitals and public transport. General 
Aoun, more purely military, relies on the 
brute strength of the Christian half of the 
Lebanese army. 

The general tried, and failed, to smash 
the LF a year ago. He put that aim to one side 
to fight an unsuccessful campaign to evict 
Syrian troops from Lebanon, but has since 
dusted it off again. Mr Geagea had angered 
the general by accepting the peace plan for 
Lebanon drawn up by the Arab League in 
the Saudi resort of Taif last October; it re- 
vised Lebanon's power-sharing formula in 
favour of the Muslims and (the bit that Gen- _ 
eral Aoun really cannot stand) formalised — 
Syria's military presence in Lebanon. | 


Mr Geagea further offended the general 
39 
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by recognising as Lebanon’s president Mr 
Elias Hrawi, who was elected under the 
terms of the Taif accord but was denounced 
by General Aoun as a Syrian puppet. The 
general thinks he should be Lebanon’s le- 
gitimate leader, and could stand no more. 
He demanded that the LF disband, knowing 
full well that it would rather fight. 

The conflict that began on January 31st 
seemed, at first, to favour the LF, which 
seized the army’s naval base at Jounieh and 
its airfield at Halat. The tide then turned in 
favour of the bigger and better-equipped 
army. From its bases around Baabda it 
struck at LF strongholds in the East Beirut 
suburbs of Ain Rummanah and Ashrafiyeh 
and at militia positions in the north. An 
army column cut the militia front in two by 
taking Dbayeh on February 6th, after three 
days of savage conflict. On February 16th 
the army took Ain Rummanah. But next 
day the LF scored a victory of its own, forcing 
the army to evacuate Adma, its only remain- 
ing outpost in the north. That night a 
ceasefire—the 1 2th—was arranged. 

The tricky bit was to turn the ceasefire 
into a lasting peace. At midweek General 
Aoun was still demanding that the Lr subor- 


dinate itself to the army and reject the 
Taif accord; Mr Geagea was still refus- 
ing to make concessions. 

Speculation in the enclave 
centred on whether, if fighting re- 
sumed, Mr Geagea would invite Presi- 
dent Hrawi, or even the Syrian army, 
to intervene. Lebanon has seen 
stranger alliances. The president said 
he was ready to help the Lr—if Mr 
Geagea asked him directly. Each day 
that General Aoun survives, the 
more Mr Hrawi's already limited au- 
thority dwindles, and the more dis- 
tant grows a wider Lebanese peace. 
But the Lebanese army troops con- 
trolled by Mr Hrawi are mainly Mus- 
lim, and see no reason to join the 
fight against General Aoun. Presi- 
dent Hafez Assad of Syria, who de- 
ploys 35,000 troops around the 
Christian enclave, is ready to lend 
some help, but Mr Hrawi knows this 
would unite the Christian camp 
against him and behind the general. 
Mr Assad will not intervene without a 
legitimate invitation, and the cer- 
tainty that Israel would stay neutral in 
the fight. 

Mr Assad and Mr Hrawi must 
hope that the people of the enclave will re- 
move General Aoun without outside help. 
This still looks unlikely. Most Christians 
continue to see the general as a shining pa- 
triot, his reputation undimmed by tales of a 
hoard held in a Swiss bank. In contrast, 
many Christians have come to resent the 
swaggering LF militiamen and the taxation 
they impose. 

Lebanon's Christians are numbed by 


| Where people live like mice 


FROM OUR CORRESPONDENT IN EAST BEIRUT 


éé HAVE been cursed by God," 
said a woman cowering in a dank 
basement as the sound of gunfire and ex- 
ploding shells echoed in the street above. 
East Beirutis are perplexed that Chris- 
tians slaughter Christians. Some find di- 
vine displeasure the only explanation. 
Terrified civilians have spent days and 
nights underground without electricity, 
running water or telephones. “We live 
like mice," said one, "sneaking out to 
search for food and water, then running 
back to hide again." Eighteen days of in- 
ter-Christian conflict have caused East 
Beirut more damage than six months of 
Syrian shelling last year. The death toll 
has been higher, too: between the end of 
January and February 17th, when a truce 
was called, more than 700 people were 
killed and 2,500 wounded. Hospitals ran 
out of oxygen, medicines, food and fuel. 


42 


Morgues filled with nameless corpses. 

In Ain Rummanah and Ashrafiyeh 
many buildings were destroyed by shelling 
or gutted by uncontrolled fires. The petrol 
storage tanks in the industrial district of 
Dora blazed throughout the fighting. Fire- 
engines and ambulances could not move 
along streets blocked by shell-craters, top- 
pled telephone poles, twisted metal shut- 
ters, burnt-out cars and the charred re- 
mains of tanks and armoured vehicles. 
Once-busy thoroughfares became de- 
serted no-man’s-lands where unwary civil- 
ians were struck down by snipers. 

Deployed within the tiny Christian en- 
clave (under 350 square miles in area) 
were 15,000 soldiers loyal to President 
Aoun with 250 tanks, 100 armoured fight- 
ing vehicles, 200 guns and 200 heavy mor- 
tars. Against them were 10,000 militia- 
men of the Lebanese Forces, with only 





Somebody forgives 
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the fighting that they said could never hap- 
pen. Yet the more devastation General 
Aoun brings upon them, the more his sup- 
port seems to grow; having lost so much, 
people say they would lose everything before 
they give in. The spiritual leader of the Mar- 
onite Christians, Patriarch Nasrallah Sfeir, 
thinks he knows what the matter is. He calls 
it "collective suicide". 





about half the equipment the army has. 
At the height of battle one shell was fall- 
ing each second. 

The Lebanese Forces, holding most of 
the north, blocked the coast road to 
Jounieh, laying mines in the Dbayeh road 
tunnel and filling it with rocks. The safe 
way to travel between the two places was 
by aircraft or boat, via Cyprus. Traders in 
Jounieh, fearing an army assault on the 
town, bricked up their shops to protect 
them from gunfire and looters. 

The fighting brought out the worst in 
the combatants, which is very bad indeed. 
(It was Mr Geagea’s Lebanese Forces mi- 
litiamen who, under Israeli non-supervi- 
sion in 1982, massacred Palestinian refu- 
gees in the camps of Sabra and Chatila.) 
Some prisoners have been tortured, oth- 
ers executed. Corpses were mutilated. 
Cowboy hats or Rambo headbands and 
sunglasses were de rigueur for style-con- 
scious fighters on both sides. "Never", 
said the papal nuncio, Monsignor Puente, 
"have Lebanon's Christians sunk so low". 
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FROM OUR BRUSSELS CORRESPONDENT 
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: hat: du European 


Community is. going federalist "by. 
stealth! had better watch out. While all eyes 


are on the excitement in Eastern Europe, in 


Western Europe, quietly, a new constitution - 
is cooking. The master chef is Mr Jacques 
Delors, the president of the European Com- - 


mission. It now looks likely that EMU (eco- 
nomic and monetary union) will not be the 


nly delicacy on the menu at the coming — 
.-wonference of EC governments. Mélange St — ^^ 
for change; it too favours an extra dose of 
_ federalism. But in the end it is up to govern- 
ments to decide on changes in the Commu- 


Jacques—a new constitutional concoc- 
tion—will be an extra entrée, with a strong 
flavour of federalism. 

. The Community's leaders agreed at 
their summit in Strasbourg last December to 
call an inter-governmental conference at the 
end of this year, and that its business should 


be EMU. Mr Delors now argues that the con- 


ference (with two parallel sessions) should 
deal with both EMU and constitutional re- 
form. Governments would then have to ac- 
cept or reject a package containing both. 

= The imminent entry of East Germany 
into the Community has helped to convince 
Mr Delors that constitutional reform can- 


not wait. Once the East Germans are in (pre- - 


sumably as part of a united Germany), 


would-be members such as Austria will have - 


a strong case for being let into the club 
sooner rather than later. The prospect of a 
larger. Community—with the risk that deci- 
on-making woud seize ip makes it es 


ee eee 


— according to Mr Delors, to * a 
"fresh constitution in place before any talks 
with would-be members start. So far no 


member-government has committed itself to 
his idea of a twin-track conference; most 


would prefer a new constitution to be 


worked out after EMU, in a separate confer- 
ence. But Ireland and Italy, the current and 
next presidents of the Council of Ministers, 


arec open to the Delors idea. 





The European Parliament is also eager 


nity's constitution, which can go through 
only by unanimous agreement of all 12 
members. That gives a veto to any govern- 
ment that opposes reform. 

No- prizes for guessing the likeliest ve- 
toer: Britain is against any further shift of 


_power away from national governments and 


towards the Community. All the rest sup- 
port change, though of varying sorts. Den- 
mark wants the Community to have still 


more say over social and environmental pol- 


icy. Holland, Belgium, Spain, Portugal, 


Greece and Italy favour an increase in the 


parliament's powers. In neither France nor 
West Germany is there such a strongly fed- 
eralist- consensus, but in both pró-reform 
forces are stronger than anti-reformers. 

— The desire to make a united Germany as 
bland as possible by blending it into the 





Berlin Wall came down; most gove 


i tightly. integrated Ec. There has bee 
-ing concern about the lack of adequa 
. ocratic controls over the increasingly 


scrutiny by national parliaments. ! 


| : ‘Strasbourg assembly was miffed to 
Prodücid the Single European Ac 


at the inter-governmental conference 


mission and the Council of Ministers, to 


_ The Delors recipe 


Community has — — 
ment in some countries. But even be 








vere sympathetic to the idea of 








tant decisions being taken in Brusse 
so-called "democratic deficit"; no 
member shares the British view that 1 
be solved exclusively through more el 









The most likely reform is ; 
role for the European Parli 





from the conference in 19. 





time it wants to make sure it has a say, 


then at least in setting the agenda. : 
therefore decided to convene in May or Juni 
a "preconference" with the European Cor 








press the case for constitutional reform. Th 
commission will certainly turn up; the cou ; 
cil has yet to make up its mind, but unde 
friendly Irish presidency will probably de 
cide to be represented (while reusing to 
bound by the outcome). E 

After the preconference the parliam 
wants to hold sessions with members o 
tional parliaments. These assizes (as Pre 
dent Mitterrand suggests calling the 
would allow the — Parliament 
keep national deputies. ir 
ideas on reform and to « -anvass ther 
port. The European Parliament hop 
would smooth any relüctance of natio 
parliaments to ratify treaty change: 
Italian parliament—always the keenes 
handing more power to the Euro) 
sembly—has already said it likes the ide 










In April the commission will publish i 
ideas. Rather than suggest a bluepr 
federal Europe, it will more cautio 
pose building on the foundations lai 
Single European Act. That act'st 
vations were to give slightly more | 
the parliament and, more importa 
speed up decisions by having the Coi 
Ministers take more of them by majo 
stead of unanimity. Mr Delors wants 
tend majority-voting to social and en 
mental legislation, and perhaps to so 
laws. The Single European Act gave 
ment more opportunity to influence le 
tion decided on by majority-voting 
extension. of majority-voting me: 
tension of the parliament's power too 

Mr Delors says he wants a mon 
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: FROM OUR BRUSSELS CORRESPONDENT 


ITS meeting next month the 


pprove a report on reforming the 
Community's institutions. prepared 


Mr David 


ial 






























Powers of "co-decision ”. with the 
-ouncil of Ministers. Under the cur- 
ent — "co-operation | 


amentary amendments. that have 


the whole gatnut of laws, and its own 
role to be beefed up. It would like the 
power to block laws (at present, it can 
[ only delay, though it can block the 
| Community's budget), which would 
] mean that ministers would have to sit 


compromise if legislation is to get 
through. | "ORDEN 
» The right to initiate legislation. 
do so. s — 
@ A say in the appointment of the 
commission, and the right to sack in- 
dividual commissioners. The parlia- 
ment already has the right to sack the 
entire commission but has never 
done so. | 

@ The right to ratify treaties. Parlia- 
ment's approval is already needed for 
treaties of accession to the Commu- 
nity, and for association agreements 
with other countries. The parliament 
wants the same power for trade agree- 





: Euro-MPs know they will not get 
all this. But there’s no harm in asking, 


| uid nave a say 
choosing it. He also means that more of - 

e commission's time should be taken up 
ith pure politics. Some of its adminis- 
ative work, such as the job of setting tech- 


Strasbourg diet 


T 
A European Parliament is likely to | 


ist. This sets out the parliament's 


"E procedure’, | 
ich applies to single-market ‘laws, 
he council cannot over-rule pare - 


the support of the commission, ex- | 
cept by a unanimous vote. The parlia- - 
ent wants this system extended to. 


„down with parliament and reach a 


urrently only the commission can _ 
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ments and for constitutional reforms. | 


acs mnt mc SIN E tc tenn lo Ay Det area nl — — 
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- mission talked only about 








do-much of the police work. - ; 

+ This idea is controversial, even among 
Mr  Delors's colleagues. ^ Mr. | Martin 
Bangemann, the commissioner responsible 
for the single market, argues that if the com- 
n tall litics it would 
lose a lot of the valuable expertise it gets 
from its involvement in administration. The 





European Parliament is also doubtful about. 


independent agencies, since they ate even 
less politically accountable. than de 





. Mr Delors proposes to cut the number 
of commissioners (now 17), perhaps. to one 
for each country, in the hope that a smaller 
group would take speedier decisions. He also 

opes to reduce the Council of Ministers' 
role. in the many committees that € 











These committees can cause long delays; for 


instance, one that manages a programme for 


financing transport infrastructure has been 
unable to take decisions because of argu- 


ments among the member-governments - 


about which country should get most 
money. But Mr Delors may have trouble 
persuading governments to trim their pow- 


ers of scrutiny over the commission. 





German unity - 


A temporary solution — s 


ing 


correspondent reports on the emerging dea 





ST GERMANY and its three main 
YY western allies have now all but agreed 
on a security proposal for a united Ger- 
many. Germany would stay a full member of 
NATO, but with its troops confined to what 


is now West Germany. For the time being 


Soviet troops. would stay. in eastern Ger-. 


many. Big details, such as Berlin, have to be 
worked out. Above all the Russians have to. 


have their say. But thete is a fair chance that 
this plan, or some variant, will be accepted 
when the four powers—America, Britain, 


France and the Soviet Union—meet the two 
. Germanies to talk over their unification, 


The Russians continue to say they op- 
pose a united Germany in NATO. But they 
can see as well as anyone that the plan being 


soon. after the East German election on 


outlined. in the West is more a device for - 
` handlinga tricky transition than an arrange- 


. Sions about condi 


at control... 
the commission’s administrative decisions. 
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'ommission and the counci 
own secretariat agree that political co-oper 
tion should be merged with the commis- 


sion's foreign-trade division to produce a 









































































specialist diplomatic serv MT o 

British diplomats say calmly that they 
do not need to worry about all this talk of 
reform, since. they can veto any treaty 
Changes that they do not like. But in prac- 


tice, as in 1985, Britain would find it hard to 














resist pressure from 11 other countries all 


hungry for change. Those who are allergic to 
Mr Delors's cooking had better start design- 
ing a menu of their own if they do not want 
to be left sulking at the feast. 





Progress is proceeding apace on the two toughest issues involved in unify- 
the Germanies: the security context, ar 


the economy. First, our Pari 


lon defence 


ment that is meant to last. It is a compromise 
for which many foreign ministries are claim- 
ing credit. It satisfies those who want to keep 
NATO militarily strong. This includes the 
Americans (in most moods) and the British. - 
The new proposal also appeals to Germany’s _ 
neighbours, including Holland and Poland, 
who worry about a Germany untied to any 
alliance. The plan, above all, suits the Ger- 


mans. Little now can deflect them from 


unity. But they would prefer it on terms 








their allies, the neighbours and the Rus- 


h. 





à its most recent war with Ger- 
viet public opinion: the 
any could be-a big job. 
price for German unification. Today the 
Russians are in a weak position to set condi- 
tions of any kind, unless they simply wish to 
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29-31 May 1990 


Forthcoming changes in the business 
environment in Europe and world-wide are 
leading to increasingly complex business 
problems which information technology helps to 
solve. But given the fast growing range of 
systems available, from executive support 
systems through expert systems to decision 
conferencing, managers want to make a strategic 
choice which best suits ed of their own 
organisation. 
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This programme, run in conjunction with The | 

oftbridge Group, is designed to describe recent 
developments in the field cf decision support 
techniques. Specific areas include: 


- Organisational Impact of Decision 
Support.Systems 
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- Expert Systems 
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function. 
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A Pacific 


The Airline for a world where the-Wild West 
meets the Far East. 





In the new world of international 
travel the boundaries between East 
and West are rapidly fading. One 
airline understand this. Cathay Pacific. 
We pioneered ultra long-haul inter- 
continental flight. Bringing the world 


closer to our home, Hong Kong. Every 


flight we make is international, with 


flight attendants from 10 Asian lands. 
When it comes to helping you arrive in 


better shape, we know no boundaries. 


a 
CATHAY PACIFIC 


Arrive in better shape. 
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play spoilers, which is not Mr Gorbachev's 
style. Still, in an interview in Pravda on Feb- 
ruary 20th he mentioned three conditions. 
In a nod to Polish demands to get a place, or 
at least a hearing,.in the “two-plus-four” 
talks, he said that Germany's neighbours 
must endorse unification before it happens; 
second, postwar borders must be accepted; 
and, third, there must be a peace treaty. 

Although Mr Gorbachev said, vaguely, 
that the European strategic balance should 
not be disturbed, he did not insist on neu- 
trality as such. Has he seen that, by caving in 
once more, he could be closer to getting 
what 40 years of Soviet huffing and puffing 
have failed to win: the eventual detachment 
of America from Europe? Mr Helmut Kohl, 
the West German chancellor, and Mr Hans- 
Dietrich Genscher, the foreign minister, are 
committed to the Atlantic alliance. But they 
do not necessarily see in the West’s plan for 
Germany quite the same future as sturdier 
NATO enthusiasts. 

The harder one stares at the idea, the 
odder and more provisional it looks. Who 
gets the equipment, secrets and men of the 
East German army, a considerable force, 
even if desertions and draft-dodging have al- 
ready cut it from 170,000 men to some 
120,000 or fewer? What authority will tell 
Soviet troops in eastern Germany where 
and when they can exercise? How does Ger- 
many defend its eastern borders? These no 
doubt answerable puzzles are symptoms of a 
deeper problem. What plausible definition 
of the new threat to Europe's security will 
persuade Germans to continue billeting 
both American and Russian troops? 

The weekend row between Mr Gen- 
scher and West Germany's defence minis- 
ter, Mr Gerhard Stoltenberg, was the most 
telling pointer so far to where German opin- 
ion is moving. Mr Stoltenberg wants above 
all to keep NATO militarily strong. Mr Gen- 
scher's concern is not to provoke the Rus- 
sians. Mr Stoltenberg suggested that Ger- 
man troops outside NATO's command 
should be stationed in the eastern part of a 
united Germany. Mr Genscher disagreed, 
and promptly won his appeal to Mr Kohl. 
No Bundeswehr troops or installations, the 
West German government made clear, 
would be allowed into eastern Germany. 

None of this means that Mr Kohl and 
Mr Genscher are closet neutralists. But it 
should alert NATO loyalists to the fact that 
the Atlantic military alliance is, willy-nilly, 
about to go through large changes and that 
European security is not a job for NATO 
alone. The Germans, in particular, are talk- 
ing more and more (though still rather air- 
ily) of pan-European security structures, pre- 
sumably to be worked out in the framework 
of the 35-nation Conference on Security 

sind Co-operation in Europe. The idea, long 
favoured by the Germans and Russians, that 
the CSCE should have more regular meetings 
and a permanent secretariat seems accepted 
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in Washington and London. As the Warsaw 
pact disappears and NATO's military profile 
diminishes, the CSCE may be one place to 
bring talk of a new "security partnership" 
down to earth. 





The jitters 


FROM OUR BONN CORRESPONDENT 


HE closer the two Germanies get to eco- 

nomic and monetary union, the more 
East Germans are starting to panic. How so? 
Haven't they heard that they will soon be 
getting hard D-marks instead of their Mo- 
nopoly-money Ostmarks; that huge invest- 
ment from West Germany is in the offing 
which could bring an economic miracle to 
their decrepit country? 

They have. What shocks East Germans 
is the soaring prices and the freeze of much 
of their savings that they expect monetary 
union will bring as well. Hence their current 
spending spree, which is sweeping bare the 
anyway ill-stocked shelves of East German 
stores. Soothing words by leaders on both 
sides of the (steadily disappearing) inter- 
German border are being ignored in the 
rush to get out of Ostmarks and into almost 
any goods. 

The East Germans have two main 
money worries. One is that, as the country 
adopts a market system, the big state subsi- 
dies for food, rent and transport will be 
chopped and prices will jump. A minor fore- 
taste came this week when government and 
opposition agreed to drop soon the subsidy 
of more than 30 billion Ostmarks a vear that 
goes to keep food cheap. Predictable result: 
massive food hoarding and still longer 
queues at the shops followed by a belated 


government pledge that the step would not, 


after all, take effect before the election on 
March 18th. But then what? 

The other fear is that East Germans will 
get a poor deal when they have to trade in 
their currency on monetary-union day. Sup- 
pose they get a rate of two Ostmarks to one 
D-mark-— better than the three-to-one west- 
erners can get officially in East Germany and 
far better than the unofficial rates East Ger- 
mans have to accept in the West. But that 
would still halve the average wage from 
around 1,300 Ostmarks a month to about 
DM650 ($390), hardly a quarter of the West 
German level, and that at a time of sharply 
rising East German prices. The likely result 
would be a still bigger flood of East Germans 
coming west (the current total is close to 
3,000 daily), just what the drastic medicine 
of quick monetary union is meant to stop. 

The Bonn government is therefore con- 
sidering a rate of one-for-one, but with spe- 
cial arrangements to cover the roughly 170 
billion Ostmarks East Germans have in 
their savings accounts. Change that lot at 
one-for-one and the jump in money supply 
would mean much higher inflation. So only 
part of the savings in each account, say 
2,000 Ostmarks, would be accepted for 
change right away at the favourable rate and 
the rest would be blocked for a few years, or 
released only so long as the money was used 
to buy privatised state property. On the ba- 
sis of rumours of this scheme, East Germans 
have been spinning off their savings into dif- 
ferent accounts among friends and relations 
to try to get the top conversion rate several 
times over. No go. The government will 
probably backdate the reform to cover ac- 
counts as they were on January Ist. 

That still leaves plenty of problems. For 
instance, a one-for-one rate may mean 
Germans still get wages too low to stop them 
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FROM OUR BRUSSELS CORRESPONDENT 


| 
. scenes in Europe. He's o 

| ARTIN BANGEMANN, 
| 1 West Germany's senior 
|| European commissioner, is in- 
|| clined to be impetuous. That and 
|| his flair for publicity have landed 
him in trouble with his fellow 
| commissioners. The result is that 
|| the European Community's response to 
| German unification has begun with a 

. silly—but significant —squabble. 
J Bangemann told a press confer- 
| ence on February 8th that he had just 
|| chaired the first meeting of a committee 
| that would meet every week to examine 
| the impact of the German question on the 
4 EC. Some other commissioners were sur- 
_ prised to learn about this on the radio. 
For although the commission had decided 
| that an informal group should discuss 
|| howto cope with German unity, nothing 
|| had been said about a regular committee 
. to be chaired by Mr Bangemann. Some 
thought it wrong that a German should 
chair such a group. Mr Frans Andriessen, 
the Dutch commissioner, resented Mr 
. Bangemann (whose field is the internal 


drifting west but too high for the good of 
East Germany's low-production industry 
facing the blast of open competition for the 
first time. For a while at least the Bonn gov- 
ernment will have to cushion the blow by 
subsidising East German  socialsecurity 
benefits, including money for a lot more un- 
employed. And it has to get all this prepared 
fast, because the strain of having different 

systems on either side of the open 
is mounting daily. 

The friction is most obvious in Berlin. 
Thousands of East Berliners are slipping 
across to the West to take jobs for as little as 
DM8 an hour—a pittance for a westerner 
but astronomic Ostmark pay when con- 
verted at black-market rates of around 
seven-for-one. The job market in West Ber- 
n is thus getting even tighter and service in 
the East, lacking ever more salespeople, bar- 
tenders and the like, is becoming still more 
dismal. West Berliners, meanwhile, go the 
other way to buy cheap meals, groceries, pet- 
rol—even to post letters by the bundle be- 
cause stamps in the East cost less. 

.. West Germans have been turning up in 
the East to inspect property they reckon 
they still legally own. More than 500,000 
westerners are believed to have had houses 
or land confiscated since 1945 by the com- 
pintiniscs. Now, with unity in the offing, 
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Germany weighs in 





Meet Eurobuzz. This busy bee likes to know what's going on behind the 
| i hen, but not always, buzzing around Brussels, 


4 and he has a sting. You will be seeing more of 


market) straying into his own 
patch of external relations. 

The Danish commissioner, 
Mr Henning Christophersen, 
was also left bristling. He had to 
apologise to Community finance 
ministers about the leak of a draft 
document that his officials had presented 
to the  Bangemann group. Mr 
Bangemann's staff deny they leaked the 
paper, which analysed the 
consequences of German 
monetary union for West 
Germany and the Commu- 
nity, and proposed certain 
exchange rates as better than 
others. The leak was embar- 
rassing because it moved 
markets—and because it is 
not up to the commission to 
tell Germans how to deal 
with monetary union. 

Mr Jacques Delors, the 
president of the commission, 
cancelled the second meet- 
ing of the Bangemann com- 





thousands of West Germans are at least pre- 
paring to reclaim their property. 

Some cases are intriguing. The East Ger- 
man foreign ministry, for example, is 
thought to have been built on land owned 
by a West Berlin lawyer. Can he claim occu- 
pation rights? Many East German tenants 
fear they may be turfed out by capitalist 
sharks. One West German, for example, 
who arrived to look over the former family 
residence, left behind a questionnaire ask- 
ing tenants to state if they had supported 
the communist party. Small wonder East 
Germans have formed their first ever ten- 
ants’ association to try to protect their inter- 
ests in a united Germany. 





Romania 
staggering on 


FROM OUR SPECIAL CORRESPONDENT IN BUCHAREST 


JO are back guarding Romania's 
new leaders in their headquarters in 
muddy Victory Square. The tanks left soon 
after the December uprising against 
Ceausescu. But a ring of young soldiers re- 
placed them after a noisy demonstration at 
the end of January against the provisional 
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mittee. But the ebullient Mr Bangemann 
battled on until, on February 21st, Mr 
Delors knocked his commissioners’ heads 
together. There is to be something for ev- 
erybody. Mr Bangemann will run a group 
on how German unity will affect the Ec's 
internal policies; Mr Andriessen will have 
a group for the external side, and Mr 
Christophersen one for the implications 
for the Community's planned economic 
and monetary union (EMU). But Mr 
Delors himself will supervise the effort 
and there will be no more press 
conferences. 

This was a first sign of greater German 
assertiveness making itself felt within the 
European Commission. It will surely not 


be the last. 





Bangemann's committee started big 





government under the Front for National 
Salvation. An even rowdier crowd broke in 
on February 18th, manhandled the deputy 
prime minister and messed up his office. So 
the tanks are back. 

Until now the government's approach 
was to appease demonstrators. It mostly 
gave in to their demands in the hope of stag 
gering through to a parliamentary election 
due on May 20th. The acting president, Mr 
lon Iliescu, an ex-Communist and the main 
target of protesters’ wrath, has now prom- 
ised to deal toughly with violent demonstra- 
tions. How tough he could be is an open 
question. Army officers have so far backed 
Mr Iliescu and the front he leads. Disorder 
has made a lot of them change their minds. 

After Mr Iliescu gave in to television 
workers and fired their boss, some 300 mili- 
tary officers last week decided to have a go. 
They called on the defence and interior min- 
isters to quit. One was a Ceausescu puppet, 
in their view, the other a butcher of Timi- 
soara, where the December uprising began. 
Under pressure, the eponymous minister of 
defence, General Nicolae Militaru, did quit. 

The government's biggest retreat came 
after protests late in January by supporta» 
of two big opposition parties, the National 
Peasants and the Liberals. Their target: ex- 
Communists in the 150-member ruling 
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council of the National Salvation Front. 
When the front said it would contest the 
election, opposition leaders sensed one- 
party rule under a new name. 

To appease them, the front did two 
things. First, it turned itself openly into a 
campaigning outfit, separate from the coun- 
cil. Second, it opened the council to opposi- 
tion parties. Under a new name, the Coun- 
cil of National Unity met on February 9th. lt 
has some 250 members. Around 110 are 
from the old front-dominated council. Each 
of 37 parties, including the front and its 
many tiny allies, as well as nine ethnic mi- 
norities, has three members. 

Everybody can see that Mr Iliescu and 
his friends at the front are still in charge. 
The new council duly confirmed him as act- 
ing president on February 13th. But the op- 
position now has at least a small voice in the 
provisional government. 

Opposition leaders tend to talk as if the 

ire government should belong to them 
because they opposed Stalinism 45 years ago 
and suffered afterwards in jail. (They com- 
plain also, without shame, that there are too 
many Jews and not enough Romanians in 
the government.) But these parties have not 
the same popular legitimacy as, say, Solidar- 
ity in Poland. As Mr Cazimir Ionescu, acting 
vice-president, puts it, it was not these par- 
ties, but the front, with its disillusioned 
Communists, dissident intellectuals and fed- 
up soldiers, that overturned Ceausescu. 

Only an election can settle the question 
of who really has the right to govern. The 
parties are discussing an election law. The 
basics are already agreed on: voters will 
choose a president (prohibitive odds on Mr 
lliescu) and two houses of parliament. These 
will at once meet in joint session, as in post- 
Franco Spain, to draft a new constitution. 

For the May election the front wanted 
Britain’s first-past-the-post constituency sys- 

1. But the Liberals and National Peasants 

‘this is not democratic. The front will ac- 
cept proportional representation. The Lib- 
erals want a referendum on the monarchy. 
Some think Romania's minorities should 
get reserved seats in parliament. Others 
think this a disastrous way to embed ethnic 
rivalry. 

The front's critics chide it for not dyna- 
miting the old civil service. Though four 
Ceausescu henchmen have been sentenced 
for life, many Romanians feel justice against 
former secret-policemen is too slow. Mr 
lliescu has promised to speed this up. But in 
a country where for years so few resisted, 
there is a limit to how many collaborators 
can be brought to trial or moved from their 
jobs. Too slow also, for many, is economic 
reform. The front says it wants a mixed 
economy, with free-market farming and 
small industries at the bottom and big indus- 
tries nationalised. But it wants to go slowly. 

The front’s leadership is divided be- 
tween real democrats and half-reformed Sta- 
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linists. None of them gets 
enough sleep, and back- 
biting is rife. Mr Dumitru 
Mazilu, who left the front's 
leadership last month, 
wants the opposition to 
unite for the election. He 
should be so lucky. The two 
big ones might share lists if 
they could agree on the 
carve-up. A Liberal, Mr 
Dan Lazarescu, says of the 
National Peasants chief, Mr 
Corneliu Coposu, "When 
we play bridge, he doesn’t [289 
pay enough attention to — 


what his partner is doing." Vanguard of the salvation army 


\Soviet local elections 
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When Slavs have their say 


MOSCOW, KIEV AND MINSK 


Some 150m people are registered to vote on March 4th for the parliaments 
of the three Slav republics—Russia, the Ukraine and Belorussia. Our Mos- 
cow correspondent reports on this huge exercise in semi-free voting 


HE main thing to remember about the 

local elections taking place all over the 
Soviet Union in the coming weeks is that, 
though they are a step towards multi-party 
democracy, they are not multi-party elec- 
tions. For all Mr Mikhail Gorbachev's 
promised reforms, there is still only one 
offical party—the Communist party—and 
85% of all candidates standing in these elec- 
tions are party members. 

In the three Slav republics, however, as 
in others, hundreds of minnow organisa- 
tions have been born in the past few 
months, mostly to push for faster demo- 
cratic reform. For the most part they can 
hardly be considered movements, let alone 
political parties. The majority either are 
based in one city, like the Leningrad Popu- 
lar Front, with 1m members, or are special- 
interest groups, such as the Society for the 
Ukrainian Language. Yet by working to- 
gether, whether in opposition to or as allies 
of the Communists, these groups can influ- 
ence the election result. 

That is because the Communist party is 
itself divided. One branch, calling itself the 


Democratic Platform, wants to turn the 
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party into something like a western Social 
Democratic party. lt is drawing up lists of 
the candidates it supports. Others are anx- 
ious to slow down the pace of reform. So 
Communist stands against Communist as 
well as non-communist, making it harder for 
voters to spot the good guys. 

Not surprisingly, being the only party 
with an official label, the Communist party 
is expected to emerge as the winner in all 
three republics. But, even as the largest 
group in the republican parliaments, the 
Communist party would not be able to dom- 
inate politics in the way it might hope. In 
many places in recent weeks local party 
bosses have been forced to resign from their 
posts in the face of street protests. That 
makes the party look vulnerable, and will 
undermine the authority even of 
Communist candidates who do win. 

That authority will be undermined even 
further if Mr Gorbachev does what he has 
promised and abolishes Article Six of the 
Soviet constitution, which guarantees the 
Communist party a leading role in society. 
Some of today's informal groups might then 
become political parties. About half the 
leaders of each of three main nationalist 
groups in the Slav republics—the Russian 
Popular Front, Ukraine's Rukh and Belo- 
russia's Adradzhenne (Renewal)—are party 
members. They will eventually have to de- 
cide where their real loyalties lie. 


The Yeltsin factor 
Russia—which occupies three-quarters of 
the Soviet Union's land area and contains 


nearly half its population—is the the most 
difficult of the Slav republics to read. Be- 
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. cause it is so huge and varied, 
— Russian nationalism is so far 
- both a vaguer and a less 
.  politicised force than in, say, 
__ the Baltic republics. While else- 
where nationalists have earned 
. themselves a reputation as 
— . hard-driving reformers, in Rus 
sia the most extreme national- 
. ists, like those in Pamyat, are 
... not democrats at all. They are 
1 . tsarists who adopt fascist sym- 
bols and tactics. 
E In Russia, therefore, local 
. issues and personalities will dominate. The 
F only group with a republic-wide organisa- 
= tion is the Communist party. But the most 
— famous Russian Communist standing this 
. time is Mr Boris Yeltsin, these days hardly a 
pillar of the Communist establishment. In- 
.. deed, if Mr Yeltsin does well in his home 
.. town of Sverdlovsk, he stands a fair chance 
.. Of being elected president of the new parlia- 
. ment, and therefore of the Russian republic. 
Such a platform would enable him to make 


. life even more uncomfortable for conserva- 





_ tives, and even for Mr Mikhail Gorbachev, 

. whom he criticises for reforming too slowly. 
: Opinion polls carried out in Moscow 
and Gorky in December suggested that 

. around 30% of voters would back Commu- 

. hist-party candidates (up from 10% in Octo- 

__ ber). The polls also said that the same pro- 















portion would vote for anti-Communist 
. candidates. Reformers have recently estab- 
lished two umbrella groups, called Civil Ac- 
tion and Democratic Action, which have is- 
sued their own manifestoes in the hope that 
they can unite the disparate forces of re- 
form. "Voters' clubs" have also been estab- 
lished in many cities to tell voters which can- 
 didates stand for democratic reforms. 


"The rise of Rukh 


By contrast with Russia's, the election in the 
Ukraine has put the question of nationhood 
at the top of the agenda. With a population 
of 50m, the Ukraine is the breadbasket of 
. the Soviet Union and its eastern reaches 
. make up one of the main centres of heavy 
.. industry. For Mr Gorbachev, to lose the Bal- 
. tic states would be an embarrassment, to 
lose the Ukraine a disaster. 

The few opinion polls that have been 
carried out suggest that Communist candi- 
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President Yeltsin? 


dates will win at least half of 
the seats. But that is chiefly be- 
cause their opponents have so 
far failed to stir passions in the 
villages. Most of the top lead- 
ers have wangled themselves 
candidatures in the sticks, 
where they arrive by motor- 
cade, laden with luxuries and 
promises for roads to be built 
with public money. 

The true significance of 
the election, however, lies in 
the sudden rise of Rukh, the 
Popular Movement of Ukraine for Pere- 
stroika, which despite its obfuscating title is 
a nationalist movement. Rukh has been 
consistently underestimated since it was set 
up last September. On January 22nd it 
organised a human chain that stretched be- 
tween the republic's capital, Kiev, and the 
main city of western Ukraine, Lvov, to mark 
the founding of the independent republic of 
Ukraine in 1918. Rukh claims that 1m peo- 
ple joined the chain. 

Candidates supported by Rukh could 
win a quarter of the seats (optimists say 
half). The movement is strong around Kiev 
and in the west of the republic, which has a 
quarter of the population, is predominantly 
Catholic and used to be part of Poland. 
Rukh claims it will not press for secession. 
But it wants a new treaty of union to give the 
republic more control over its economy. 

Rukh is not alone in challenging the 
Communist party Green World has 
500,000 members to Rukh’s 300,000. A new 
trade-union group called the All-Ukrainian 
Labour Organisation has also been busily 
organising support in the heavily 
industrialised eastern part of the Ukraine 
where Rukh is weak. This region includes 
the largest coal-mining area in the Soviet 
Union, the Donbass. Since the miners' 
strikes of last summer, unofficial trade 
unions have become increasingly 
politicised. 

Even a few months ago such an upsurge 
of opposition activity seemed impossible. 
The Ukrainian Communist party has long 
been among the most repressive in the coun- 
try. But the party is now 
badly divided and losing 
control in the face of a 
grass-roots rebellion by its 
own members. In no fewer 
than eight of the republic's 
big cities, the party boss has 
been forced to resign. In 
Kharkov the first secre- 
tary's own lieutenants led 
the campaign against him. 
And in Dnepropetrovsk, 
the list of the demon- 
strators demands has ex- 
tended beyond the resigna- 
tion of the party boss to the 
abolition of the very basis 








of party power: the party cells in factories, 
the party-run militias and political control 
over the KGB. 


Slow starter 


Belorussia is the republic which shows how 
far the other republics have travelled. Its 
Communist party has preserved the discred- 
ited system of reserving a special block of 
seats in the parliament for its own support- 
ers. It has also been consistently hostile to 
the nationalist popular front, Adradzhenne. 
It refused the front permission to hold its 
founding congress. The Belorussian popular 
front was therefore set up in Lithuania. It 
still has not been legally registered. That will 
not stop candidates that it supports winning 
a score of seats in parliament. 

As elsewhere in the Soviet Union, eco- 
logical worries have acted as the catalyst for 
nationalist protest. Belorussia suffered as 
badly as the Ukraine from radioactive f£" 
out after the disaster at Chernobyl in 19 
Adradzhenne's manifesto mentions the di- 
saster ten times in a 2,000-word document. 
But the front is only one of three indepen- 


" d Elections in the republics 


Un 






dent groups supporting candidates in the 
election. The other two, supporting ten can- 
didates apiece, are the Ecological Union and 
the Society for the Belorussian Language. 

The linguists have already scored one 
victory. Earlier this month the old par^ 
ment agreed to make Belorussian the rept 
lic's official language. In other republics eco- 
logical and linguistic demands have grown 
into calls for independence. Belorussia has 
just been a little slower getting going. 
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Year's TV News 


This unique video is an exhaustive review of 
the major news stories of 1989 It is compiled 
from footage used by BBC Television News, 
re-edited into a succinct narrative. 


The resulting video of unforgettable i images is 
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A company’s culture exerts a powerful influence on performance and 
profits. in the future, understanding and managing your organ! isation's 


culture will be a crucial business skill. 






— Culture for Competitive Edge: A User's Guide, by Charles 
Hampden-Tumer of London Business School, is a step-by-step guide to 
analysing the culture of your own organisation. It provides essential 
-A information and expert advice on helping it work for, rather than against, your 
| business objectives: 
-+ what is corporate culture? How can you define it? 
* how does it help to enhance (or hinder) quality, motivation and 
<i  innovation? — 
db e what are the characteristics of different national cultures? 
/* how are cultures developed, changed and managed? 
+ who holds the levers of cultural control and how are they operated? 


-. Special features include seven in-depth international case studies of culture 

. change programmes, action checklists, a consultancy guide profiling the 
-maior original approaches to corporate culture change and a resource index 

- listing culture change consultants. In a concluding chapter, Peter Gorb, 

_ Professor of Design Management at London Business School, further 
“explains the difference between corporate culture and corporate identity. 


| Te order your copy of this essential new report, just complete the order form 
ano retum it to the. address given. : 
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THE GOLDEN KEY 


TO INVESTMEN 


IN THAILAND 








INVESTING IN ASIA? THE PLACE IS THAILAND THE TIME IS NOW THE REASONS ARE RIGHT HERE 


hailand's skills and independence have created a multifac- 
tored economy embracing the most sophisticated technology, 


in an atmosphere of freedom and stability. Boosted by a government 


which recognises that free enterprise and foreign expertise are neces- 


sary for a healthy society, the economic revolution has reached all 
parts of the country. 

The highest standards are maintained in technical industries, 
from gem-cutting and jewelry designing to the state-of-the-art pet- 
rochemical complex on the Eastern Seaboard. 

As Asia's only net food exporter, high-tech agro-industries are 
literally reaching the grass roots, For instance, tiger prawn production 
has brought over 13 billion Bah: into the Kingdom, while the Thai 
poultry industry exports 100,000 tons to Japan, West Germany and 
the Middle East. 

Great opportunities exist today in industry, as well as meat-pro- 
cessing, agriculture, re-forestation and paper pulp, canning and food 
processing. 


The Board of Investment has played a major role for more than 
a quarter of a century in facilitating economic opportunities. Promo- 
tional privileges, incentives and tax concessions are only part of the 
job. The BOI can show you how investment can be safe and profitable 
for the international business community. 

The time is right. Thailand is right for the job. All that we need 
is your interest. 

For information, please contact: OFFICE OF THE BOARD OF 
INVESTMENT, 555 Vipavadee Rangsit Road, Bangkok 10900, Thailand. 
Tel: (662) 270-1400, Fax: (662) 271-0777 
New York Tel: (212) 466-1745/6 Fax: (212) 466-9548 
Frankfurt Tel: (069) 281-091/2 Fax: (069) 292-460 
Tokyo Tel: (03) 582-1806, 582-0976 Fax: (03) 589-5176 
Sydney Tel: (02) 247-8905, 247-8906 Fax: (02) 251-6905 


Office of the 
Board of Investment 
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SCHOOLS BRIEF 


The state of welfare 


Has Britain’s welfare state changed as much as Margaret 
Thatcher—and 


enemies—say it has? 


O ONE who has lived in 

this country during the 
last five years", wrote Margaret 
Thatcher in the Conservative's 
1979 election manifesto, “can 
fail to be aware of how the bal- 
ance of our society has been in- 
creasingly tilted in favour of the 
state.” 

In the following ten years the 
size of the state, measured in 
rms of public spending ad- 
justed for inflation, grew by 
13%. Yet Mrs Thatcher has to a 
large extent succeeded in making 
people feel that they can depend 
on the state for less than they did 
a decade ago, and most politi- 
cians are wary of promises that 
the state will provide. This brief 
looks at why spending on the 
welfare state has continued to 
grow while the political commit- 
ment to it appears to have weak- 
ened, and at the new priorities 
for the welfare state that the par- 
ties bring into the 1990s. 

The welfare state, most 
broadly defined, covers all public 
spending transferred directly to 
individuals (“transfer pay- 
ments") or devoted to goods and 
services that individuals con- 
sume directly. Defence, the po- 
lice and diplomats come outside 
this category: nobody decides 
whether or not to “use” freedom 
from invasion by a tris 
power. But public roads, which 
are used directly by those who 
choose, can be regarded as just as 
much part of the welfare state as 
state-provided hospitals, schools 
or housing. 

The main welfare-state pro- 
grammes continued to account 
for almost exactly two-thirds of 
public spending throughout the 
1980s. (They thus grew in real 
terms, though shrunk as a pro- 
portion of national income, a 
point discussed shortly.) But 
there was an important shift in 
emphasis between various types 
of welfare-state spending. 

The most noticeable trend has 
been the burgeoning 
rity budget, which grew in real 
terms by over 30% in the 1980s. 
That may at first seem strange 
under a government that wants 
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to reduce dependence, and con- 
centrate benefits on the poorest. 
The Conservatives have indeed 
managed to tighten up on a 
number of rules governing bene- 
fit entitlements—notably by peg- 
ging state pensions to prices 
rather earnings, by freezing 
the level of child benefit for sev- 
eral years, and by reducing peo- 
ple’s entitlement to rent and rate 
support (via housing benefit) 
— sharply as their incomes 


"Though the government can 


control the criteria for claiming 
benefits, however, it cannot con- 
trol the number of people who 
meet those criteria. The Conser- 

vatives' first problem after taking 
office was a surge in unemploy- 
ment and thus more 
Longer-term trends in the 1980s 
included growing pay inequal- 
ities, which ed low-paid 
claimants, and a rise in the num- 
ber of pensioners by over 1m in 
the decade. 

The effects of the ever-grow- 
ing number of retired people 
have been exacerbated by the in- 
troduction of an extra, earnings- 
related supplement to the state 
pension. e government 
wanted to abolish this supple- 
ment in its 1986 social-security 
reforms, despite cross-party 
agreement over its introduction 
in 1975. In the event, it managed 
only to modify its scope. 

The difficulty in controlling 
the burden of pensions demon- 
strates the constraints on politi- 
cians trying to contain the wel- 
fare state: they rarely feel able to 
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abolish a large programme that 
people have come to expect, so 
they chip away at the margins. 
But if demand for a particular 
benefit or service is growing, the 
government may end up spend- 
ing more on it while appearing 
meaner. 


The best things in life 
Chart 1 divides the goods and 
services provided by the welfare 
state into two categories: those 
that are free at the point of deliv- 
ery and those that impose user- 
charges. The significance of this 
division is that the government 
has found it easier to back away 
from services that people are 
used to paying for, albeit on a 
subsidised basis, than from those 
it provides for free 

In the late 1970s and early 
1980s, the Conservative party 
was looking for ways to break the 
public sector’s monopoly on free 








things like health and schools. 
Recently it has also been trying 
to —— the private sector 
to build, and charge for, roads. 
But people dislike the idea of 
paying for things that they are 
used to getting free, and since 
the 1987 election the emphasis 
has been on improving the qual- 
ity and efficiency of public edu- 
cation and health, rather than 
on finding substitutes for them. 
In effect, instead of stimulating 
improvements by encouraging 
competition from the private 
sector, the government has at- 
tempted to produce competition 
from within the public sector. So 
the welfare state has discarded 
none of its responsibility for pro- 
viding these free services. 
Whether it has kept up with 
demand for such services is a dif- 
ferent matter. In terms of the 
number of teachers and doctors 
employed, the past ten years 
have not been ungenerous (see 
chart 2 on next page). Teaching 
numbers fell much more slowly 
than the number of children in 
































































mands on the health service. B Qu 
the effect of the gove 
imposition of strict cash mit 
on such services—limits that o 
ten rise faster than prices bu 
usually slower than a erage 
earnings—has been to 
relative public-sector pay. Thi 
can, in turn, reduce the quality 
of the service provided. 
That is one way in vhi 
cut in the proportion of nations 
income spent in the public 
sector—from 4396 to 3896 c 
the decade—can lead to a deteri- 
oration of public services ever 
while the amount being spent o 
them, relative to prices, is sing 
People who use the welfare st 
feel they are losing if its tan- 
dards do not improve along witt 
those of society as a whole: a pi en- 
sioner feels poor if his income 
does not increase to bu € 
annual foreign h now 
taken for granted by hie souk nd 
daughters. Watch, in the 1990s 
for lobbies of pensioners arg ing 
that they need much more c: 
than they now get. 
Returning to chart 1, the b 
gest welfare-state —— 
oe 1980s have been the two b 
programmes that charge tl eir 
users—council houses and pub 
lic transport. In both cases, s 
sidies have been slashed. ls 
are practical reasons for the c it: 
being bigger in these areas. lt i: 
easier, for example, to cut grants 
toa housing or transport auth or 
ity (which have the choice of be 
coming more efficient, or raisir 
their prices) than to cut cash for 
schools with relatively — 
(mainly labour) costs Bs 
means of raising revenue. — 
But there is also a matter oi 
political principle. —— 
transport are both commodi: e 
that a large sector of *— 
or rents on a 
unsubsidised basis. The pos 
welfare state attempted to e * x € 
that the working classes had de 
cent access to th 
things by providing s 
low-priced public housing a 
public transport. 2 
Many Conservatives wa — 
theory, prefer everyone to € ee 
cise choice between rented ar 
owner-occupied housing, p 
and private transport, just as 
they choose between marga rin 
and butter. Yet the British. 
tem is nowhere near rem wing 
the unequal su t dis 
tort such choices: home-ow be 
are subsidised via tax relief on 
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nortgage interest, tenants are 
ot; car drivers use roads free, 
ut trains must charge fare-pay- 
$ for the cost of track. But the 
'ories have at least broken with 
ye idea of subsidising such 
»ods for "welfare" reasons. The 
ventual result will be much 
igher rents for council tenants, 
nd a combination of higher 
res and more efficiency on pub- 
im AT sport. 

he ix pris 

he Labour party has been 
arown by such changes. It feels 
-strong loyalty to people who 
se public housing and public 
(though the latter are 
|0t, on average, Labour's natu- 
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So Labour has hopped on the 
ack of the Conservative home- 
wnership bandwagon, promis- 
ng to retain the right for tenants 
to buy their council houses, 
hough aiming to give them 
ewer financial incentives to do 
io. On the other hand, though it 
nas become far more cautious 
bout making open-ended prom- 
ies to spend money on the wel- 
are state, it promises to be more 
the Tories on 
'ansport and housing as well as 
education and health. 

What is changing is the rheto- 
c with which Labour justifies 
1 spending. It puts far more 
ress on the general arguments 
' society's welfare rather than 
he benefits accruing to any one 
group. Thus better 
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setter public transport will pro- 


tect the environment, more 
housing investment will assist 
M- - A , ‘ 

the nation's posterity. Even on 
health—a natural Labour vote- 
winner—the party now dresses 
its calls for more money in the 
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rhetoric of “efficiency”. 
One reason all parties are 
coming to think of state-spend- 
ing more in terms of the broader 
efinition of social welfare than 
of redistribution is because the 
welfare state has in practice 
made a disappointing Robin 
Hood. On chart 3 the vertical 
axis measures the social bias of 
programmes roughly in terms of 
the proportions going to the 
richest 20% of people compared 
with the poorest 20%. In prac- 
tice, the people who have made 
best use of state services are the 
middle classes. 
What has changed between 
the 1970s and the 1990s is not 
that these services have been bet- 
ter “targeted” at the poor, but 
that people have stopped pre- 
tending that their aim is to make 
the world more equal. Thus 
when people talk about educa- 
tion these days, clichés like ‘‘a 
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One man’s handout 
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well educated workforce” occur 
much more frequently than ones 
like “equality of opportunity”. 
And even the most free-market 
Conservatives—who balk at 
running buses as a social ser- 
vice—are willing to consider 
spending more on public trans- 
port in the name of public safety, 
environmental protection or re- 
lieving road congestion. 


And for the underclass? 

Economic inequalities may per- 
sist and even deepen during the 
1990s—if only because of the 
growing proportion of pension- 
ers in the population (though 
note that many pensioners retire 
with decent pensions and their 
own houses). So those parts of 
the welfare state which genuinely 
are concerned with redistribu- 
tion will continue to be impor- 
tant, and probably more focused 
on the poorest. Council housing 
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education will help the economy, - 








It YOU are buying your own home with a mortgage, the 
government allows you to claim tax relief on the interest, 
worth an average £750 a year in reduced tax. That is often 
called an incentive. If you are renting your home, and on a low 
income, you may claim housing benefit worth an average £660 
to help you pay the rent. That is often called a handout. 

Is there any real difference between these two methods—tax 
relief and benefits—of subsidising various groups? Yes, say 
critics of tax relief: that method is both unfair and underhand. 
Unfair because it gives more to the rich, since people earning 
enough to pay 40p on each extra £1 of taxable income gain 
more from a tax exemption than those paying the basic 25p. 
Underhand because it is a subsidy in disguise, costing the same 
to the Treasury as an equivalent welfare payment but politi- 
cally easier to increase. 

Critics of welfare-state dependence see things differently. 
There is a fundamental difference, they say, between going 
down to the post office to collect a state handout and being 
allowed to keep a greater amount of the money you have 
earned. To call a tax-relief a "subsidy" is to assume that the 
chancellor of the exchequer owns your income and is doing 
you a favour by not taking it away. 

The political parties reflect these different views. Labour re- 
placed child tax allowances with child benefit; the Tories have 
frozen the benefit, allowing it to be eroded by inflation. Why, 
they argue, should a duchess get the same child benefit as her 
charlady? Benefits should be concentrated on the poor. They 
do not, however, question a duke's right to claim an extra tax 
allowance simply for being married (regardless of how many 
little marquesses and lords he sires). 

Mr David Willetts, of the Centre for Policy Studies—a Con- 
servative think-tank—has proposed a compromise. Quite 
clearly, he argues, the Labour party feels happiest subsidising 
children through direct payments to their mums; the Tories 
get their kicks giving tax breaks to dads. In the interest of chil- 
dren, both methods should be available. Concentrate child 
benefit, says Mr Willetts, on the mothers of under-fives, who 
are least likely to pull in a wage, and use some of the savings to 
reinstate child tax allowances. Then children could be given 
toffees by the Tories and sugar-plums by Labour. 















(see chart 3) is one of these “wel- 
fare" services: despite the fact 
that its subsidies have been cut, 
the flight of better-off tenants to 
their own homes has actually 
strengthened the role of council 
housing as a safety-net for the 


poor. 

But the main safety-net will be 
welfare benefits. All parties are 
still grappling with the problem 
of how to ensure that help is con- 
— on the most needy 
without creating a "poverty 
trap” which takes benefits away 
from people so quickly as they 
become less needy that they end 
up where they started. 

The Conservatives went 
through several ideological 
phases in the 1980s without 
changing the fundamental struc- 
ture of the benefits system. They 
started off by thinking mainly in 
terms of cutting benefits on the 
grounds of affordability, but re- 
jected that approach when it 
brought them political trouble. 
In the mid-1980s the watchword 
was better targeting, which led to 
the freezing of child benefit and 
a restriction in the availability of. 

i efit. The mission of 
the late 1980s, announced by Mr 
John Moore after the 1987 elec- 
tion, been to reduce 
dependency—a concept largely 
imported from America. 

For a long time Labour’s re- 
sponse to these challeriges was 
simply that the government 
should be more generous in pay- 
ing benefits of all kinds. It is still 
committed, for example, to re- 
pegging —— to Paue 
earnings and making up some o 
the increases forgone under the 
Conservatives. But in its policy 
review published last year it ar- 
gued that by tackling the causes 
of poverty—such as unemploy- 
ment, regional inequality and 
low pay—it could greatly reduce 
the need for safety-net benefits, 
which it greatly dislikes. This 
may turn out to be a pious hope. 
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With a window on the world. 


mm [n the areas where Lloyd's i: pre-eminent - marine, underwriting syndicates have unparalleled expertise. They are 
aviation and transport insurance, and re-insurance - Lloyd's has been supported by 260 independent Llovd's brokers, chosen for their 
international since long before the EC. professionalism and specialist knowledge, who represent Lloyd's 

gm Lloyd's welcomes the new freedom to provide across the world. Lloyd's has a total underwriting capacity of 
insurance throughout the Community. We look forward to giving almost £11bn with unequalled security for policyholders. 
commerce and industry in the EC more choice and top quality service. mm [he insurance of commercial satellites and the 


mem Lloyd's ts unique It is an Channel Tunnel are contemporary examples of 


insurance market, not a company. Lloyd's 400 Llovd's reputation for flexibility and innovation. 





Io find out more about Lloyd's of London, please contact: Lloyd's Public Affairs Department, Lloyd's of London, One Lime Street. London EC3M 7HA. Tel: 01-623 7100 Fax: 01-623 8238 
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Getting down to business 


FINANCIAL Rip van Winkle returning after a 

couple of decades in Nod would rub his eyes in 
disbelief. Plodding bankers have become financial- 
service go-getters. Clubbable stockbrokers compete 
round the clock in shirtsleeves and braces. Only in- 
surers, sober and comfortably-tummied, look much 
as van Winkle left them. But appearances are 
deceptive. 

Rich, powerful, prudent, mostly domestic- 
minded, deeply unglamorous: Europe’s insurance 
companies took their time to respond to the forces 
that have transformed the financial landscape 
around them. They were sheltered in some markets 
by their regulators’ conviction that insurance is 
more important to consumers than other financial 
services, in others by the near-impenetrability of 
their own products and financial statements. Now, 
however, the deregulation, competition and tech- 
nology that are converting banks and securities 
houses into international all-purpose outfits have 
begun to push insurance companies in the same 
direction. 

The prospect of a single European market in fi- 
nancial services has been a powerful stimulus, al- 
though insurers had started stirring before 1992 
meant much more than the Barcelona Olympics. 
Until the past few months the accepted wisdom was 
that formal barriers to selling insurance across fron- 
tiers—at least to individuals and small companies— 
would not fall this century. That has begun to look 
pessimistic. For what has dawned on the 1992 archi- 
tects is that without a free and competitive market 
in insurance, it is nonsense to talk of a free and com- 
petitive market in financial services. Insurance is 
huge, and it is central. 
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Behind it lies a fundamental change in aging, 
saving Europe. The postwar generation is now pre- 
retirement. They fear that overstretched state social 
services will not provide the comfortable old age 
they want. They are buying more life assurance and 
the various savings products that masquerade under 
that name. They have also accumulated more 
things, including 120m vehicles and 150m dwell- 
ings. They expect more from employers, manufac- 
turers, doctors, people who run them down in the 
street. It adds up to a lot of insurance all round. 

Insurance premiums have grown faster than 
GDP for at least the past 15 years, and relatively 
faster in Europe recently than in America (see chart 
| on the next page). Life assurance premiums more 
than quintupled in France between 1978 and 1988, 
for example, while savings grew by less than 50%. 
Insurance has risen briskly to make up about one- 
quarter of West Germans’ annual savings. In many 
countries personal deposits in banks and building 
societies are dwindling. Insurance companies are be- 
coming the main conduit for Europe's savings. 

They are also (along with pension funds, whose 
monev they often manage) far and away the biggest 
investors. In Britain, for instance, insurers sit on 
close to £285 billion ($475 billion) in invested as- 
sets. The rules (some legislated, some self-imposed) 
according to which they invest, the terms which 
they wring from capital-market intermediaries, the 
way in which they exercise their shareholder votes, 
all affect the financial markets and economies of ev- 
ery country in Europe. 

If there were truly one market from Dublin to 
Athens, it would have premium income of $270 bil- 
lion, three-fifths as much as America and a little 





Europhoria is 
tempting insurers 
into unwonted 
strategic risk- 
taking. Those 
thinking big 
should think 
carefully. Merril 
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' more than Japan. It would include the world’s third 


rgest insurance market (West Germany) and its 
42nd (Greece). Its 325m people would have more 
than 4,000 insurance companies to choose from, 
compared with the 54 companies that serve 122m 
Japanese. — 

This fragmentation is the reason for the fever- 
ish outbreak of alliances in the past two years: there 
are too many middling-sized insurers for a single 
competitive market. Insurance companies are there- 
fore consolidating at home and venturing abroad, 
in the hopes of cornering distribution and market 
share while the cornering is good. The strong are 


using the less-strong as stepping stones around Eu- 


rope. They're also using banks and other deposit- 
takers—mostly through joint ventures that ally 
their products with the banks' branch networks. Or 
perhaps the banks are using them? 

Not a day goes by without the announcement of 
some new joint venture linking an insurance com- 
pany to a previously unheard-of British building so- 
ciety or Italian credit institution. Unfriendly bids 
for insurers have turned Europe’s bourses into bull 
pits: AMP's for Pearl, Groupe Suez's for Victoire, 
Hoylake's for BAT (owner of Farmers, Eagle Star and 
Allied Dunbar). Control is changing hands at 
prices that other insurers say they would not touch 
with a barge pole—especially those that have not 
got a barge pole long enough. 

While high finance dominates the headlines, 
competition is getting tougher in the street too. 
West German life insurers are in the middle of a 
policyholder bonus war. Italians are all but press- 
ganging underemployed unit-trust salesmen into 
selling their insurance policies. British insurers are 
fighting and failing to keep sales commissions from 
rising by up to one-third. The surprise is that all this 
has taken so long. | 


Getting it right - 

There is a sense of déjà vu in all these changes. Con- 
vergence, consolidation, cross-border alliances: 
banks and‘investment houses have blazed those 
trails already, and even savings banks are halfway 
down them. There is nothing wrong with the the- 
ory, or anyway not much; the problem is cost, and 
timing. Insurers are expanding like mad at a time 
when their profits look set to contract. 

. There is, it could be argued, a natural bias to- 
ward bigness in insurance. Insurers like to write a lot 
of business to spread their risks. The true cost of the 
product can only be guessed at. Claims often come 
years after the policy has been sold. But even if a 
policy is underpriced in technical terms (that is, 

ims and expenses turn out to be more than pre- 
miums), those premiums generate investment in- 
come for the insurer in the meantime. That is espe- 
cially true when, as now, returns on financial assets 
are at historic highs. And if an insurer does simply 
outgrow its capital base, or finds that it has in its 
haste sold too many life policies to one-legged smok- 
ers, it can always try to pass some of the business on 
to reinsurers. 

This tendency is normally checked, sometimes 
brutally, in the infamous boom-and-bust cycle to 
which nonifé insurance is prone. High profits at- 
tract more capacity; price-cutting pares profits; risks 
go septic or interest rates fall; everybody loses 








They all have to be insured 


money; capacity is cut back. But at the moment ex- - 


pansion-minded insurers are betting rather heavily 
on some non-cyclical pluses and forgetting some of 
the minuses. . 


On the positive side, the shift towards more de- | 


mand for life and investment products should con- 
tinue for decades to come. It is hard,to argue against 
the facts. Example: while five French workers used 
to finance the state pension of each retired French- 
man, only two now have that pleasure. 

Another plus is that 1992 or thereabouts is 
opening up Europe's fastest-growing markets to 


more effective competition. Spanish, Italian and . 


French life assurance premiums are growing at well 
over 2096 a year. Only 5-1096 of the houses burnt in 
the fire that swept through Lisbon in 1988 were in- 
sured. Though it cannot be assumed that Greeks 
are going to want or be able to afford as much insur- 
ance per head as Germans, there is plenty of gap 
between the two to narrow. 

But there is also a downside. Underwriting re- 
sults in non-life insurance in many classes and coun- 
tries are less good than they were. In large risks, 
prices have generally been soft since 1986. The past 
disaster-packed 12 months—culminating in the Jan- 
uary storms that did $1 billion-worth of damage in 
northern Europe—may eventually raise rates on 
property insurance, but 1989's $1 billion-worth of 
claims from aircraft crashes did not do the trick for 
aviation rates. 

Things will get more difficult on the life side 
too. Financial liberalisation means more compe- 
tition. Insurers are having to fight harder, not only 
against each other but also against rich newcomers, 
basically banks. They compete by offering policy- 
holders and salesmen a better deal. British and Ital- 
ian insurers say that life profits are being. nibbled 
away now. | f 

Another worry is investment income which, to- 
gether with underwriting results, makes up an insur- 
ance company’s final profit. The financial markets 
have been on a roll since the mid-1980s. It cannot 
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last, and when it ends, insurers will have to look to 
their mainstream costs. | 
The combination looks tricky for the Napo- 
leons of insurance. There is another complication 
too. It is a truism that life assurance, particülarly, is 
sold and not bought, and most of today's insurance 
mergers and joint ventures are attempts to improve 
distribution. But ways of selling insurance are 
changing in just about every European market right 
now: from foot-in-the-door to direct mail, from in- 
dependent broker to tied agents and fixed premises. 
It is hard for insurance companies to know what to 
buy, what to aim for. Distribution may be the key to 
insurance, but it is not at all clear what the key to 
distribution will be in five or ten years’ tinte. 
These days there is nothing tougher than plot- 


ting insurance strategy. Sales capacity is clearly cru- 


cial, as in any other essentially retail business. 


^J 


Three into one 


OR all that it is blurring at the edges into all- 

purpose finance, insurance remains at heart a 
world unto itself, with its own vocabulary and vi- 
sion. lt is, for a start, at least three different busi- 
nesses. Each has its own dynamic, its own strategic 
imperatives. Yet as often as not they are all grouped 
ultimately under one corporate roof. Chart 2 shows 
Europe's biggest insurers, as far as the vagaries of 
different countries’ accounting methods make com- 
parison possible. 

The usual way to divide up insurance is into 
three bits: 

e Life, which increasingly tends to includea form 
of savings as well as life cover, and pensions and 
health insurance. | 

e Non-life or general (property/casualty, to 
Americans), which in turn breaks down into "per- 
sonal lines" or “mass risks"—house or car insur- 
ance, for example—that individuals buy, and indus- 
trial and commercial "large risks" that companies 
and professionals insure against, such* as cata- 
strophic damage or product and professional 
liability. | 

e Reinsurance, the insurance which insurers take 
out to defend themselves against big claims, odd 
risks, or just to write more business than they have 
capital to support. * 

Pure life assurance provides protection against a 
certain event, such as death. General insurance 
gives protection against an uncertain event: a car 
smash, a factory explosion. The odds in lifé assur- 
ance can be pretty well calculated; and because the 
liability is long-term, assurers do not need a huge 
capital base of their own. General insurers need 
more; they have to write more business to spread 
their less quantifiable risks and they often have to 
pay out more quickly too. 

Life assurance, personal policies and smaller 
businesses’ insurance tend to be sold nationally, 
even locally. Salesmanship has traditionally been 
the key to getting the business. Much large risk is 
insured and reinsured internationally, a lot of it 
through independent brokers and a lot of it in Lon- 
don. Price is the key. , 
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Maybe there are companies to be bought with un- 
dervalued assets and improvable operating inefh- 
ciencies. Maybe the high prices of today’s acqui- 
sitions will look cheap tomorrow. Perhaps there will 
prove to be some pan-European economies of scale 
that allow more aggressive firms to cut costs just as 
pan-European competition pulls down prices. 
Maybe it is right to go for Park Place and hang the 
overdraft. Maybe. 

Where insurance differs most fundamentally 
from other financial services, however, is in its time 
horizons. Insurers are not deal-makers, and not pri- 
marily interest-rate jugglers. Their business takes de- 
cades to develop and their liabilities the same. They 
are playing, or should be, a long-term strategic 
game, more like chess than “Monopoly”, But what- 
ever the strategy, whatever the game, insurers have 
at last sat down to the board. ' 


Premiums for life assurance and related prod- 
ucts account for just under half of total direct (that 
is, excluding reinsurance) business in Europe. lt is 
the fastest-growing and fastest-changing sector, and 
usually the most profitable. Europeans are under- 
insured compared with Americans or Japanese, with 
life premiums of $390 per head to the others' $725 
and $1,560. Life expectancy has increased by 50% 
this century. Old age brings more complicated ail- 
ments, medicine more expensive cures. Europeans 
are now more worried about providing for their re- 
tirement than for their death. | 

People tend these days to buy life insurance 
which pays out before they die: such as "with prof- 
its" policies that entitle them to a share in the prof- 
its that the insurance company makes by investing 
their premiums, or "linked" ones that are tied to 
the performance of a unit trust or another measure. 
The Prudential in Britain reckons that the savings 
element accounts for more than 8096 of premiums 
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nowadays and life cover less than 20%. 

Chart 3 compares income per head, savings 
rates, the percentage of final salary provided by state 
pensions on retirement, and life insurance premi- 
ums per head in the six biggest European countries. 
The strongest correlation with the propensity to 
buy life assurance seems to be modest expectations 
of pensions on retirement. The British and Irish 
spend by far the most in the EC (though less than 
the Swiss); the Spanish, Greeks and Portuguese 
hardly anything. 

What the chart does not show is the impact of 
tax relief for life assurance premiums given by al- 
most all countries (though no longer by Britain, 
which has brought in new tax breaks for personal 
pensions, however). Nor does it reflect two other 
factors that are especially important in Britain. 
First, the ups and downs of the housing market af- 
fect the volume of endowment policies that many 
borrowers take out to guarantee repayment of mort- 
gages: these dried up with house purchases from the 
middle of 1988. Second, the stockmarket crash of 
October 1987 discouraged sales of equity-based 
unit-linked life policies, too. 


The other side of the road 


Non-life insurance is a different business. The de- 
mand for it roughly follows economic growth, de- 
mography and income: the more cars that more and 
richer people buy, and the more factories they 
build, the more insurance they need. But premium 
volume does not always strictly reflect demand. 
Rates are controlled in some countries (in man- 
datory motor insurance, for instance, in France, It- 
aly, Spain and West Germany). Premium growth is 
also influenced by non-economic trends, such as the 
rising liability awards granted by European courts. 
Non-life rates are strongly influenced by cyclical 
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swings in capacity and competition, too. 

In its most virulent form, the underwriting cycle 
is a feature of the North American market and 
those dependent on it (reinsurance; many of the in- 
dustrial and commercial risks written in London 
and specifically at Lloyd’s; and the British and 
Dutch insurers who traditionally have had the high- 
est proportion of premium income coming from 
across the Atlantic). 

Chart 4 compares the results of non-life insur- 
ers in three European countries with those in Amer- 
ica and Japan. West Germany has consistently the 
best underwriting results (and apparently the most 
modest investment returns) among the Europeans, 
France the worst. However, comparing statistics in 
European insurance is maddeningly misleading. 
French tax accounting probably leads companies to 
understate underwriting profits; the Swiss look 
worse than they are because taxes are included in 
operating costs; unlike the others, West Germans 
do not break out capital gains and losses as the oth- 
ers do. What does emerge is that Europe's highs and 
lows are less extreme than America's. 

More muted competition is one reason, and na- 
tional frontiers another. There is competition with- 
in national markets, but it does not attract much 
mobile capital from outside. That may well change. 
"We are afraid that with European integration a 
uniform underwriting cycle similar to America's will 
develop in Europe," says Mr Hans Ka gen- 
eral manager of Swiss Re. 

What also may change is the subsidy of large 
risks by mass risks. People pay a lot to insure the 
contents of their houses; companies pay little to in- 
sure against fire. More competition and transpar- 
ency should lead to more unbundled pricing of spe- 
cific products. 


The sky's the limit 


Reinsurance is the most international and least reg- 
ulated of the three kinds of insurance. A little less 
than one-tenth of direct insurance worldwide is re- 
insured. About 8096 of reinsurance premiums come 
from non-life risks (though countries differ: in Brit- 
ain life assurance accounts for about two-fifths of 
total reinsurance, and in Italy new life companies 
are required to reinsure 30% of their premiums ini- 
tially). Europeans reinsure a higher proportion of 
their risks than the Americans or Japanese do, and 
the world’s two largest reinsurers are European. 

Reinsurance is especially prone to swings in ca- 
pacity, since all anyone needs to offer it is capital 
and an underwriter. The flood of “innocents” into 
the market in the early 1980s has dried up, and re- 
insurers reckon they will not come back. American 
direct insurers say they are owed some $20 billion in 
non-recoverable reinsurance claims and are choos- 
ing their reinsurers more carefully now. 

Like their European counterparts, they are also 
retaining more risk on their own books, and this 
presents reinsurers with a challenge. Primary insur- 
ers are now healthier financially than they were four 
or five years ago. Mergers too are creating bigger 
direct-insurance companies, with stronger balance 
sheets and a broader geographic spread of risk. Eu- 
ropean integration can only reinforce that trend. 
Reinsurers are looking elsewhere to make up the 


gap in income. 
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Success on the 
world market 
calls fora 
strong base & 
at home. 


Success at home provides the best base 
for making a success of business abroad. 
The Skandia Group, with all of Scandi- 
navia as a home market, is by far the larg- 
est insurance company in Scandinavia 
with total assets amounting to around 
150 billion SEK. Skandias premium 
volume has increased from 1] to 30 bil- 
lion SEK during the last 12 months. The 
Group is made up not only of the 
Swedish insurance company, Skandia, 
but also the Norwegian Vesta Group, the 
Danish company Kgl Brand and Skandia 
International. This constellation gives us 
a larger sales volume, lower development 
costs and more efficient distribution. But 
above all, it provides us with a stable plat- 
form from which to expand into the 
world. 

Our objective is to become a large 
international Group both within insur- 
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ance and financial services. Today, half of 
Skandia's premium income comes from 
countries outside the Nordic area, and 
we are Scandinavia's largest exporter of 
services. Within a few year's time, we 
expect our total premium income to 
double and thebulk of our activities to be 
concentrated on foreign markets. 

Today, Skandia operates in 18 coun- 
tries around the world, eight of which are 
within the European Community. And 
we continue to expand by purchasing 
companies and opening new markets in 
order to reach new customers. 

The world is full of opportunities! 


ia Skandia 





Wy Group. 


uP S103 50 5S1 KHOLM, SWEI 






LI 


e U FIN 








were p — — ey Jpn = t — aa, r 
Y EUROPEAN INSURANCE > 












| There are more 
-. barriers than meet 
* the eye 


ose i i37 He 






"T > "^ ses Aso- ` 
i Bg lh as Pp 


L 


- - "15 Both Munich 
Re are offering more new services 
to clients, including insurance-re- 
lated computer software. Swiss 
Re also wants to balance its more 


expanding in direct underwriting 
of “personal lines", a stabler busi- 
ness. Direct insurance contrib- 
. | uted almost one-third of reported 
- | group profits in 1988. Munich Re 
says it prefers to stick to its last— 
but this'already includes large 
stakes in direct insurers including 
_ | West Germany's largest general 
insurer (Allianz), its largest life as- 
; | surer (Allianz Leben) and a large 
_ | private Health insurer. 

The terms on which much re- 
insurance is ceded appear to be 
changing too, with possibly far- 
reaching consequences. There are 
two basic approaches (and a hundred permuta- 
tions). A reinsurer can agree to take a proportion, 
or “quota-share”, of a Block or stream of business 
from the direct insurer. In this case he pays a per- 
centage of claims and accepts the corresponding 
percentage of whatever premiums the direct insurer 
charges, net of a contribution to the direct insurer’s 
expenses. Or he may agree to pay claims above a 





certaih level (and often up'to another level), to give | 


“excess-of-loss” cover in exchange for a negotiated 
premium. In some markets and classes, there seems 
to be a distinct trend away from quota-share to- 
wards excess-of-loss. | 

If the trend proves significant and durable, it 
may not only improve reinsurers' profits, lacklustre 
at present, but also give them greater control over 
prices in the direct market. With quota-share deals, 
the reinsurers accept the primary insurer's judg- 
ment; with excess-of-loss deals, they set their own 


premium rate. In theory reinsurers exercise a lot of ` 


influence now, in that primary insurers are unlikely 








Re and Swiss 


volatile reinsurance business by - 
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to write business at a price which they know they 
cannot pass on. That influence seems less decisive in 
practice. Over half the premium income of the 
world's biggest reinsurer, the Munich Re, comes 
from its domestic market, West Gérmany. Yet it has 
been unable to stem the fall, in real terms, of pre- 
mium rates for industrial fire insurance there. The 
most it has managed to do is to tighten the terms of 
fire insurance in some cases, by excluding pollution 
risk. Whether reinsurers set or take prices depends 
in the end, however, on how much they and their 
competitors want the business. 


Lime Street blues 


- Competition is sharpest in London, the centre of 


both reinsurance and direct international large 
risks, especially marine and aviation. Over the years 
London's share of this business has declined, as 
other economies have grown faster. Troubles at 


_ Lloyd's (see box on facing page) have turned some 


customers off London altogether. Some reinsurers, 
burned by the American business they accepted 
through London in the early 1980s, have vowed to 
write more of their American business in America, 
closer to the risks. Certain specialities are gravitat- 
ing elsewhere: some 70% of the aviation business 
written in Paris ison non-French risks, for instance. 
The big Anglo-American international brokers like 
Marsh & McLennan Bowring and Sedgwick are 
spreading their offices around the world. 

Yet the crowded office buildings near Lime 
Street still house the world’s biggest and most pro- 
fessional concentration of brokers and underwrit- 
ers. Insurance, the least sung part of Britain’s finan- 
cial establishment, contributes the greatest part of 
its invisible earnings overseas (table 1), though 
these fell in 1987 and 1988. Both Lloyd’s and the 
London market as a whole are introducing new 
technology and speedier procedures. As European 
insurance markets open up and integrate, London 
will see less of their business. As the crossroads be- 
tween American risks and European risk-takers, 
however, it will stay supreme. l 





A single insurance market? 


"I VERY sceptical about a single European 
market in insurance,” says Mr Robert Carter, 
professor of insurance at Nottingham University. 
"But if somebody had offered me 500-to-1 last Janu- 
ary that the Berlin Wall would be down by the end 
of the year, I wouldn't have taken that either." Free- 
ing the sale of insurance is the last great task of the 
hard-working financial-services team at the Euro- 
pean Commission. | 

The process started a couple of decades ago. Re- 


insurance was formally freed in 1964. A brace of - 


directives in the 1970s gave direct insurers freedom 
to set up shop throughout the Community, subject 
to local authorisation. Common solvency margins 
(the ratio of free capital to premiums written) were 
also laid down—though, since the ratio was speci- 
fied but not how to arrive at it, its harmonising ef- 
fect was limited. Freedom of establishment led to an 
early wave of cross-border acquisitions. ` 


With a few exceptions, however, freedom of 
establishment did not lead to much innovation. 
"Newcomers have done what the others were do- 
ing," says Mr Enrico Randone, chairman of Italy's 
Generali group. The main reason is that regulation 


of insurance in most countries is more detailed than 


that of other financial services. Insurers are en- 
closed in a sort-of ring fence, as securities houses 
and even banks no longer are. Many regulators re- 
quire standard policy wordings or prior approval of 
different ones; prices are set in some classes (typi- 
cally mandatory motor insurance); profits are de- 
fined or restricted in some countries; mortality ta- 
bles or interest retes may be laid down. All countries 
have rules that dictate or influence how much insur- 
ers reserve and how and where they invest. 
Though everyone regulates in the name of the 
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TS name is “practically synonymous 
with insurance—and it is still up to its 
ears in trouble. For Lloyd's of London, 
. the frauds of the early 1980s seem a thing 
of the past, after a massive clean-up of its 
structure and rules. The problem nów is 
profits. 
Lloyd's names" (the individuals who 
. pledge their personal wealth to back un- 
derwriting syndicates) are quitting in 
droves because the return on their money 
no longer looks like justifying the risk to 
their fortunes. The market had record 
profits in 1986 (the most recent year for 
which the books have been closed). Re- 
. sults are believed to have deteriorated 
sharply in 1987-89. 
The bulk of the business at Lloyd's is 
insuring and réinsuring large and cata- 
- strophic risks. Premium rates in most 
classes have fallen since 1986. Aviation 
rates show the steepest fall: insuring hulls 
now costs only 10%, in real terms, of what 
it did in 1986, according to the Institure of 
London Underwriters, which groups 
. some of the biggest companies in that 
business. | 
Yet claims from an unhappy recent co- 
incidence of natural and man-made disas- 
ters pour in: the Piper Alpha oil platform, 
which exploded in 1988, Hurricane Hugo, 
_ the San Francisco earthquake, another in 
Australia. Late-breaking claims on old 
"long tail" American liability policies 
kick dispiritedly around the market too, 
and have provided the closest thing to a 
scandal that Lloyd's has these days. The 
1,600-plus members of the Outhwaite syn- 
 dicate which underwrote a particularly 
' rotten lot of American business still face 
outstanding claims that are conservatively 
' estimated at more than £300m ($500m). 
They are suing their managing agent. 
External members are worried, too, by 
the increase in "open years" (annual ac- 
counts in which remaining liabilities are 
so unclear or so huge that syndicates can- 
not close their books). The number of 
- syndicate accounts left open jumped from 
99 at the end of 1986 to 120 in 1987. Al- 
- though they were slightly fewer (115) at 
. the end of 1988, Lloyd’s Council is wor- 
ried too. It passed new rules in Decemiber 
to discourage managing agents from leav- 
ing years open. 
The heart of the names' problem, 
though, is that the economics of belong- 
-ing to Lloyd's has changed. The main at- 
traction ten years ago was fiscal. Since 
that time, Lloyd's principal tax break— 
bond-washing—has vanished. Marginal 
tax rates on personal income have 


dropped. This has altered the old regime 


- 
- 
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under which underwriting 
losses were written off 
against highly taxed income 
while syndicates’ premium 
reserves yielded almost tax- 
free profits. More than 
2,300 non-working mem- 
bers resigned from Lloyd’s - 
last year, and only 300 have | 
replaced them this year. 

t may be no bad 
thing. It is mainly the min- 
nows who have left, those 
least able to spread their 
risks. The average under- | 
writing limit of the names 
who have stayed is 5096 higher than the 
leavers’. There is too much capacity at 
Lloyd's anyway. Syndicates are writing 
only two-thirds of their total: "stamp" 
(underwriting capacity) these days. It was 
the too-rapid build-up of underwriting ca- 
pacity in the late 1970s and early 1980s 


that encouraged some underwriters to 


write more business than they should ' 


have done. There is no harm in going 
slowly now. | 

The bigger question for Lloyd's is what 
its role in world insurance is to be. Lloyd's 
had 5096 of the world's non-life insurance 
business a century ago. Today it has less 


than a quarter of even the business it spe- 


cialises in: marine insurance. Its great edge 
in the past was its access to information 
and speed of reaction. Modern communi- 
cations have changed the equation, and 
insurance companies have adopted mod- 
ern technology where Lloyd's has not. 
Brokers complain that insurance compa- 
nies formalise in an afternoon a policy 
that can take days to process at Lloyd's. 
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They also admit, however, that there are | 
policies which an insurance company 
would not handle in a lifetime—including || 
idiosyncratic or big risks. Therein lies — 
Lloyd's strength. | 
Lloyd's is trying to recover the ground 
it has lost. Members, brokers and others || 
in the Lloyd's community spent some | 
£125m in 1989 and expect to spend — 
£150m this year to slick up information — 
systems. From mid-1990 claims-handling || 
will be speeded up. Distinctions between |] 
the four markets into which Lloyd's is di- - 
vided—marine, non-marine, aviation and | 
motor—are to disappear, making it easier || 
to write the sorts of multi-risk policies that} 
many corporate customers want. Lloyd's |f 
syndicates have recently been permitted || 
to deal directly with customers (instead of || 
going through registered Lloyd’s brokers) || 
to write motor insurance, and this looks | 
likely to stretch to householder and per- |. 
sonal accident irisurance. | 
Lloyd's is working harder to attract - 
European business. It has opened six of- I 
fices around the continent, most recently | 
in Italy and West Germany. Business from — 
Italy has increased fivefold, though admit- · 
tedly from a tiny base. Though Lloyd's || 
European business is unlikely ever to rival || 
its American (two-thirds of its premiums | 
are dollar-denominatec and two-fifths of | 
its risks are located in the United States), _ 
a heavier European weighting may serve | 
to balance cyclical transatlantic earnings. | 
In the underwriting room at the new |} 


Lloyd's there hangs a memento from the || 





ship wrecked off Holland two centuries 
ago, laden with British bullion insured at_ 
Lloyd's. The sounding of the bell, today 
only ceremonial, once meant news of 
overdue vessels: two strokes for good news || 
and one for bad. There are those who | 
have given up hope that Lloyd's itself vill 
find its way to safe harbour. They are pre- | 
mature: Lloyd's stormiest seas look past. — || 
— ] 
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and Dutch regulate insurance companies relatively 
lightly; West Germany, along with Italy, Greece and 
Portugal, relatively heavily. Britain clamps down 
more tightly than most on the marketing of insur- 
ance, however, following rule changes that took ef- 
fect in 1988. 

Freedom of establishment gave companies ac- 
cess to 12 national markets. Freedom of services— 
letting a company legally established in one EC 
country sell its products in any other, subject only to 
regulation by its home country—is intended to give 
them access to a single integrated market. "Freedom 
of services is different,” says Generalis Mr 
Randone. "That will increase competition.” 

Decisions by the European Court of Justice at 
the end of 1986 upheld the principle of freedom of 
services in insurance, but restricted it to business in 
which consumers were not involved. The court 
ruled that the ramshackle nature of some countries' 
insurance supervision justified others in imposing 
their own standards of protection for ordinary con- 
sumers until an acceptable common denominator 
was agreed. 

Beavering away within this limiting brief, the 
Brussels commission to get two new 
directives approved. The first allows insurance 
cover for large risks (defined by the size of the com- 
pany buying the policy) to be sold as a service. This 
directive comes into effect on July Ist (later for 
Spain, Portugal, Greece and Ireland), coincidentally 
with another measure freeing capital flows, which 
will remove restrictions on residents insuring risks 
outside their own country. The more controversial 
second insurance directive, which is expected to be 
adopted in the first half of 1990 and to come into 
force by 1993, will allow individuals to take the ini- 
tiative and buy life assurance from companies that 
are not locally “established”. 

The non-life directive will affect perhaps 20- 
30% of the premiums received by European 
property/casualty insurers, reckons Mr Peter 
Smith, a management consultant with Ernst & 
Young; the largest large risks are already sold inter- 
nationally. And even the EC commissioner for fi- 
nancial services, Sir Leon Brittan, admitted that the 
life directive was widely perceived as “a mouse run- 
ning backwards" until last-minute compromises 
strengthened it. 

Yet both are more than symbolic. The non-life 
measure may open up the large “middle market” of 
European companies big enough to trade around 
Europe but too small to head instinctively to 
Lloyd's. And by wresting the concession that an in- 
dividual's approach to a local broker will in time be 
regarded as a qualifying “own initiative”, the com- 
mission has made the life directive less mouselike. 
Both directives may, coincidentally, strengthen the 
role of independent brokers on the continent and 
increase competition. 


Framing the future 

There things might have languished amid a host of 
other doomed draft directives had not Sir Leon de- 
cided to make a priority of securing complete free- 
dom of services for all types of insurance and buy- 
ers. In a speech in November he outlined plans to 
. move towards a single insurance passport like the 
single banking passport adopted last year. "Frame- 
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work” directives, first on non-life insurance and 
then on life, will be tabled this year. 

To meet the court’s ruling on consumer protec- 
tion, certain basic prudential regulations must be 
harmonised. These include rules on the investment 
of assets, choice of contract law and definition of 
policy conditions, and the standardisation of tech- 
nical reserves. This last, probably the most politi- 
cally divisive, is contained in a separate draft direc- 
tive on insurance-company accounts, which has 
already had its first reading in the European Parlia- 
ment. 

There is brave talk from Brussels that the single 
insurance passport could be in effect in 1995. The 
deadline is probably optimistic. As with so many fi- 
nancial issues, the fight on this one will involve as 
principals the British, whose lower-key regulatory 
stance has suited London's position as an interna- 
tional insurance centre, and the Germans, whose 
heavier hand has inhibited cut-throat competition 
at home and made a couple of its insurers among 
the strongest in the world. 

Yet compromise looks possible. There seems to 
be a more adventurous spirit abroad in financial 
Germany these days, perhaps because of the rivalry 
which is slowly but remorselessly simmering to the 
surface in the domestic market. And British insur- 
ers seem prepared to contemplate a slightly greater 
degree of regulation at home than hitherto. It is too 
soon to predict success for the framework; but cer- 
tainly expectations of the single market have shot 
up overnight. 

With an eye partly on Brussels, governments are 
beginning to ease insurance regulation. France has 
amended its insurance law; West Germany's cartel 
office has recommended relaxing the regulation of 
policy wordings and rates; Switzerland (which last 
year signed an agreement with the EC guaranteeing 
non-life insurers mutual freedom of establishment) 
has forbidden industry-wide price-fixing in some 
classes of business. Two other sorts of official barri- 
ers still matter, however: tax and currency differ- 
ences. The former is the more serious. 

Some countries tax insurance policies: the 
French government, which started cutting policy 
taxes last year, still collects 3596 on every motor pol- 
icy sold. Most countries give income-tax relief on 
life assurance premiums and many on payments to 
policy holders. The trickiest area is the tax treat- 
ment of insurance companies themselves, especially 
what they can deduct for reserves and how invest- 
ment gains are taxed. In most countries insurers feel 
hard done by, Britain's with probably the most jus- 
tification these days. A rough harmonisation might 
well be enough. 

Europe’s babel of currencies does not help the 
emergence of a European market in life assurance 
either. A Spaniard will never want to provide for his 
old age in French francs, the argument goes. In fact, 
an increasing number of them probably will. Mean- 
while it should not be beyond the wit of insurers to 
sell policies in currencies that suit individual mar- 
kets, nor of investment managers to manage the cor- 
responding reserves profitably. A number of insur- 
ers already offer foreign-currency policies in 
Holland, for example. Groupe Victoire is planning 
to introduce a D-mark life policy in France. More 
will surely follow. 
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The biggest barrier to a single market is in- 
grained differences in what people buy and how 
people sell. Draw a line east-west through the Alps, 
for a start. People to the north of it buy more insur- 
ance of all sorts than people to the south (see chart 
5), and not always because they are richer. The non- 
EC Swiss spend more per head than any other peo- 
ple in the world; the Portuguese less than the 
Russians. 

The products people prefer, or are actively of- 
fered, are different too. Four-fifths of West German 
life assurance premiums were put into endowment 
policies in 1988; 45% of British premiums went to 
buy unit-linked life policies. (Germans get a tax 
break on endowment policies but not on linked 
ones.) In general insurance, “allrisk” policies are 
common in Britain but less so on the continent, 
where insurers prefer to name their perils. West 
Germans spend more than $1.5 billion a year to 
make sure that they can pay for legal actions if need 
arises; the British at most $100m. In Holland health 
insurance accounts for a far higher proportion of 
premiums than in most other countries. 
half of all insurance sold in Italy is motor insurance. 
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Where products are common, prices are not. A 
study for the European Commission published in 
1988 concluded that if insurance products were sold 
throughout the EC at the average prices of the four 
lowest-cost producer countries, consumers would 
save 2.45 billion ecus ($2.9 billion). On this mea- 
sure, prices had room to fall by 5196 in Italy, 3276 in 
Spain, and 3196 in Belgium, but by hardly anything 
in Holland and Britain. The likely savings from an 
integrated insurance market, however, were put at 
barely one-quarter of the possible total (see chart 6). 

Different markets have different experiences 
(and taxes and regulations). There are twice as many 
car-user deaths per vehicle kilometre in France as in 
Holland. "You cannot export mortality," says Mr 
Dieter Nonhoff, a member of the board of Munich 
Re: young Germans are more likely to kill them- 
selves or die in road accidents than young Britons. 
A suspiciously large number of factories burnt. 
down a year ago in Spain's decaying textile industry. 
It seemed to surprise nobody. 

These and other uncommon denominators ex- 
plain why Europe's insurers are streaking off to buy 
foreign firms just as the Brussels commission is do- 
ing its bit to make physical establishment unnec- 
essary. Though freedom of services is a useful goal, 
insurers believe with unusual unanimity that it is 
only marginal, at least in the short run, to their in- 
dustry: most insurance will continue to be sold face- 
to-face, by local companies through local agents to 
local buyers. If the single insurance passport is 
achieved, it will increase competition but perhaps 
only slowly, acting on prices before products and 
within national markets rather than across them. 

"Creating a European market will take a lot of 
time; we need a generation,” says Mr Jean 
Peyrelevade, president of state-owned UAr, France's 
largest insurance company. "But by then it will be 
very important to have a network in place." While 
Brussels bashes on, Europe's insurers are going for 
grass-roots distribution. 


LD 


Tying it down 


66TF I want to sell more policies, | add more sales- 

men,” says Sir Mark Weinberg, chairman of 
Britain’s largest unit-linked life company, Allied 
Dunbar, and founder of its second-biggest, Abbey 
Life. Distribution is that crucial, that simple, and 
that difficult—especially when selling to individ- 


Selling costs are also normally the biggest item 
of insurers’ operating costs after claims (more than 
twice as much as administrative expenses at 
Generali, for example). A British life assurance com- 
pany says that for every £100 a salesman collects in 
commission when he brings in the business, the 
company’s shareholders gain only £50 over the en- 
tire life of the policy. Small wonder that insurers all 
over Europe are scrambling to tie down agents, 
branches, estate agents, mailing lists, and not least 
other insurers before their rivals do. The home 
front matters most. 

Mergers between domestic companies have 
been most conspicuous in France, where the strug- 
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gle for control of insurance has provided the really 
vivid financial battles of the past two years. Two 
powerful, mainly private-sector insurance groups 
have emerged there; none existed before. Axa's 
merger with Midi in 1988 has formed a strongly cap- 
italised group whose premium income makes it the 
second largest in France. In December UAP took a 
complicated stake in Groupe Victoire (new owner 
of West Germany's second largest non-life insurer, 
Colonia) alongside a large investment group, Suez. 
UAP and Victoire say they will continue to compete 
in France but co-operate abroad. 

In Italy several smaller insurers are being 
merged. More importantly Generali and La 
Fondiaria group, Italy's largest and third-largest pri- 
vately owned insurers, may be edging nearer. In De- 
cember Mr Camillo De Benedetti took control of La 
Fondiaria. Mr De Benedetti is a sizeable shareholder 
in Generali and its deputy chairman. 

In most countries the fight to rationalise distri- 
bution has been less dramatic, if equally keen. Tied 
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Europe starts | 
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or independent agents, brokers and banks all sell 
insurance in most pean countries, but the mix 
varies. Tied or semi-tied agents prevail on the conti- 
nent: they sell more than three-quarters of the in- 
surance in West Germany and more than 80% in 
Italy (see table 3). In France many of the agents have 
exclusive distribution rights in their territories and 
have hampered those companies that want to 
ine or broaden distribution. In Spain bank 
subsidiaries dominate the sale of life assurance. In 
Britain and Holland independent agents and bro- 
kers have always had a big role. Patterns are, how- 
ever, changing now, and most quickly in countries 
like Britain, Holland and France, where salesmen’s 
commissions are high. | 
France's mutual insurers (those owned by their 
policyholders) sell without intermediaries and have 
increased their market share sharply, mainly by tar- 
geting professional groups like taxi-drivers or farm- 
ers and designing a complete range of cheap prod- 
ucts for them. In response, joint-stock companies 
are negotiating a more flexible deal with their 
agents. In Italy companies like RAS are beginning to 
sell life policies through free-standing squads of 
unit-trust salesmen, underemployed since the stock- 
market crash in 1987, and are finding them cheaper 
than their old network of agents. Direct selling has 
long worked in Holland, as in Britain, and is grow- 
ing in both places. West Germans are doing a bit 
more of it too. 
Changes are especially dramatic in Britain. 
Since legislation came into force in 1988 requiring 
intermediaries there either to be tied or to offer 
comprehensive advice as independents, many for- 
merly free-standing intermediaries have agreed to 
sell exclusively for one insurance company or an- 
other. This in turn has led to a mini«risis among 
those insurance companies (especially the mutual 
life offices) which depended most heavily on busi- 
ness referred to them by independents. The compe- 
tition for salesmen within the industry and for other 
outlets like building societies and estate agents, 
along with the end of an agreement limiting the 
maximum commission to independents, is said to 
have driven up sales commissions by up to 3096 
overall 
The most striking trend in most countries is the 
rapprochement between banks or savings 
and insurers. Aficionados call it "Bankassurance" 
and widely believe that it will lead ineluctably to 
“Allfinanz”, financial supermarkets. Some recent 
examples: 
€ UAP has signed an agreement with BNP, France's 
biggest bank and state-owned, to distribute each 
other's products and, eventually, to take a 10% 
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cross-shareholding. GAN, the third-largest state- 
“he insurer, has bought cic, a medium-sized 


@ AMEV, Holland’s third-largest insurer, has 
swapped shares with vsB, a savings bank. Holland 
lifted its ban on joint ownership of banks and insur- 
ance companies in January, and a series of such 
cross-shareholdings is expected. 

€ Commercial Union, Britain's third-biggest com- 
posite (that is, life and non-life) insurer, has formed 
a joint life assurance undertaking with Midland 
Bank. So has Scottish Equitable with the Royal 
Bank of Scotland. Standard Life bought 35% of the 
Bank of Scotland four years ago. Standard Life is 
Britain's biggest mutual and recently signed an ex- 
clusive distribution agreement with Halifax, its big- 
gest building society. Insurers have now signed up 
all but two of the top ten building societies in Brit- 
ain as exclusive distributors. i 

@ Aachener und Münchener (Ams), a large West 
German insurance and financial services group, has 
bought the trade-union Bank für Gemeinwirtschaft. 
Allianz, its largest insurer, has a distribution agree- 
ment in five Lander with Dresdner, the second-larg- 
est bank, and they plan a 1096 cross-shareholding. 

The banks launched the challenge. It was the 
long-mooted decision of Deutsche Bank, West Ger- 
many's largest commercial bank, to start writing life 
assurance directly that prompted Allianz and 
Dresdner to link. In France the banks doubled their 
share of life and savings policy premiums to 3896 in 
the ten years to 1988. Crédit Agricole, France's larg- 
est mutual bank, started a life assurance subsidiary 
four years ago. In 1988 that subsidiary, Predica, was 
number two in new business, and Crédit Agricole 
now wants to try its hand at nondife products. So 
does Crédit Lyonnais, whose life assurance subsid- 
iary is among the top ten in France. 

Several of Britain's clearing banks have written 
insurance for years without ruffling feathers. Royal 
Bank of Scotland pioneered direct motor insurance 
in 1984. Barclays has run a smallish but profitable 
life operation for longer than that. One of the fast- 
est-growing and least recognised of the hybrids is 
TSB, a co-operative bank which was incorporated in 
1986.: More recently and certainly more conspicu- 
ously, Lloyds Bank added a controlling stake in Ab- 
bey Life to the much smaller insurance subsidiary i: 
already owned. 


The smile on the face of the tiger 


In most of Europe the battle for savings is between 
and insurance companies. In France and Ger- 
many the savings vehicles that lie in the grey area 
insurers and bankers have fallen to the 
bankers, but it is not so everywhere. Banks run 9096 
of the unit trusts in West Germany, while insurance 
companies run 6096 of them in Britain. Continental 
insurers compete head-on with banks; Britain's 
compete more directly with merchant banks (in 
fund management) and, because so much insurance 
in Britain follows home-ownership, they are more 
dependent on building societies for business. That 
qualifies the struggle, but does not negate it. 
Insurers think that by co-operating with banks 
they are harnessing them to their own needs. They 
may find out, like the smiling young lady who rode 
out on the tiger, that it is the tiger that ends up with 
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the smile on its face. 

Bankers are keen on insurance because it is 
growing faster than their own business; stockmark- 
ets, too, often value insurance at higher multiples of 
earnings or assets* Banks need to sell more through 
their existing branch. networks to make sense of 
their high fixed costs. Some are also looking for new 
sources of finance now that their grip on deposits is 
. waning, and they want to write insurance them- 
selves. Vho better to show them how, quickly, than 
an insurance partner? 

The short-term benefit to insurers is clear. 
Banks have customers, as insurers who rely on refer- 
rals from independent agents do not. The banks can 
sell insurance, as a marginal product, more cheaply 
than insurance agents can (at some 3% of premiums 
in France, compared with 10-20% for agents’ com- 
mission). A salesman can expect to sell five policies 
a week operating on “warm leads" from his friendly 
bank, but only one or two a week starting from 
scratch, says one old hand. 

How much of the cost saving the insurer actu- 
ally reaps depends on how the deal is structured. He 
can probably expect, however, to have lower mar- 
keting and sometimes lower processing costs on a 
policy sold through a bank or building society. 
Commercial Union finds that the return on capital 
from its new joint venture with Midland is already 
as least as great as that on the company's operations 
overall. But how good are banks at selling insurance 
anyway? 

Not very, say many insurers, though most make 
an exception of their own partners. Insurance sales- 
men are used to working on commission, unlike sal- 
aried bank staff, and hustle harder. Insurance prod- 
ucts can be complicated and require specialist 
advice. And bankers do not make house calls: they 
react passively to customers’ inquiries in the branch 
(which their customers are visiting less often now 
that automated teller machines dispense quick 
cash). 

For the relationship to work, insurance and 
banking have to be kept as separate profit centres 
with separate sales forces, but insurance salesmen 
have to be given access to the bank’s customer base, 
suggests Mr Michael Ramsay, general manager of 
TSB Life and Pensions. He reckons that 95% of his 
business comes through contacts from bank 
branches. His division’s premium income has 
grown by more than 2096 a year for at least the past 
five years. 

For Allianz in West Germany, with some 
43,000 tied agents of its own, cutting costs was not 
the motive for the agreement with Dresdner, ac- 
cording to Mr Detlev Bremkamp, joint general man- 
ager of Allianz Europe; exploiting each other's com- 
plementary customer bases was behind the idea. Mr 
Jean Peyrelevade of UAP in France says much the 
same, but with one addition: UAP would like to use 
the relationship to move more into quasi-banking, 
helping the bank find borrowers in exchange for a 
commission and for the opportunity to write insur- 
ance on the back of the loan. The Prudential in Brit- 
ain, which has no domestic banking partner yet, 
would also like to push back the banking frontiers. 

“There is a natural partnership between banks 
and insurers if it is managed properly," says Mr Mi- 
chael Butt, chairman of Britain's Eagle Star. But 
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managing it is not so easy. Mr Bremkamp thinks 
that in the long run there will probably be links be- 
tween insurance companies and banks and building 
societies, in which "the GP will refer special cases to 
the specialists". That will probably work best be- 
tween partners of equal size. 


And if they are wrong? 


“Insurers have to consider whether they want to be 
beholden to those very powerful distributors who 
own the customer base," says Mr Michael Hepher, 
chairman of Lloyds Abbey Life. The whole strategy 
of long-term links between insurers and bankers (or 
indeed between insurers and estate agents or any- 
one else) depends on the assumption that the bulk 
of insurance will continue to be sold by physical in- 
termediaries. 

The argument is that life assurance and related 
savings products are too complex, too little 


` commoditised, and need too much personal advice 


to be sold off the page. After-sales service counts for 
much in non-life insurance: a burgled home-owner 
in Lyons wants to pour out his woes locally, not ring 
an answering service in Reading. Yet there are rea- 
sons to question this eternal verity. 

The main one is cost. Companies are coy when 
it comes to quantifying the comparative expense of 
selling through different channels. Figures from 
America provided by Eagle Star suggest that direct 
selling (by telephone or by mail) costs 10-12% of 
premiums, selling directly (through one’s own inter- 
mediaries or outlets) costs 12'/2-17'2%, and selling 
through independent agents costs 25-30%. The gap 
may be narrower in Europe, where direct mail is less 
familiar and perhaps gets a lower response. But the 
comparison is suggestive. Responding to it, Eagle 
Star in Britain has recently taken a 24% share in the 
Automobile Association Insurance Services, which 
will sell Eagle Star life assurance mainly by mailing 
to members as well as through its own outlets. 





What sort of alliance, ask Bremkamp and Butt? 
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The single market 
beckons, but 
where, how and 
with whom? 
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The problem of how to sell to whom is particu- 
larly acute for would-be pan-Europeans. Many mar- 
kets do not have well-established independent bro- 
kers. That is likely to change in time, as buyers 
baffled by a new range of products seek unbiased 


advice and as brokers themselves see new opportu- 


nities. For the moment, though, those who want to 
sell anything other than large risk cover, and who 
discount the notion that direct selling could ever be 
more than a minor part of a multi-distribution strat- 
egy, must reckon on finding a network or building 
one. For newcomers, it is no easy task. 





Making the moves 


HE Italians call it la calata dei barbari, 1,500 

years after another lot of barbarians pulled 
down the old Roman empire. Foreign insurers are 
marching into the Italian market in force. Allianz 
took control of RAS, Italy's second-biggest insurance 
company, in 1987. The Royal bought Lloyd Italico 
last year, and La Bâloise of Switzerland bought 
Tirrena last month. The Italian insurers' association 
reckons that foreign-controlled companies now 
reap one-third of all new premiums. 

As in Italy, so in Spain. The Spaniards say that 
over half of the capital of their insurance industry is 
in the hands of foreigners. Allianz bought 5196 of 
Basque-based Ercos last year, and is integrating it 
into its own and RAS's Spanish operations. It also 
has a distribution agreement with Banco Popular, 
along with a 596 stake in it. Scottish Provident has 
picked up the Spanish business that Equity & Law 
was forced to shed by its new acquirers, Compagnie 
du Midi. Eagle Star has started a joint pension-fund 
management company with Tabacalera, the to- 
bacco monopoly. The logos of the three big state- 
owned French insurers dominate the Madrid sky- 
line—alongside that of Switzerland's Winterthur. 

Europe's biggest insurance companies have 
vastly different shares of their very dissimilar home 
markets. They range from 796 for Britain's Pruden- 
tial to 2596 for Zurich (see chart 7). The figures hide 
differing relative positions too: Generali is twice 
and Allianz more than twice as big as their next 
largest domestic rival. But where Europe's leading 
companies differ most is in how much of their busi- 
ness comes from abroad. Zurich and Generali, 
kings of smallish castles, have been the most inter- 
national. 

Those figures will look differ- 
ent in a few years. For a host of rea- 
sons, Europe's larger insurers have 
discovered a pan-European voca- 
tion. Some, like Allianz and 
Generali, have run out of room at 
home. Others, like Britain's com- 
posites, find America too unprofit- 
able and Japan too hard to pene- 
trate. Many want the chance to 
spread their risks, balance their 
business, to grow with the faster- 
growing markets of southern Eu- 
rope. Most want to prevent their ri- 
vals from doing it first. Then there 
is the mystique of the single mar- 
ket, and of size itself, though no- 
body knows quite what economies 
of scale or scope will turn out to ex- 
ist. The industry's profits and re- 
sources are healthier than they 
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Strategist Peyrelevade 


were three or four years ago. Insurers feel able to 
look around them and try their arm. 

"We all have about the same strategies," says 
Mr Jean Peyrelevade of uar. "Everyone big in Eu- 
rope wants to dominate Europe. The only impor- 
tant difference is that some of us are drawn by 
America too and others not.” 

The tactics do vary, however. The British com- 
posite and Dutch insurers which began expanding 
throughout the English-speaking world decades ago 
are less single-minded about Europe than the Ger- 
mans, French and Italians are, while most British 
life companies have barely realised that the wider 
Europe is there. Generally, those from markets in 
which independents traditionally channel a lot of 
the business have been more leisurely about buying 
distribution abroad than those who rely at home on 
tied sales forces. 

The first tactical choice is where to go. Spain 
and ltaly are on everybody's list, Portugal and 
Greece on many. Britain and France appeal because 
both have fragmented insurance industries with a 
lot of biggish companies of similar size. In Britain 
insurers are reckoned also to have exportable know- 
how in life and savings products. France is losing its 
charm as the desirable partners are bought and the 
price of the rest shoots up. Most think West Ger- 
many too tough to buy in, thanks mainly to the web 
of cross-shareholdings that leaves little on the open 
market, and Holland too well-served by its own 
companies. 

The second choice is with whom, and how. Buy- 
ing another insurer has been most big companies' 
first choice. Chart 8 on the next page shows how 
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European connections - 
In the three biggest non-domestic markets and fast-growing Spain 
"— 

$2.102bn Italy e Bought 51.5% of RAS 1984-87 


$1.163bn Britain e Bought 100% Cornhill 1986 





well established each of the EC's four biggest direct 
insurers is in the largest markets outside its own, 
along with recent moves to strengthen these posi- 
tions. All three of the non-British insurers want 
more business in Britain. 

Allianz, which began expanding actively in 
1986, appears to have the best European base so far. 
Rich, conservative, oriented at home towards per- 
sonal-lines i insurance, it is unassailable in its domes- 
tic market. Acquiring Cornhill in Britain gave 
Allianz a good non-life and a growing life business; 
premiums have trebled since 1986. The purchase of 
RAS, one of the few Italian insurers with significant 
operations outside it, has underpinned Allianz's 
own business in other European markets. Though it 
is not yet clear how its investment in the insurance 
interests of France's Compagnie de Navigation 
Mixte (which was unsuccessfully bid for by an in- 
vestment bank, Paribas) will work out, Allianz with 
RAS already has a good foothold in the French 


market. 

Generali looks the next most solidly based. The 
home market which it dominates is one of Europe's 
fastest growing, and Generali itself has extensive 
property and other assets besides insurance. 
in Trieste, like RAS it has a network in German- 
speaking Europe that reflects its Austro-Hungarian 
ancestry (and, like Allianz, it lost sizeable operations 
in Eastern Europe after the second world war which 
it would now like to rebuild). It is not clear how 
valuable its expensive minority shareholding in 
France's Compagnie du Midi (now merged with 
Axa, against Generali's desires) will prove, but 
Generali was already the largest foreign insurer in 
France. It has useful outposts too in Belgium, espe- 
cially, and in Holland. In Britain its presence is built 
on waifs and strays like Northern Star and the Dog 
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Breeders Insurance Company. 

France's state-owned insurance flagship, UAP, is 
moving fastest of the four. It is less unquestionably 
master of its home market but has perhaps 
neutralised the challenge by one of two private-sec- 
tor insurers by taking a 3496 stake ir. Victoire. From 
1987 it has built up an impressive presence in Bel- 
gium, through Royale Belge. It has bought opera- 
tions in Ireland, consolidated others in Holland and 
taken a minority stake in Greece’s biggest life as- 
surer. In 1988 it bought a stake in Britain’s Sun Life. 
How useful this turns out to be probably depends 
on whether a fellow shareholder, TransAtlantic 
Holdings of South Africa, is eventually willing to 
sell its larger stake. It took control of Allsecures, a 
subsidiary of the Fiat-linked Toro insurance group, 
in Italy in 1989. It also plans to buy Barcelona-based 
Gesa in Spain. 

The Prudential’s European network is mainly 
gaps at this point. Strong and profitable in a com- 
petitive domestic market (despite hefty losses on an 
apparently illtimed diversification into estate 
agency), the Pru’s most recent big acquisition was of 
an American insurance company, in 1986. It has op- 
erations in Ireland and Belgium, however, and has 
made a small but successful foray into Italian life 
assurance,initially in co-operation with the 
Benetton group. Sales exceeded targets threefold 
and the business returned a profit in the first year. 
The Prudential expects to make its next move in 
Spain, West Germany or France. 

“I don't want to buy anyone serious,” says Mr 
Mick Newmarch, who will become the Prudential's 
chief executive in April. "The question is how ur- 
gent do we feel we have to be. The answer is not 
very. Most of these big expensive deals have my 
blessing, since it is my competitors who are doing 
them." There are plenty of options besides buying 
for companies with fewer resources than Allianz. 

Going it alone is the first. It looks, at best, a long 
business; at worst, an unprofitable one. General in- 
surers can expect to get business from independent 
brokers, where they exist. Sun Alliance, for exam- 
ple, is developing its European presence on the back 
of the wholly owned operations it now has in 12 EC 
countries. Life assurers, however, view with some 
dismay the idea of hiring and training a sales force, 
then trying to take business from long-established 
locals. Some are managing. The life assurance com- 
pany that Holland's Nationale Nederland (Natned) 
started from scratch in Greece now has 12% of that 
market and its Spanish life company is among the 
top three there in new business. Royal too is estab- 
lishing its own life company in Spain, but only after 
the disastrous acquisition of a local company whose 
principal asset turned out to be a fully-occupied 
mental hospital. 

Co-operating with existing local firms through 
a joint venture or marketing agreement is a quicker 
bet. Insurers often have competing products and of- 
ten do not sell even those very well. (An exception 
may be SAI, Italy's fifth-largest insurer, with whom 
France’s GAN has swapped shares.) Banks are, as at 
home, the obvious partners. Commercial Union 
plans to sell life and non-life products with Credito 
Italiano and to hook French fishermen on life assur- 
ance through Credit Maritime. “We think there are 
more capital-efficient ways of expanding in Europe 
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Technology will 
drive, says Palmer 


Today costs may 
outweigh 
tomorrows profits 


«INSURANCE 
than buying things at present prices,’ ' says Mr i John 
arter, one of its executive directors. 

Links with non-financial retailers sound good 
but are hard to establish. Many retailers are less en- 
thusiastic than they were about selling financial 
products—such as Benetton which has now pulled 
out of its joint venture in Italy with the Prudential. 
Instead, the Prudential, concentrating on life assur- 
ance, has gone in with L'Abeille, part of France's 
Groupe Victoire, to build a joint business in Italy. 

What do these European alliances add up to? 


$ 


deals in financial markets, others point out. 
Perhaps the best reason for size is the need to 
invest in computer and communications systems. 


^ k PN 
the more advantageous are the terms on which it 


This will surely grow. “Technology is going to be the ` 


key for handling and distribution," says Mr Joe 


. Palmer, chief executive of Britain's Legal & Gen- 


For costly cross-border acquisitions to make sense, - 
insurers must believe that size and market share . 


matter vitally, that there are economies of scale in 
insurance, that a presence in Europe's biggest mar- 
kets will increase them, and probably that “critical 
mass" cannot get too critical 

Most insurers agree that size per se does matter, 


"national markets on to each other? Will having size- - | 


but they vary as to how much and in which class. In * 
large risks most believe that a big underwriting cae 


pacity and plenty of capital are essential in order to 
spread risks. In personal lines that is a bit less true, 
and least true in life. There are non-technical advan- 
tages from size too. ` 

“Where we are market leaders we make the 


most money,” says Mr Roger Taylor, the group ex- — 


ecutive director who runs Sun Alliance's foreign op- 
erations. “Expertise and depth you can only get if 
you have volume.” It cannot be pure chance that 
almost all insurance companies (Allianz, Generali, 
the Prudential) make more money in their domestic 
markets where they have a bigger market share than 
elsewhere (pace UAP, which in fact owns more of the 
Belgian than the French market). Another argu- 

ment for size is that insurance brokers are probably 


more likely to recommend products of a large, well- ` 


known company than those of an equally good mere 
slip of a thing. 

In investment, size is an undisputed advantage. 
“Today and especially tomorrow, big has to be 
beautiful,” says Mr Hugh Jenkins, who has recently > 
taken over the Prudential's investment side. “We 
are living in a world where you have to pay a fortune 
for systems; for leading-edge investment quality; for 
compliance." The bigger the i investment operation, 


eral. “The investment is containable now for com- 
panies operating mainly nationally, but if you are 
going to market to 325m people, the cost and scale 
will be tremendous." 

Size, then, up to a point, though economies of 


scale in insurance appear much less clear-cut than in. 


some other industries. But will there be synergies 


between markets that give the pan-European strate- 


gist a competitive edge over one who merely tacks 


able linked operations in several European markets 
reduce the costs of doing business in each of them, 
or just increase the quantity of business done? Or 


must good insurance companies be decentralised, to - 


give customer service and agent back-up? 

"The problem with pan-European economies of 
scale is that consumer habits change slowly. But that 
does not mean will never exist," says Mr Mi- 
-chael Butt of Eagle Star. In the longer term, savings 


could probably be made by centralising the back- - 


' office work in processing policies and handling 
claims, in computer software (Allianz is using in 
Spain underwriting software designed for the Dutch 


market) in managing international corporate ac- ' 
counts, and more controversially in standardising - 


basic product design. A few companies (Sun Alli- . 


ance, for one) are experimenting with a slim range 
of modular products which they adapt to national 


markets. 


' the difficulties of managing a more complex opera- 


tion, of underwriting less familiar risks, above all, of 
producing enough extra profit to justify the often- 


heavy costs of expansion. For decisions on strategy 


must be guided at least as much by financial re- 
sources as by philosophy. And these are dramati- 
cally different from country to country and from 
company to company. 





Counting the cost 


HE French Groupe Victoire bought Colonia in 

West Germany at five times its share price on 

the open market. In Italy Mr Camillo De Benedetti 

paid 5096 above the stockmarket price for the 

Fondiaria group. "The money people are paying is 

mad, quite mad," says Generalis Mr Enrico 
one. 

Most would agree with him, but it is hard to be 
sure. The interrelated oddities of insurance ac- 
counting, takeover rules and stockmarket valua- 
tions around Europe are an effective barrier to com- 
parison shopping. 

. Germans transfer unknown sums of money to 
hidden reserves and carry assets at a fraction of their 
true value; the Swiss, like the Germans, smooth 
yearly earnings through transfers to and from spe- 


cial funds; the French tend to do strange things with. 


~ 


capital gains; some British companies report their 
life business on an “embedded value” basis that 
brings forward notional future earnings. Consolida- 


tion is a nightmare. 


So are different takeover rules. A buyer seeking 
control in Britain must offer to buy out all share- 


holders, in Italy only 51%. It is not therefore too - 


surprising when an ltalian firm goes for consider- 
ably over the odds. 


Stockmarkets do what they can with the in- .. 


formation, but it comes out as a jumble. Investors in 
Britain and Holland usually value insurance compa- 
nies at lower multiples to stated earnings, and often 
to net asset value, than other countries do. They 
think they know their actual worth. Companies 
from these markets find it hatd to buy anybody else: 


merger talks between Royal and Victoire, for in- ` 
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Against these slightly long odds, however, are - 
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stance, broke down in 1988 over price. The flip side 
of the coin is that British firms are prime takeover 
targets themselves. Allianz tried and failed to buy 
Eagle Star in 1983; Midi succeeded in purchasing 
Equity & Law in 1987. Pearl Assurance fell to be- 
sieger Australian Mutual Provident in November 
for £1.24 billion ($2.1 billion) after a protracted 
battle. 

Attractive medium-to-large firms in Europe are 
getting scarcer. Though most of the continent's big 
potential purchasers talk cautiously of price, some 
still have money to burn. 

Allianz's market capitalisation (more than twice 
that of Europe's largest quoted bank, Barclays) re- 
flects investors' estimates of its "silent reserves". 
Axa-Midi claims that it could, if it wished, pay cash 
for the $4.5 billion purchase of Farmers which 
American regulators and BAT's shareholders have 
yet to make possible. State-owned Uar has less left 
in the till, but plans to take advantage of the new 
French insurance law permitting reduced state own- 
ership to raise FFr5 billion ($880m) this year. It may 
also be able to call on others in the Victoire-Colonia 
complex for support. Generali effortlessly almost 
doubled its capital to replenish its war chest after 
buying Midi last year. Natned tapped the markets 


too. 


Spending money to make it? 

It is next to impossible to compare real profitability 
across Europe, given the patchwork of accounting 
standards, tax rules and investor preferences. Mr 
Jean Estin in the Paris office of Strategic Planning 
Associates, an Ametican-owned management con- 
sultancy, has made an heroic attempt to lift the veil. 
He has restated the figures (in some cases, using in- 
house assumptions) to reflect real asset value, taken 
out excess provisioning and the like, and tracked 
growth rates and return on shareholders’ funds 
over the five years to 1988 (see chart 9). 

The result is thought-provoking, if not conclu- 
sivé proof of any one theory. The growth side of the 
graph is French, with only state-owned Italian INA 
for company. The profitability side is Dutch and 
British, with France’s Concorde (shown separately 
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from its faster-growing, less-profitable owner, 
Generali) as their lone sidekick. The 
lumpenproletariat of modest growth and modest 
profitability is heavily German and Swiss. Way out 
in the loss-making left-field is Commercial Union, 
dragged down by its costly but ultimately successful 
struggle to shed its American liability exposure. 

The correlation between growth and profitabil- 
ity emerges as weaker than one might expect, given 
the costs associated with getting new business. The 
measure of growth is the companies’ insurance ac- 
tivities, whereas the measure of profitability in- 
cludes their investment results too. Two of the most 
profitable companies are the Prudential, which 
manages more than £35 billion ($59 billion) in 
funds, and Natned, with more than $34 billion. The 
Pru grew faster than the average, Natned more 
slowly. Investment income can have a much greater 
effect on earnings than underwriting does. 

What will happen, then, as competition 
strengthens, as it already has done, and if financial 
returns weaken, as they probably will? Real interest 
rates in the world’s five biggest economies average 
6% now, twice what they were ten years ago. Stock- 
markets have obligingly boomed too. Since the 
crash of October 1987, share prices have risen by 
25% a year in Europe. They increased by only 40% 
in the entire decade to 1980. The boom will not go 
on for ever. And in the semi-bust that follows, the 
extra costs associated with expansion of any sort 
may loom large. 

Many believe that insurers (some of them, any- 
way) have been dazzled by the fortuitous strength of 
their financial results into neglecting the basics of 
their business—sound underwriting, cost control 
and service—in the interest of expansion. But what, 
in fact, are the basics of the business: selling reliable 
insurance or investing the proceeds? 

“The true product of insurers is service,” says 
Generalis venerable chairman, Mr Enrico 
Randone. The Prudential “takes a lot of money and 
takes a profit for managing it. That’s our core busi- 
ness," says Mr Mick Newmarch. Both of them are 
right, each in his slightly different line of country. 
Insurance is a complicated business. 

In the days of modest financial returns, invest- 
ment income was an extra protection against 
greater-than-expected future claims. Today it is the 
core of profitability. Investment returns offset the 
frequent underwriting losses on non-life business 
and underpin competitive advantage in life and sav- 
ings products (see chart 10). 
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changing. Risk-taking seems to be getting riskier. 

Mr Karl Wittmann, deputy executive manager 
of Munich Re, puts it thus: “The insurance industry 
exists primarily to protect against the risk of chance, 
volatile events like Hurricane Hugo. We are geared 
up to take the peaks off, not so much to bear the 
burden of structural change. Yet it is the risk of 
structural change which now predominates in im- 
portant classes of business.” 

Insurance liabilities now stretch backwards and 
forwards almost limitlessly in time. The courts have 
extended corporate responsibility for pollution that 
may not show up until decades after the event. The 
same is true of obstetricians for birth defects. Liabil- 
ity awards are growing, and not only in America. 

As the world’s economies intertwine, things 
that go wrong in one market are more likely to go 
wrong in another. The stockmarket crash in 1987 
caused people to cash in unit-linked policies in New 





| Two visions: Randone and Newmarch 
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“If you write business just to have investment 
income you will make some very big mistakes as a 
consequence. But depending, of course, on your 
mix of business, if you have positive underwriting 
results you are pricing your products out of the 
game,” says Mr Claude Barbéris, managing director 
of Axa-Midi. This central reliance on investment in- 
come may be wrong; it may exaggerate the cyclical 
nature of underwriting; but only an ingénue would 
expect insurers in a competitive market to overlook 
financial returns in setting a price on their products. 

Investment managers are moving closer to cen- 
tre stage all the time. Investment was a subset of the 
accounting division at Munich Re in the 1950s. 
Now it is a free-standing division, and the compa- 
ny's chairman, Mr Horst Jannott, used to run it. 
The Prudential’s new boss describes himself as “an 
investment man by history and by training from the 
year dot". He is probably the first of that breed to 
run à large British insurance company. 

The investment function must continue to gain 
importance, as capital markets modernise, invest- 
ment-linked life policies spread, and competition 
pushes down rates in non-life insurance. The argu- 
ment that underwriting results matter more, or are 
better, than profits from investment looks increas- 
ingly arcane. Mr Jean-Jacques Rosa suggested re- 
cently in Le Figaro that as insurance companies be- 
come more like banks, their underwriting losses 
should perhaps be seen as no more reprehensible 
than the banks' interest on deposits: a fee for the 
use of the funds they make a profit on by investing. 

And yet those who sound a warning are right. 
The danger is that, in the current climate, sales and 
investment get all che attention: they account for 
most of non-claims costs and most of profits, respec- 
tively. Meanwhile, underwriters and reservers—the 
insurance technicians—are paid less heed. All facets 
of insurance must interlock. “There is no one key to 
success in insurance,” reminds Mr Bremkamp of 
Allianz. “You cannot afford to be bad in anything.” 
Least of all in something that can cost you directly 
years of forgone profits. 


Endgame 

Integrating Europe, changing distribution, growing 
competition, shrinking financial returns: they all ar- 
gue not for a pusillanimous strategy but for a cau- 
tious one. Not only Europe, but insurance itself, is 





York, in London and in Paris. Behaviour seems 
more universal too: arson, which was once seen by 
insurers as a largely American problem, is now a 
given in most rich countries. It is getting harder to © 
balance risks by spreading them geographically. 

The bigger and more complex industry be- 
comes, the more disasters it heaps upon its own 
head. In industrial complexes worldwide the past 
three years have seen a number of losses of more 
than $100m each. They culminated in 1988 in the 
explosion of the Piper Alpha oil platform, the dam- 
ages from which, at more than $1.4 billion, are the 
greatest that insurers have ever had to meet from a 
single event. Divine retribution is escalating too. 
Economic losses from natural disasters never ex- 
ceeded $10 billion in any of the 15 years to 1975; the 
subsequent decade and a half saw three years with 
losses of more than $20 billion (see chart 11). 

This does not mean that European insurers 
should throw in the towel and turn to banking, or 
Buddhism. It does mean keeping the conquest of 
Europe in perspective, especially financially. It 
means fixing today's costs with as beady an eye as 
tomorrow's profits, with a view to the next centu- 
ry's opportunities. For although nothing post-1992 
is clear, one thing seems less murky than the rest. 


The world's biggest insurers, American and Japa- 
nese, have stayed out of the game. They will not do 
so for ever. Those who rise victorious from the chess 
board today will face new opponents tomorrow. 
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ARIG. A TRULY INTERNATIONAL PRESENCE 


ARIG has the resources to cover any claim, 
worldwide. A broad range of expertise in all 
aspects of insurance and reinsurance, and 
policies that are drafted by some of the most 
highly qualified underwriters in the industry. 
ARIG has a solid capital base. A proven 
track-record of absolute reliability. And 


a programme of global diversification have 
led to its establishment as one of the leading 
and most dependable insurance companies. 

For a completely professional approach to 
all aspects of insurance and reinsurance, 
diversify into the worldwide resources and 
expertise of ARIG. 
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ARAB INSURANCE GROUP (B.S.C.) 


SOLID PROTECTION AROUND THE GLOBE. 


Head Office: ARIG House, Diplomatic Area, P.O. Box 26992, Manama, Bahrain. Telex: 9395, 9396 ARIG BN, Telephone: (0973) 531110. Telefax: 531155, 530289. 


London Contact Office: Plantation House, 8th Floor — Section B, 31-35 Fenchurch Street, London EC3M 3DX, United Kingdom, Telex; 893281 ARIG G, 
Telephone: (01) 626 4155/6, Telefax: 283 1923. Hong Kong Branch Office: Suite 1705, Harcourt House, 39 Gloucester Road, Wanchai, Hong Kong. Telex: 68902 ARIG HX. 
Telephone: (0852) 8655356/57/58/59. Telefax: 8660821. Tunis Branch Office: 75 Avenue Mohamed V, Tunis 1002. Telephone: (0216 1) 788564, 787152, 786800. Telefax: 785397, Telex: 14431 ARIG TN 











T'S A SMALL WORLD. 


In reality the world isn’t small at all. We 
at Generali however, know it well. We 
operate in 40 countries over the 5 conti- 
nents, always with the same courtesy, 


punctuality and efficiency - that’s the 
way we work. The same service for all 
our clients everywhere: another way of 
making the world seem a bit smaller. 
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Assicurazioni Generali 


SECURITY, ALWAYS AND EVERYWHERE. 


ALBERTO CREMONA 


f step with Brit- 
members agreed 


bebe top British Jews 
while a united Germany 
— Uie ober Eur it 


E ‘hardliner, called him ' ‘the first 
|. British secretary of state with 
some understanding of Irish 


history". Mr Brooke, who had | 


talks with other political lead- 
ers, was not the week's most 
popular figure with unionists 
or Conservatives. 


naf Another Channel — cri- 
sis was solved by the appoint- 


[I ment of an American con- 
-struction boss as Eurotunnel’s 
- project chief executive—in 

other words, as a buffer be- 

tween Alastair Morton, the 

company’s chief executive, 

|- and the contractors. Now all 


|. Eurotunnel has to do is to 


- raise another £1.5 billion to 
bover cost overruns. 


3 J A study of white middle-class 


men by a management consul- 
“taney, Sound Thinking, found 


"| prejudices against such di- 
| verse groups as owners of gar- 


` den gnomes, wearers of white 


-| socks or gold medallions, 


hangers of fluffy dice from 
t-view mirrors, ethnic mi- 
orities and the French— 
yod old class and race. 


 Exits and entries 


A report by the Select Com- 
mittee on Members’ Interests 
found that John Browne, a 
Tory mp, had broken Com- 
mons rules by failing to de- 
clare dealings such as a 
£52,000 ($88,000) payment 
from Saudi Arabia. “This has 


never been a matter of dishon- 


esty," said Mr Browne. 


Sir Alastair Burnet resigned 
from the board of Indepen- 
dent Television News. 

Bong. He disagrees with the 


 board's disagreement with the 


broadcasting bill. Bong. But 


he'll be back on our screens 


after the break. 


Stale bread of heaven. En- 
gland's rugger team beat the 


| Welsh 34-6, a record margin. 
The Welsh. coach said he was 


"disappointed". Then he 
resigned. 


Olivier Roux, a former fi- 
nance director of Guinness 
turned prosecution witness, 
got star billing in the 
Guinness trial. He said that 
Ernest Saunders had ap- 
proved a £5m payment to 
Gerald Ronson of the Heron 
group in return for £25m- 
worth of support for Guinness 
shares during its takeover bid 
for Distillers. 


Nelson Mandela wants to - 


conie to Britain to address Eg : 
"world from an anti-apartheid | ir 


lodi in — — 


tee cost i | 


rally at London's Wembley 
stadium on Easter Monday, 
his family said. So far, he 
seems less keen to drop i inon 
Mrs Thatcher, E | 


A 15-mile — 


coast around Brighton was 


_ closed to the public after 


around a dozen canisters of 
potassium cyanide bobbed . 
ashore. None was leaking its _ 


deadly contents but the police | 
warned the inquisitive to stay ` 


| e south : 


of private investors would. 
build their few privatisation 
holdings into balanced equi 
portfolios unless there is a rad 
ical shift i in shareholders" 


Announcing the govern- — 
ment's s ten-year, £12. 1 ‘billion 


| | port sectetary;t eei] 
PM 'son, admitted T 


as a — pay mégotia-. 


tions are just about to ben * 


E — council’s 1987 - 
] we of three cemeteries for- 


lawful, said its dis- 


clear: “You won t get a a second ME * 


| chance" A 


| Trouble with figures 


The government, which sus- 


pects councils are using the 


poll tax to jack up spending, © : 


will work out the old rates- 
equivalent of each council’s 
new bill. The chairman of the 
Association of Metropolitan 
Authorities said he fears the 
government will use the fig- 
ures “as a drunk uses a lamp- 
post—for support rather than 
illumination." 


According to a CBI task force, 
although a quarter of the 
population owns shares, only 
4096 of them have ever sold 
any. The study "found no evi- 
dence that the new generation 


Trade with Russia could. 
bring new cultural influences 
Rank Xerox has been offered 
racing camels, falcons and 
goat horns as part of a barter 
deal for electronic goods. Ad- 
mitting that there might bea a 
Middle Eastern market for. the 
first two items, the company 


refused the deal. 
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f When you ‘are ready ey talk bu iness, | just cross. the. drawbridge of the Nijenrode Castle. 
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business careers are developed and perfected. 
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ijenrode is a university founded: 

















a thorough academic programme. 




















classes small enough to enable the 
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~ Educating managers, rather than 
































International MBA programme, 














BRITAIN 


Don't look down 








Margaret Thatcher’s political survival hangs on the performance of the 


deal to 


ENIOR Tories at Westminster are talk- 

ing, once again, about whether it would 
be right to press Mrs Thatcher to retire later 
this year. And among the younger Conser- 
vative backbenchers the mood is as nervy 
and troubled as it was during the Westland 
affair of 1985-6. 

The prime minister has been in perilous 
spots before, and inched her way back to 
popularity. But whether she survives 
through 1990 will depend at least as much 
on her new chancellor of the exchequer, Mr 
John Major, as on herself. 

“Westland was a political problem. 
What troubles me is that we face an eco- 
nomic problem. And economic problems 
take a lot longer to come right than political 
ones,” a former cabinet minister mused. 

Mr Major briefed the cabinet on Febru- 
ary 22nd about the strategy for his first bud- 
get. A few weeks ago he might have kept 
them happy with talk about new taxes to en- 
courage greenery and savings. No longer. 
After the latest mortgage-rate rises—arriv- 
ing with the first shock of large poll-tax 
bills—homeowners, small businessmen and 
local Tory associations are up in arms. The 
- chancellor faces intense pressure to halt in- 
flation while yet satisfying demands for an 
early cut in interest rates. He must fail on 
one of these counts. He may fail on both. 

His budget will be grim. But the real test 
is whether Mr Major can rein back inflation 
and curb interest rates far enough ahead of 
the general election to give the Tories a good 
run at the 15-point lead Labour is now en- 
joying. It will be a tight business. 

The house market is the vital battlefield. For 
it was on the back of spiralling house 


eens — especias the housing market. But her chancellor has a great 
o and n 


ot much time to do it 


earned, consumers spent according to their 
wealth. While the value of their houses rock- 
eted (by 6796 in real terms between 1985 
and the summer of 1988), they borrowed 
against their property to finance current 
spending—during those years, consumer 
demand grew by 17.596. The boom eventu- 
ally pushed inflation up, to as high as 8.396 
at one point last year. 

The government had hoped that succes- 
sive hikes in interest rates, from 7.596 to 
1596 between early 1988 and last autumn, 
would have cooled the economy by now, so 
that lending rates could have fallen before 
the May local elections. It reckoned a mone- 
tary squeeze would cut disposable incomes, 
as homeowners had to pay out more in 
mortgage payments. At the same time, a 
stickier house-market would hit people's 
sense of prosperity and thus, it was hoped, 
their spending. 

So much for the plan. But while demand 
is at last grinding to a halt, the impact of 
high interest rates has taken much longer to 
bite than the government would have 
liked—and has required much higher rates 


than it ever imagined. Why? Akhowh J , 


house prices in the south of England fell 
in 1989, those in the north peaked 
much later. So it was not until _ J 4 
September 1989 that the na- VG) 

tional market turned down. | 
Meanwhile, higher- 
than-expected infla- 
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prices in the mid-1980s, and the de- 7345 — = 


regulation of credit, that the Lawson 23 
consumer boom was built. It was that 
boom that sent the traditional link be- 
tween spending and incomes haywire. 
Rather than spend what they 
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tion reduced the real value of consum- 

ers' debts, which were at record levels; 
but it made less impact on real incomes, 
which kept growing, thanks to g 
pay-rises. All this made most people feel bet: 
ter off—and they kept on spending. 


Being cruel to be kind 
Now the interest-rate assault is ge 
ground. House prices are falling all over the 
country and mortgages are biting into ar 
ever-larger slice of consumers’ incomes. 
Even before the recent rise in mortgage rate: 
to 15.4%, there were 50,000 borrowers six 
months or more behind in their mortgage 
payments. The chancellor can offer them lit 
tle comfort: if it isn't hurting, he says, it isn't 
working. But is it working? In la- 
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| There was no 
— IKE all the most interesting press brief- 
i ings, last week's was called unexpect- 
. edly. An announcement to the press gal- 
- lery at Westminster said simply: “The 
| prime minister will be holding a press con- 
— ference at the Queen Elizabeth Centre in 
-. 20 minutes.” 
= Not only Mrs Thatcher, either: she ar- 
_ rived with Mr Chris Patten, the environ- 
_ ment secretary, Mr Nicholas 
. Ridley, the ee nd 
try secretary, co | 
Rifkind, the Scottish secre- 
. tary, and Mr Kenneth Baker, 
het party chairman. 
a e prime minister 
. waded straight in: “Ladies and gentlemen, 
. the community charge was first conceived 
when Kenneth was environment secre- 
tary. It was taken through the Commons 
by Nick and is being implemented in Eng- 
- land by Chris. Malcolm has been using it 
- for some time, as you know, in Scotland. 
So I thought it right to invite them to join 
| us this evening. 
“You will all have noticed that the 
. community charge, or poll tax, as every- 
. one seems to call it, is producing some un- 
expected and unwelcome results. First, 
some Conservative-run councils are 
spending at a level that implies poll-tax 
- bills far beyond the admittedly absurd 
forecasts that we put out based on wholly 


- fantastical under-estimates of inflation. 


ion remains troublingly high, at 7.796, 
toked up by food and petrol prices and 
higher labour costs. Few City forecasters ex- 
ect inflation to fall much by the end of this 
- Now comes the bit where Mr Major will 
eed steady nerves. As the economy veers 
owards recession he will face intense pres- 
ure to lower interest rates. He must resist it: 
or one thing, lower rates will only weaken 
terling's defences on the foreign-exchange 
markets against a D-mark that looks set for 
gher rates. A sterling slide would boost im- 
ort prices. 

. More worrying still would be the likely 
effect of an interest-rate cut on consumer 
borrowing. Although house prices fell to- 
ards the end of 1989, they are still 50% 
higher in real terms than in 1985. American 
xpress Bank predicts they will fall by 1096 
this year—but even that would leave hous- 
ing wealth £300 billion higher than in 1985. 


| an early re- 
_laxation of interest rates would be disas- 


alternative 


The distinction between Conservative 
good housekeeping and socialist extrava- 
gance has been blurred: in the Commons 
I have been obliged to chastise some Tory- 
run councils. 

“Second, Chris has been forced to 
look into whether we should cap spending 
by some councils. But we spent years 





working on the poll tax precisely to get 
away from rate-capping, and to create a 
system in which local accountability 
would provide a better brake on spend- 
ing. This, too, has been a failure. Local 
councils are still spending ever more and 
blaming the government. We have been 
fighting back, but I fear the arguments are 
too complicated to impress most voters. 

“Third, the political problems we now 
face with poll tax have encouraged sup- 
port inside the party for bringing educa- 
tion into the central-government budget. 
As a former education secretary myself, I 
view with great alarm any suggestion that 
panic reactions to a local tax should dic- 
tate education policy. 

"In short, we must abandon the poll 


trous. Some fainthearts, however, are whis- 
pering that without such a relaxation, 
property prices could slump disastrously— 
an even more acute political problem than 
inflation. Note to them: house prices should 
pick up after 1991. 

Already house prices, 
though high, are falling in rela- 
tion to earnings. If earn- 
ings rise by 9.596 this year, a 
1096 fall in house prices would 
bring the two back close to 
their historic norm. In 1991 in- 
comes are expected to go on 
growing strongly—leaving 
room for property prices to 
start rising in line with them. 

The poll tax too will push 
up house prices: domestic rates 
were a tax on property. The effect will not 
be uniform—house prices in boroughs with 
exceptionally high poll taxes could well fall. 
But overall the effect will be to push prices 
up, by up to 896 in London and the south- 
east, and as little as 396 in East Anglia, ac- 
cording to Mr Steven Bell, an economist at 
Morgan Grenfell, a merchant bank. 

~ One implication of this is that, sooner 











tax. As prime minister, we accept respon- 
sibility for our personal role in this mess, 
and we promise to return to the rates sys- 
tem by 1992. We have one final thing to 


say. Sorry. 

"Now, Kenneth, I believe you had 
something you wanted to add?" 

The media were stunned into awed si- 
lence as a flushed Mr Baker muttered into 
the microphones: "Yes, prime minister, I 
wanted to say that when you asked me to 
find an alternative to rates, | was too eager 
to please you by grabbing the 
nearest and quickest clever- 
dick alternative." 

Mr Ridley then took Mr 
Baker's place. Flicking his 
cigarette ash nervously 
across his papers, he grinned 
broadly and said: “Yes, me too, I'm afraid. 
Guilty as charged. A complete horlicks.” 

Mr Rifkind cl his throat and 
added: “Yes, prime minister, and after our 
Scottish experience in the 1987 election, I 
should have pressed you to think again 
about the whole wretched cock-up". 

And Mr Patten? Well, Mr Patten let 
his eyelids droop and looked surprisingly 
cheerful. 

As the lobby correspondents scram- 
bled back to their offices to break the 
news that the prime minister had been 
heard to say sorry, their attention was 
caught by the spectacular sunset. In its 
golden rays a small formation of pigs 
could be seen winging their way high 
above Whitehall. 


^ 





or later, Mr Major will have to find another 
way of stopping homeowners using their 
wealth in bricks and mortar as collateral to 
borrow, spend—and fuel inflation. Is there 
any alternative to high interest rates? One 
wheeze is being cautiously 
mulled over at the Treasury, 
says Mr Peter Spencer, an 
economist at Shearson Leh- 
man Hutton and a former 
Treasury official. 

The idea is to impose a 
capital-gains tax on those who 
try to cash in their housing eq- 
uity—as applies in America. 
This way the chancellor could 
reduce interest rates without 
fearing a repeat of the borrow- 
ing binge of the mid-1980s. 

Short of such innovations, however, Mr 
Major has no excuse for cutting base rates 
early. Agreed it might help to keep the wolf 
from Mrs Thatcher's door; but, if recent his- 
tory repeated itself, it might also ensure 
worse economic problems in 1991-92. 
Hands up anyone who'd like to pick.a date 
for the general election. 
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Marketing music 
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he — time since: e Chuck ey 
:ethoven to roll over at the start of 
J60s, classical records have begun ap- 
- pearing in ‘the pop-music-charts. Nigel Ken- 
ne dy, a violinist, has sold more than 180,000 
copies of Vivaldi's "Four Seasons" —mak- 
ing him one of only two new EMI artists to 
break the all-importa: 000 barrier (the 
other is a hea up). And posters 
Ofra Harnoy, re- 
r cello, have ap 
tube stations. - 
‘novel kind of advertising is 
j — the big record compa- 
nies over their shares of what they now see 
as a booming market. From the rock-and- 
roll revolution of the 1960s until just yester- 
day, music entrepreneurs treated classical 
music as a backwater. Four companies 
lorded it over a relatively static sales volume. 
Polygram (whose labels include Decca, Phil- 
ips and Deutsche Grammophon) accounted 
for 55% of sales, EMI for 2096, and CBS and 




















RCA (together with a number of mini-labeis) - 


for the rest. But in the late 1980s things me 
ay started to — 





É TEVER her faults, Mrs 
Thatcher remains her own 
woman. An interview for the people 
putting together a ceremony for the 
“Brit awards”, Britain's rock Oscars, 
ay have been the idea of her public-re- 
lations team; but who else would have 
‘boasted that one of he 
was “How much is tha 
window?” Her other: engagi 
lections were an. Ivor’ 













vote at a single stroke, and Andrew 


Lloyd Webber's "Memories" , the song of 


a woman recalling past glories. The audi- 
ence at the presentation ceremony first 








jed its way through each one. 


The Brit awards last year appeared 
live on British television and were some- 


thing of a disaster—one of the presenters 
was the pin-up-gitl-turned-British- 


donna, Samantha Fox. The 1990 Brits. 


kept some of the same trappings: black 
tie for record bosses and BBC cameramen, 
jeans for stars. But this time the show was 








t All gauche on the night 


— — 


N sac ‘song, 
which probably disposed of the youth 


reacted with disbelief, then happily cack- | 
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even n scarcer, the jecord industry has calculated that it is 
m p the marketing: of classical z music 


-EMI CBS and RCA grew tired of playing 


second fiddle to Polygram and determined 
to revamp their classical departments, while 
| three rock-based record companies decided: 


to move into the classical market. One of 
these, WEA started purchasing in 1987 a 


clutch of record labels with strong — 
Electra- 





catalogues—Teldech, Erato and — 
Nonesuch—and poached Mr Peter’ Andry, 
the head of classics at EMi, to spearhead its 
assault on the new market. In 1988 both 
Virgin and Factory, a small rock label based 
in Manchester, founded classical labels. 


Anda book publisher, Collins, established a a 


classical-record division. 

“Everybody now thinks that heie isa 
killing to make,” 
about to launch a Toscanini campaign to 
celebrate the 125th anniversary of the great 
conductor’s birth. Decca is planning a big 
television campaign to promote Luciano 
Pavarotti: the Italian tenor will be in Eng- 
land next month. Both RCA and EMI hope to 
sell Russian composers such as Tchaikovsky 
and Rachmaninov to a Gorbachev-besotted 
public. So far WEA has concentrated on 
building up a catalogue and a big marketing 
team. The next stage, ile Mr — will be 





recorded, so that all the hitches could be - 
edited out. Guests were even asked to 
cheer loudly to convey the new spirit of - 
confidence. The strategy did not work: . | 
the tabloid press next day revelled:in . | 


boob-by-boob accounts of all the hitches | 
that the public would never see. —— 5 1]. 
One thing could not be improved by . | 


the editors: the prizewinners. American 
rock stars pride themselves on their 
strutting around. But, as anybody who 
has ever been to a Paul McCartney con- 
cert knows, gaucheness has always been 
an asset in British pop. How Lisa 
Stansfield's speaking. diio (shopgirl in a 
flutter) becomes the cool black-sounding 


soul-singer who won the award for being - | 


the best newcomer remains a miracle of 
recording history. — 

. Even the more hip bands had an er 
couraging homeliness about them: at the 
reception afterwards, the. Cure, who 
look a bit. like the-.Munster family, 
swigged champagne like schoolboys on a 
day out. Maybe Mrs Thatcher was not so 


out of place, after all.” 


ed ere rrr re Pret remettre NS vtt trt HC ARN He eer 


says Mr Andry. RCA is - 


_ syncratic head, Mr Richard Branson. ci 


that two of Sony's directors, Mr. i 


become hooked on it by film-mak« 
"vertisers who use classical music to 


 byists" who know everything about 1 


that people who run classical-record 




































































to » produce à new n e NTC 

. Some record-company- dnsideri: 
Mv: explain» the current: craze. foi 
classics in terms of entrepreneurial w 
and corporate accident. Virgin classics, fo 
example, was the brainchild of Virgin's id 


vamped its: classical catalogue when it w 
taken over by Sony, for the simple reasoi 


Morita and Mr Norio Ohga, are devoted 
classical music. : 
But there is more behind the trend. 
record companies have realised that, la 
because of poor salesmanship, they h: 
failed to exploit a potentially huge ma 
Most people think that they ought 
classical music. Many have unsuspect: 


drama, and sell — es 


ae  Hardbheaded. | rec ord X 
(who have few qualms. end xit 
metaphors) complain that classical 
has been a “ghetto industry” run by 


but nothing about marketing. They su: 


enjoy humiliating first-time buyers 
questions about Köchel numbers. — 
Record companies believe that t 
to turning vague curiosity into hard 
to package classical music in exa 
same way as rock music. "Treat itl 
lar record and it will sell like a 


















cord," " as ei executives. s explain 
recipe. They are promoting stars 
h the common touch (such as Mr - 
nnedy) or sex appeal | (such as Ms 
arnoy); producing “sampler al. 
ms made up of classical music 
pularised by films; and designing 
atching record sleeves. A great 
l of money is being spent on buy- 
advertising in public places and 
s-circulation magazines. — 
} In Pix — year the. big 




















tempted 

! * ud = of] ast European 
discs pric nder £4. If they ask 
les staff for thes music iem. th d British 



































tat ady be aning to pay 
Last: year classical records accounted for 
st over 896 of all sales in Virgin stores. The 
mparable figure this January was 12%. 
- Both technology and demography are 
pulling the record companies towards the 
assical market. The compact disc has pro- 
vided the classical labels with a much- 
needed shot in the arm. So pure is the re- 
production that many "hobbyists" have 
replaced their entire record collections— 
boosting the profits of classical labels in the 
process. Hi-fi enthusiasts have also started 
to buy classical recordings, to show off the 





TN 1970 England boasted 40,000 small 
A. owner-managed village shops. ‘Today 
only 8,000 survive. At any one time about 


sures, and how to defy the trend ? 

The root cause of decline has been the 
ise in car-ownership. When villagers can 
nip out to the nearest well-stocked and 
cheaper supermarket, they soon take a dif- 
ferent view of their local shop: the vital 
ymmunity asset turns into what the gov- 
nment-sponsored Rural Development 
ommission calls an "oh-sod-it" service, a 
st resort for items left off the big peeky 
iopping-list. | 

- Changes in local taxation will come as 















l l, for — — — prop- 
rty rates. Village shop-keepers who live 
above their sore, — vie continue to 






Richard Strauss's 





000 of these are up for sale. Why the clo- 


quality: of theiz CD-players. — report 


persistent requests from CD enthusiasts for 
Rimsky-Korsakov’s “Scheherazade” and 
“Also Sprach Zarathu- 
stra"—both pieces with big brass sounds, 
loud.drums and plenty of orchestral colour, 

- The record companies do not need to 
be told that the number of British teenagers 
is set to: shrink from 9m in 1981 to 7m in 
1996.. The teenage-dominated singles mar- 
ket is already collapsing: whereas a record 
used to have to sell 75,000 copies a week to 





 topthe charts, i it now has to sell only 25,000. 


Former  teenyboppers have become 
thirtysomethings. Mr Kennedy himself 
thinks that this generation had its musical 
concentration-span extended. by so-called 

"concept albums" like the Beatles’ "Ser- 
geant Pepper’s Lonely Hearts Club Band”: 
as it ages, it acquires still more sophisticated 
tastes, adding Beethoven and Brahms to the 
Beatles and Bowie. 

A new generation of classical musicians 
and producers is also doing its bit to break 
down the crumbling barriers between popu- 
lar and serious music. Among musicians 


there is now an identifiable “brat pack” — 


Village shopkeepers are often their 
own worst enemies.. Church bells. and 


 duckponds. inspire starry-eyed _ retired 
. teachers, policemen, servicemen and their 
wives to- put their savings into ventures 
-that will at best. à 
The average shop has a turnover -of 
. £100,000 a year, producing annual pre- 





ifford a meagre living. 























more optimistic line. 


-Midori (17) C 1 
Joshua Bell (23), Anne-So phie Mut- 
ter (24), Ms Harnoy Q5) and Mr 
Kennedy (34)—who are happy to 
do away with she stuffer conven- 
tions of classical music. Some con- 
:ductors such as Mr Thomas 
;V — Wilbrandt are experimenting with 
W electronic production techniques 
borrowed from rock music. 

At the same time a new breed of 
executives has found jobs with clas- 
— labels. A decade ago such labels were 
rather like museums. and art galleries: safe 
havens for gentlemen who could not decide 
what to do.after leaving ‘university. Now 
there is not a tweed jacket in sight. Classical 
music is. dominated by marketing men— 
many of them drafted in from rock—who 
sport pony tails and designer spectacles and 
talk about "shifting the product". 

Rock entrepreneurs have taken a shine — 
to the classics. Mr Harvey Goldsmith, Brit- 
ains most successful rock-concert pro- 
moter, has staged operas by Verdi and Bizet. 
Mr Kennedy is being managed by Mr John 
Stanley, who once ran the Bay City Rollers. 
Q, a rock-music. magazine, has started a 
“user-friendly” section on classical music. 
The magazine recommends “The Ride of 
the Valkyries” (“known to our generation 
as the soundtrack to the attack on the Viet- 
cong village in 'Apocalypse Now' ") and the 
overture from “Tannhäuser” ("20 minutes 
of the most tumultously erotic music ever 
written"). Purists are unlikely to approve. 
But then Wagner himself was no slouch at 
self-publicity. 





bd 


tax earnings of £8,000; and this will entail 
long hours behind the counter—and on 
the road, driving to and from the nearest 
wholesaler (small shops are not offered de- 
livery). Most couples last out only four or 
five years before putting their business up | 
for sale. i 
. The Rural Development Commission 

| 


— —— 


runs weekend courses for prospective 
shopowners, pointing out the risks. It 
manages to persuade at least half its cli- 
ents to change their minds. 

But it has a second course, too. “Mak- 
ing your village shop. profitable” ‘takes a 






ing to compete with. the supermarkets can 
even turn a pretty penny. Take Mrs San- 
dra Gleed of the Tendring Post Office and 
Village Stores, Essex. After-13 years of 
falling sales, she has diversified a away from 

es into services like dry clean- 
ing, shoe repairs and video-tape lending. 
Five years later she has built an extension ° 
to her original shop and leased a new one 
in the neighbouring village. It might even 
have roses round the door. 
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The region needs to rate with 
technology, it needs food: 


the Middle East in the 1990s. — — : ME "E ue 


H.E. Mr Nurver Nures, Turkish Ambassador to the United Kingdom. 


The Middle East is defined as w including Egypt, Turkey, irag, Iran, Saudi Arabia and the 
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Islam. 


To assess what this c combinati 
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Speakers will include: 


The Rt. Hon. William Waldegrave MP, Minister of State for Foreign Affairs. 
Mr. Antonio Cardoso e Cunha, EC Commissioner responsible for Energy." Hn 
H.E. Abdul-Hahman Al-Zamil, Deputy Minister of Commerce, Kingdom of Saudi Arabia. 


Sir Anthony Parsons, GCMG, LVO, MC, Former British Ambassador to Iran. 
Dr. r. Henry Azzam, Chief Economist, Guif International Bank. 
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Shadows of gunboats 


OT since the Falklands war has the 
conduct of British foreign policy 

n so controversial. The foreign secre- 
tary, Mr Douglas Hurd, stalks back from 
Dublin after smashing the once-cherished 
EC united front on sanctions against 
South Africa. In West Germany one 
down-market newspaper argues that the 
enemy is no longer Soviet Russia but 


P Thatcher". 
e language may be different in 


Washington, but the mood is increasingly 
the same. Mrs Thatcher is seen as an ob- 
stacle to closer European integration, and 

ore to easier transatlantic relations 
with the whole of Europe. Gone are the 
days when she was a world figure. Now 
she looks worryingly marginal. 

She does not feel that way. One 
Downing Street insider reckons the prime 
minister spends about 9096 of her think- 
ing time on foreign affairs. Keeping tabs 
on the Foreign Office, she sees Mr Hurd 
for weekly bilateral meetings. Her private 
secretary, Mr Charles Powell, is in almost 
constant touch with Mr Hurd's private 
secretary, Mr Stephen Wall. 

Unsurprisingly, the cabinet has little 
influence. Most of its members discovered 
that British sanctions against South Af- 
rica would be eased only when they 
turned on the radio. One minister de- 
scribes cabinet discussions on Germany as 
being “at about the level of the saloon bar 
of the Dog and Duck in Chelmsford". 

It is no surprise, either, that Mr Powell, 
nicely described in the Diplomatic List as 
being "on loan to No. 10 Downing 
Street ...since June 1984" has after 
seven years gone native. It was he who 
communicated to Mr Hurd the prime 
minister's anger over a recent speech by 
her foreign secretary on disarmament. He 
is powerful, much as was another Foreign- 
Office-educated private secretary, Philip 
de Zulueta, who performed a similar role 
for Anthony Eden and Harold 
Macmillan. 
| Within the Foreign Office itself, the 

‘mood is sunnier than outsiders might 
imagine. After enduring Mrs Thatcher's 
contempt for Sir Geoffrey Howe during 
his final years there, and then the short 
interregnum of Mr John Major—no ex- 
pert on foreign policy—the Foreign Of- 
fice welcomed the arrival of ex-diplomat 
Mr Hurd with creamy smiles. "It's a com- 
pletely different atmosphere from when 
Geoffrey was here,” one senior figure says. 

Mr Hurd is not emotionally or ideolog- 
ically close to Mrs Thatcher, as is Mr Ma- 
jor, but he has a businesslike relationship 


with her and in public he is faultlessly 
loyal. Mr Hurd has little sympathy with 
those who complain about her autocratic 
style, comparing her favourably with his 
old boss, Mr Edward Heath. 

Politicians aside, however, the institu- 
tional rivalry between the Foreign Office 
and Downing Street will last beyond the 
final trump. Membership of the EC gave 
the Foreign Office a great excuse to med- 
dle in other departments; so the diplo- 





Loudly enough Hurd? 


mats find Mrs Thatcher's scepticism of 
Brussels, and her readiness to be out of 
step, acutely painful. 

The Foreign Office was caught as short 
as everyone else by events in Germany: 
when Mr Hurd arrived there in October 
he was told that, yes, the issue of unifica- 
tion was important—and there might be 
some form of German confederation 
within 15 years. Now the diplomats and 
their ministers agree with some of Mrs 
Thatcher's fears about the new Germany, 
but believe her aggressive language only 
makes things worse. 

Recently the Foreign Office thinks it 
has won some victories, and this has 
boosted morale again. Senior diplomats 
believe that by impressing on Mrs 
Thatcher the danger that the left-wing Mr 
Oskar Lafontaine might become chancel- 
lor after the German elections, they have 
persuaded her to moderate her attacks on 
Mr Kohl. 

They think, too, that Mrs Thatcher is 
now persuaded of the view that the re- 
placement of the free-fall nuclear bomb is 
a diplomatic as well as a military issue— 


which increases the likelihood of a British- 
French missile being chosen ahead of the 
American alternative.*The Foreign Office 
also argues that Mr Hurd played a central 
role in the creation of the "two-plus-four" 
formula for talks on German reunifica- 
tion (though others, including some dip- 
lomats, mock such hubris), and that he 
has broken a dangerous deadlock over 
British policy towards Cambodia. 

Even more important is a general feel. 


ing in the Foreign Office that the breakup 


of the Soviet empire and the resultant Eu- 


ropean turbulence are recreating a world 
where its skills are needed. “In the past 40 
years foreign policy has been in the hands 
of the nuclear scenario-ists; now we're in a 
world of diplomatic movements," one se- 
nior politician explained. Prime ministers 
may come and go; the Foreign Office goes 
on for ever. 


Cad caught out 


HE Commons freely forgives errant 
members who freely repent. The late 
Tory minister Lord (Ernie) Marples used 


‘to say that if an MP came into the chamber 


and announced that, to his regret, he had 
the previous night battered his mother-in- 
law to death, but that he wanted the 
House to be the first to know, there would 
be a deep rumble of "hear, hear!" 

Mr John Browne, the Tory MP for Win- 
chester, has not, however, abased himself. 
The report of the Commons committee 
on members' interests chastises him for 
failing to declare payments from business, 
including an $88,000 fee from the Saudi 
Arabian Monetary Agency in 1983. 

Giving evidence to the committee dur- 
ing its nine-month investigation, Mt 
Browne was unapologetic. Its published 
evidence includes an assurance from him 
that he was not a beneficiary of a chari- 
table trust, together with the committee’s 
conclusion: “It would appear the in- 
tended beneficiary was Mr Browne.” This 
comes close to accusing Mr Browne of ly- 
ing to his fellow MPs—one of the gravest 
sins (lying to the public is another matter) 
that any member can commit. But, so far, 
the chap won't do the decent thing. 

A debate on Mr Browne's conduct is 
now likely. Possible penalties include a 
censure, a formal reprimand by the 
Speaker, suspension or expulsion. Tory 
whips would not relish a by-election and 
hope that Mr Browne can be either dese- 
lected or persuaded to announce his re- 
tirement at the next election. Some speak 
of tightening the rules. Surely, however, 
the point is not to change the rules but to 
enforce them, distasteful as that may be. 
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Clearly the judges had no difficulty 


in voting Camus the best cognac in the world. 


In 1984, we at Camus 
decided for the first time 
to enter our 
XO Cognac in the 
International Wine and 


Spirits Competition. 





Camus XO 
was deliberated upon 
by a collection of 
the most highly-qualified 
palates in the world, 
who duly pronounced 
the Camus XO 
a worthy winner of the 
gold medal. 
In 1987, we entered again, 
this time with 


Camus Extra. 





Not surprisingly it, too, 
won the gold medal, 
leaving Camus with the 
enviable record 
of two entries and two 
gold medals. 
Incidentally, no gold 
award was given in 1988. 
Coincidentally, 
Camus did not enter 


that vear. 


CAMUS 


COGNAC, FRANCI 
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Over 1,300 offices in 50 countries. And 
what's right for Seattle might be wrong 
for Sydney. That's why each office of the 
HongkongBank group has to make fast 
decisions, worldwide. 


To arrive at those decisions, each office has 
access to the information it needs through our 
Global Data Network and advanced telecom- 
munications systems. 


Our clients have the benefit of instant 
information, through Hexagon, our global 
electronic financial service system. 


For more information, contact your nearest 
office of the HongkongBank group. 

The reach of a worldwide bank, with the 
local flexibility to make fast decisions. 
That's our strength. 


HongkongBank 


The Hongkong and Shanghai Banking Corporation Limited 


Marine Midland Bank « Hang Seng Bank 
[he British Bank of the Middle East « HongkongBank 
of Australia « Hongkong Bank of Canada 


Wardley « James Capel e CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 30 JUNE 1989 
EXCEED US$124 BILLION 


| It's lengths ahead 






in verification 
of 450,000 telebet 
account holders’ 


signatures. 
Constantly checking and confirming 
thousands of account holders’ signa- 
tures uses up valuable time and 
manpower. Especially when providing 
the fastest, most accurate customer 
services in your field is top priority. 
The Royal Hong Kong Jockey Club 
has found the answer — Wang 
Integrated Image Systems (WIIS). 
Their WIIS retrieves and confirms 


the original signature of any of the 
Clubs 450,000 telebet account holders 


ot in photo finish time. And it's integrated 


with their existing Ethernet network. 

To find out how Wang Integrate 
Image Systems can add competitive edge 
to your company s document storage 
and retrieval procedures, contact vour 
local Wang office today. 





LEADERSHIP IN IMAGING 


F Alan Greenspan, chairman of 
America’s Federal Reserve, 
las opes that the Fed 
“would lower short-term inter- 
- est- rates in the near future. - 
| He said America may have 
|. avoided the danger of an im- 


-| mediate recession, but foresaw 


Yomic growth this 


<- | yearasa step towards reduc- 
| ing inflation. 


` Concern over high interest 
. rates upset financial mar- 


kets, On February 21st Toe 


kyo's Nikkei 225-share index 


fell by more than 1,100 points, | 


its third-biggest one-day fall. 


- Barber Conable, the president 
- of the World Bank, said that 
. his institution was ready to 
' lend over $5 billion to Eastern 
Europe over the next three 


years inorder to support re- 
_,. forms there. The bank granted 


its first $360m of loans to Po- 
land this week, 


: On the line 


d Australia’ S Alan Bond — r 
|: to sell a controlling stake held 
_ byhis faltering financial em | 
ab Fiat signed a preliminary 
agreement with FSO for the 


ire in Chile's largest tele 
hone company, CTC, for 
391 m. The buyer is Spain' $ 
state-owned telephone oper- 
ator, Telefonica de España. — 


America’s FBI launched an in- | 
quiry into whether America's 


we] US Sprint illegally obtained 


| confidential information on 

ompetitors' bids in order to 

in a big federal telephone- 
ices contract. 


HIS WEEK 


Opening up 


Canada decided to privatise 
Petro-Canada, the national 
oil company. About time. It 
could fetch $2. 9 billion. l 


Albania, Europe’s last hard- 
line communist regime, said 


that it will allow foreign in- - 


* 


vestment for the first time in 


a decade. Catch: the s ate | will ": 


keep capital in its own 
and no foreign own rship will 
be permitted. 


New Zealand plans to deregu- 
late the country's gas indus- 
try and allow new players to 


i ignitet the market. 


Ciba-Geigy, a chemicals and 


- drugs giant, joined a growing 


number of Swiss companies 
opening their share registers 
to international investors, 
hoping to improve the value 
of their stocks. 


On the road. 


Volkswagen said its planned 
joint venture in East Ger- 


many will involve a local car- 


maker, IFA, building vw's 


Polo, while a new model is de- 
- signed to replace the smelly 
| Trabant. 


Polish carmaker to produce a 
Fiat-designed car in Poland. 
The Italians were in compe- 
tition with Japan's Daihatsu. 


America's Chrysler and Re- 
nault of France picked Spain 
for a $500m joint venture. 
They plan to produce a Jeep- 
type vehicle which will be sold 
in Europe. 


| : drille f for $270m. 


Continental, a West German 
tyre company, agreed to buy 


National Tyre Services, Brit- 


ain's second-biggest tyre dis- 
tributor, from France's 


Michelin. 


Cheers 
Gallaher, a British subsidiary 


-of American Brands, a to- 
-bacco group, bought Whyte 


kay, a Scotch whisky 
. Its night- 


caps include Claymore, Haig 


and Crawford's. 


lose their say in day4oday 
business decisions. 


| In flight : 
. America's Lockheed hop 


:d hopes. 


. make parts of a new 777 air · 


liner proposed by Boeing: 
Lockheed quit the civiljet 
business in 1981 after it los: 
$2.5 billion making TriStar 
Post-perestroika, it wants to 
reduce its dependence on mil 
tary business. 


agreed to begin 


mercial air service 


the two countries: 
"wards healing m 


| | South Korean airliner she 


down by Russian gie in 


1983. 


T Battling c on. 


Australia's Hardy Wine 
bought La Baume, a French 
vineyard near Béziers. To 
French disbelief, Hardy plans 
to use Chardonnay: grapes, 
not normally grown in the 
region. 


French vineyards said wine - 
drinkers could yet find plastic 
stoppers in their Bordeaux. 
Cork prices are rising by 15% 
a year now that Portuguese 
suppliers have a monopoly in 
supplying them. 


Bankers - 
Australia's Westpac Bank- 


ing Corp has acquired a 7.5% 
Stake in one of its competitors, 


ANZ Banking Group, for 


A$409m ($309m). It is part of | 


the recent trend among Aus- 
tralia’s banks to snap up 
stakes in each other in the 
hope that the industry will 
consolidate. 


West Germany's Deutsche 
Bank plans to reorganise its 
lacklustre retail operations. 
The shake-up means 70 direc- 


tors in the big branches will 


T France’ 8 Vuitton body 3 


bought a 9596 stakeinthe | 
Lanvin perfume and fashion. M 
house. The Vuittons are try- = 
ing to build a new luxury- 
goods group as they battle 
with financier Bernard 
Arnault for control of their 
part of the LVMH Moét 


f. Hennessy Louis Vuitton 


group. 


Sophie Mirman, founder of 


Sock Shop, asked for the 


British former niche-retailing 
champion of tights and socks. 
to be placed in administration 
This is Britain's version of.. 
America's chapter 11 bank- 
ruptcy protection. T 





ze 


— C e 


2s: 


oS. 


F 
Sons 


Baring Brothers & Co., 


Limited | 


— 


nee 


This announcement ap 
dey 


as a matter of 


— Nomura International "bn 


vtm 


pear 


**99999095909092090000600900909€ 


* 
* 
Uw* 

= 

* 

* 

+ 

* 

* 

*- 

EE i 
* 
e 
* 

* 

+. 

* 

= 

Li 

* 

* 

* 

* 

. 

+ 

+ 

* 

* 

* 

* 

* 

+ 

* 

* 

€ 

* 

* 

* 

* 

* 

+ 

* 

* 

* 

a 

* 

* 

* 

+ 


SM 








LONDON, NEW YORK AND TOKYO 


(AH around the world, retailers are being piled high and sold cheap 


© N FEBRUARY 20th Sock. Shop — 
national, a British speciality fashion re- 
-. tailer, discovered à ladder in its tights: to 
ward off its creditors, it applied to be put 
into administration, Britain's version of 
apter 11 of America's bankruptcy code 
e pages 77-78). Sock Shop has debts of 
'£19m ($33m) its market capitalisation, 
once more than £70m, had shrunk to £7.5m 
when its shares were suspended. - 7 

For the world’s retailers this was. just 
one more story of gloom: 


@ A host of famous American stores s has l 
fled under chapter 11. These include 
Bloomingdale’s and Bon Marché, controlled- 
by Mr Robert Campeau, an indebted Cana- 
dian property developer, and. Altman's, 


controlled by the Australian Hooker group. 


Because suppliers are leery about selling to. 
bankrupt businesses, some of the stores are 


inadequately stocked. 

e America’s most famous retail chain, Seats 
Roebuck, has been reduced to offering ev- 
eryday-low-prices. Sales have not risen. 


@ Banks recently agreed to write off loans of 


$1 billion from Germany's Co op. The re- 
tailer is set to make a loss this year. 
@ On February 15th Mr Aldo Palmeri, man- 


Tou n the streets 


| aging — xd Benetton, resigned. — 8 
ubiquitous fashion chain is also giving up its 
financial-services business. 

From Beverly Hills to Brisbane to Bond: | 
Street the picture is strikingly similar: empty -. 


shops and special sales. Even in Japan, 


where customers are still crowding the tills, 


small shopkeepers are panicking that the 


Large-Scale Store Law, which (unfairly) pro- 
tects their trade, will soon be repealed. 


These upsets have come after a decade 


x — retailers could do no wrong: during 
the 1980s retail sales climbed (in real terms) 
“by 36% in America, 41% in Britain and 
-- 4196 in Japan. One tempting argument is to 
blame retailers’ current difficulties on slug- 
gish consumer spending and high interest ` 


rates. The worrying truth is that most of the 


problems are the retailers' own fault. 


Some British chains—like Next and 
Laura Ashley—stumbled when high interest 
rates were just a glint in Mrs Thatcher's eye. 
Sock Shop's problem was that it expanded 


too fast. Mr Campeau spent more than $10 
billion building his American shopping em- - 


pire: the shops involved were still making 
money but not enough to pay the interest 
charges on his junk bonds. 

As one British retailer puts ‘it, “the 


problems so far are of the industry's making: 
the macroeconomic storm is only just begin- 


ning’. Most exposed are those that ex- 
panded too fast or borrowed too much. Brit- 


tik. p s. 


~“ 


—B a Mo wut 


. rents for snazzy city-centre sites. Asm 
: dine i in sales can lead to a thumpin lo 


 dng may be better off—but any closur , 
for a label’s image and licensing incom 

— &ontrast, old-line department stores, su 

— Selfridges d M; 

^. enough ran f | 

"shifts in fashion; and their multi-sto 

floor space is much cheaper than the- 

‘retailers’ tiny units. | 


stores are eup for e Few A i 


and photographic equipment. Mail-order 


are lo losing their Norman Rockwell look. 


E greatly from country to country, be put intc 


| generalisations, it can. There are four in- 
creasingly sophisticated challenges to shop- 
- keepers: position; design; cost control; and 
technology. Tomorrow’s retail winners will 
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ain's "niche retailers" look natural targ 
Most have high fixed costs, parti 


















































rks & Spencer, s 
Gods to withsta 








n. p deerant, stores E 


ment stores still try to compete with 
ists like Radio Shack for electronic gc 





companies like L.L. Bean and disco 
stores like Wal-Mart have gained. Yet. the 
department stores have held their own in 
home furnishings and clothing, where th 


Mirror, mirror in the store 
Can the retailers' plight, which vari 


any wider context? Give or take a few broad 


need to be schooled in all four. 
For a long time all that mattered wa 
ahèr the retailer had his — The thr 
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th A were: — position pu posi- 
Retailers fought to have the best 
sites. "That. and a good idea of what the pub- 
lic wanted, seemed enough. , 

* Position remained important in the 
1980s (some retailers even accused others of 


so too did two new concepts: Britain fol- 
lowed one, most of the rest of the world the 
other. British shops began to look for ways 
to add value for which they could charge 
ore. In groceries, | Sainsbury pursued a_ 
cy of promoting good food; Body Shop 
uaded customers that its greener prod- 
were worth paying more for; Mr Ralph. 
alpern’s Burton Group segmented the 
arket for young male fashion. ~ 
- The buzzword for mostof these retailers 3 
was design; Britain set the pace in store 
esentation. For a time, British retailers 
produced the highest returns on capital. in 
ee industry. The country closest to the Brit- 
ish model is Japan. Consumers in Japan will 
happily pay a premium for a wide variety of 
upmarket goods and labels; Snobby Japa- 
nese stores such as the 400-year-old 
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TN 1880 — Hartford, a — 
shopkeeper, spotted that the branded 
baking soda he sold seemed. overpriced. 


' selling it cheaply under his own store's 
name. Thus the Great Atlantic & Pacific 
Tea Company (which owns A&P stores) 
launched the first "own-abel" product. 


America and Britain, where the biggest re- 
“tail chains are to be found. But continen- 
| tal Europe is catching up. Casino, a 
-. French department-store group, is picking 
. up owr-label techniques from Britain's 
Argyll Group (which owns Safeway super- 
. markets), with which it has.a bulk-buying 


J. Germany's biggest food retailers (and a 
53% shareholder in A&p), uses the A&P 
logo on its own-label goods—although in 


_ und Preiswert” 
e —— on. averting a and distribu 






| 'tailers have direct control over qualit 


í sharpen: their stores’ identities. 











a Marks | and Spen e 


| look dowdy. 


being property companies in disguise). But . 


Mitsukoshi and Takashimaya make Harrods - 


: Bypassing his normal supplier, he found a 
chemist to mix up the stuff and started i 


Own-label products are strongest in, 


partnership. Tengelmann, one of West - 


-its stores the initials stand. for “Attraktiv E 
i placed to — to — tastes. A 






packaging and pricing, helping them to 


riginally sold as low-cost alternatives, 


In most other countries the successful 
retailers were those that concentrated on 
cost control: Rather than mimic the British 


idea of persuading the customer to pay 


more, they simply ensured that their goods 
were the cheapest. In America discounters 
such as Wal-Mart could sell goods cheaper 
than the big stores just by putting them in 
warehouses. In West Germany Aldi has won 


first place in food retailing. through keen 
pricing and no-frills stores. | 


Now. these two forces are crossing bor- 


, ders to fight each other. Aldi-is opening 
-shops in Britain, while E orten, a big West 
- German department store group, has a new 
upmarket outlet, Galeria, which offers res- 
taurants, delicatessens and designer. chil- 


drens' clothes. In January dozy Japanese 


_ shopkeepers hit the roof when Toys 'R' Us, 
|. an American firm that sells toys in. bulk, ap- 
. plied to open a store in Japan. `; : 


Will any of.this border-hopping pay off? 


Those who watch the industry are now more 


bullish about the prospect of retailers trying 
to jump borders (despite a string of past di- 
sasters). But a good hunch is that the cost- 
cutters will make better invaders than the 


| — neues is usually a selling - 


i Knocking brands off the shelf - 


7 pasta — was the — to — its food 
lines upmarket with prepared meals; A&P 


. launched a gourmet groceries line, “‘Mas- 


-ter Choice", in August 1988. 
As it is shopkeepers—not manufactur- 


í ers—who meet Customers; they are best 
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mass of information from point-of-sale 


J scanners lets them track: the performance 
e price - : of different products—and | can help them 
ions, br still earn: dn margins. Re- RT | 
J manufacturers. In 1989 Marks and Spen- 
"cer beat hardened marketeers like Mars. 
.. and Kellogg to top place in Britain’s.new- 
, productintroduction stakes run by Mar- 
is now often epresent quality. — 
, riti: pantiesto- - 


to be smarter, swifter innovators than the 


; — Week magazine. | 
> Some manufacturers, such as Procter 


of the 1970s 35% of its sales came from 


-guishable, shoppers tend to buy on image. 
Hence the surptisi 


_ advertising into buying established n manu- 


polit spotting prendi and markets needs lo- 
cal flair and knowlege. — ^ . 

The greatest challenge for — is 
how they should use technology. Elec- 
tronic scanning machfnes enable retailers to 
boss manufacturers: around and to cut the 
amount of stock their shops need to carry. 
In time they should help. retailers to sell 
more own-label products (see box). So far 
the retailers that have been the most suc- 
cessful at exploiting scanners are the ones 
that sell commodity products like stationery 
and groceries (the moment a can is sold a re- 


| order goes through. to the manufacturer). 


Such tactics are thought not to work so well 
in fashion. There the trick is knowing which 
new product will sell well. But: technology 
can help there too. — 

© LC. Penney, America’s fourth-largest 
retailer, has installed video networks in 
1,100 stores. When the company hears, say, 
about fast-selling sweaters in West Germa 

it has a picture transmitted to South Kor. 
where accopy of the garment is run up within 
days. Pictures of this are beamed to the 
video scteens in the company’s stores. Or- 


. ders for the sweaters are then relayed back 


to South Korea. A stitch in time? 





& Gamble and l'Oréal, a French cosmet- | 


- ics group, reckon that their brands would 


be undermined if they made own-label 
goods for other firms. But that stance can 
mean watching another company walk | 
away with a slice of what might (indirectly) | 
have been your market. United Biscuits, a | 
British baker, has been making own-label | 
biscuits as well as its "McVitie's" brand | 
since the early 1970s. That has given the 
company a slice of the 3096 of the market 
that is now. own-labelled. 

 Owndabelling can backfire. Heavy in- 
volvement in manufacturing can distract 
retailers from the basic business of selling. 
This is what happened to A&P: at the end 


own-label products. But shoppers wanted 
greater choice, and started looking else- 
where. Now the group has sold its manu- 
facturing arm and limits own-label prod- 
ucts to 2596 of total sales. 

If competitive, branded products are 
on the shelves—which, for example, at J 
Sainsbury, a big British own-labeller, they 
often are not—shoppers arë not easily 
persuaded to buy own-label products on 
price alone. They must be able to tell it is 
as good as or better than its branded 
equivalent. Where the two are indistin- 
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ng failure of own-label | 
washing powders—users cannot tell most» | 
powders apart, so are easily soft-soaped by 








facturers’ brands. 
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Fingers crossedsthe 1990s will see a lowering of trade barriers. But free 


ers will need to stay alert: as barriers crumble, governments may 
tempted to rely more on subsidies to protect favoure 


URING the 1970s OECD. govern- 

ments pumped more and more subsi- 
dies into industries, to prop up those in 
decline ahd to encourage so-called “‘sun- 
rise” ones: In the 1980s this came to a 
halt: the average rate of industrial subsidy 
stabilised and even fell in some countries. 
Three cheers, shout free-market econo- 
mists, who worry that subsidies divert la- 
bour and capital into less productive uses. 
But it is too early to start popping cham- 
pagne corks. Subsidies could start to rise 
again in the 1990s. 

For one thing, the rich countries en- 
joyed sustained expansion in the 1980s, so 
governments were under less pressure to 
save lame ducks. If the world were to 
plunge into recession, many governments 
would again be tempted to intervene. _ 

More worrying, the greater the success 
of multilateral negotiations to reduce tar- 
iff barriers, the greater will be the incen- 
tive to use subsidies instead. Govern- 
ments may try to convince themselves 
that subsidies are more respectable than 
tariffs as a way to protect industries. In 
fact they are more dangerous, being less 
transparent. There is no internationally 
agreed standard for measuring subsidies. 
If trade wars are not simply to turn into 
subsidy wars, there needs to be multilat- 
eral surveillance of subsidies. | 

The OEcD Industry Committee hopes 
to start work soon on collecting interna- 
tionally comparable data. Meanwhile, a 
recent OECD working paper* reviews ex- 
isting data. Us 

Start first with national accounts. In 


most countries government subsidies to . 


industry (ie, excluding agriculture and 
public services) amounted to 2-3'2% of 
the value of industrial output in 1986 (the 
latest year for which full figures are avail- 
able). The average rate of subsidy in Eu- 
rope dwarfed that in America (0.596) and 
Japan (1.0%), ranging from just below 2% 
in West Germany and Britain to as much 
as 6-7% in Sweden and Ireland. (Note, 
though, that subsidies have since fallen 
sharply in Sweden, with the closure of all 
state-owned shipyards.) 

Official figures on subsidies should 
carry a health warning. The national-ac- 
counts figures cover only cash grants; they 
exclude soft loans, tax concessions (eg, to 
encourage investment) and government 
equity participation, which in many coun- 
tties are more important than grants. 
France and Denmark, for example, chan- 
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nel most of their subsidies through soft 
loans and equity participation; West Ger- 
many and Ireland rely heavily on tax 
concessions. 

A more comprehensive survey by the 
European Commission estimated the 
value of these other types of subsidy. The 
average rate of industrial subsidy in the EC 





in 1981-86 was 8.696 of output—two- 
three times as large as the national ac- 
counts figures. Britain, Denmark and Hol- 
land all had subsidy rates below 596, while 
the big culprits were Italy and Luxem- 
bourg with rates of 16-1796. There are no 
comparable figures for America. 

— Governments’. prime motives for 
subsidising industry are to improve inter- 
national competitiveness and to create 
jobs. However, would-be respectability is 
provided by the ‘theory of the “second 
best”: where market imperfections exist, a 
subsidy may be justified. ' ; 

ne case is where there are external- 
ities, where the social benefit is greater 
than the private benefit to the firm. For 


example, it is argued that railways should 


be subsidised to reduce traffic congestion. 
Another is R&D, where the social benefit 
of knowledge may exceed the return to 


the producer. Thus, it is argued, govern- 


ments should support R&D projects. . 

A second case is returns to scale. In 
high-téch industries, which have heavy 
upfront investment of capital or R&D, 
costs fall as output rises, so it is hard for 
new firms to compete with established 








ones. So, from a national point of view — 
(but not a global one), it might make sense 
to subsidise firms to allow them to reap | 
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economies of scale by exporting more. 
The third type of market imperfection 
is where there are asymmetries. in in- 
formation in the capital market. Bor- 
rowers, it is argued, know how risky 


projects are, while lenders do not. So cred- — 


itors demand higher interest rates to 
cover that risk. The result is that socially 
profitable investment may become. un- 


profitable for the private firm, suggesting - 


a case for the government to offer cheap 
loans. P 


While covert subsidisers in govern- 


ment are swotting up such arguments, 
their advisers should arm themselves with 
the following counter-arguments: 

e Even if there appears to be an economic 


case for a subsidy, the information needed _ P 


to calculate the exact rate to offset the 
market imperfection is rare 
Too big a subsidy could worsen. the 
distortion. 

e Governments are generally less adept at 


. picking winners than the private sector. 


All too often, decisions are clouded by so- 
cial factors such as job creation. 


e Government support for R&D may sim- — 
ply displace private-sector R&D, with no — 


net overall increase in activity. 


e If one government subsidises an export. | - 


industry, others are bound to retaliate, 
triggering a subsidy war. 

e Even if a subsidy can be shown to yield a 
net social benefit, this usually overlooks 
the economic cost (eg, on work incen- 


tives) of raising extra taxes to pay for the 1 
subsidy. This may be high in European |. 


countries with hefty marginal tax rates. 


To back up this checklist, economic - 
advisers should arm themselves with some — 
' evidence. Several studies have examined 


the huge subsidies provided by European. 


governments to the Airbus project. Re- - 

member the argument that economies of || 
scale justified government subsidies to al- || 
low Airbus to compete with Boeing, || 
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ly available. |- 


which would otherwise have a virtual mo- | 


nopoly? Some even argued that the entry 


k 


of Airbus into this market, even if | 


J 


subsidised, could improve global welfare 


by pushing aircraft prices lower. 


The actual outcome, according to one || 


study, is that the Airbus project had a neg- 
ative net present 


tic view. Perhaps it should be renamed the 
theory of the 99th best. 


* Industrial Subsidies'in the OECD Economies. By 
R Ford and W Suyker. OECD working paper no. 74. 


value even if a discount 
rate of zero was used. Other studies on the | 
effectiveness of subsidies in new industries ` ||. 
characterised by large economies of scale - 
generally conclude that the costs outweigh || - 
— the benefits even on a narrow nationalis- 
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. BUSINESS 
_ America’s trade with Russia 


otrangled by red tape 


NEW YORK 


ALK in the White House about a five- 


fold increase in Russian-American trade 


within three years is exciting ribald com- 


ment in America's boardrooms. Business- 
men say that attitudes will have to change as 
drastically in Washington as in Moscow for 
the bilateral trade agreement now under ne- 
- gotiation to boost two-way trade from its 
current $2 billion-3 billion a year to the $15 
billion that the Bushmen yearn for. 
American companies were in the van 


: when China opened up to business—and 





Queuing for a classified cola 


are still nursing burnt fingers. Many invest- 
ments there have lost money, and China re- 
cently scared its creditors by skipping pay- 


. ments on loans and trade credits guaranteed 
by its government. Though Russia, unlike 


hina, is loosening its politics as well as its 
economy, the Americans are proving far 
more cautious this time. Commerce remains 


concentrated in low-value-added goods. 
Grains go from America to Russia; vodka, 


- gold and sable furs go the other way. It is 
trade in manufactured goods that America's 
negotiators now aim to boost. 

American businesses are cautious too 
about joint ventures with Russians. By end- 
January foreigners had signed 1,274 joint- 
venture deals in Russia. America was in 
third place with 143 deals, compared with 
West Germany's 191 and Finland's 146. 
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The two big American consortiums 
formed to do business in the Soviet Union 
have produced much talk but little action. 
The consortium of Chevron, Eastman Ko- 
dak, RJR Nabisco, Johnson & Johnson and 
Archer Daniels Midland has yet to find a 
sure way round the rouble's inconvertibility. 
The medical consortium that includes 
Pfizer, Hewlett-Packard and Colgate-Palm- 
olive is not much further advanced. 

White & Case, a law firm active in joint- 
venture negotiations, says that American 
firms look for a much faster payback 
than do European or Japanese com- 
panies. Americans prefer joint ven- 
tures that generate hard currency by 
serving foreigners, such as Pan Am's 
10% stake and rrr's 40% stake 
through Sheraton in two Moscow 
hotels. 

Procter & Gamble's approach is 
typical. Mr James Lothrop, the P&G 
executive responsible for staffing its 
Russian joint ventures, says it is aim- 
ing initially to make products that do 
not require heavy capital investment. 
P&G, he says, risks trouble if it puts in 
"too much too fast". 

Chaos and corruption in Russia 
are deterrents. So is the cumbrous bu- 
reaucracy—though some companies 
say American officialdom can be just 
as bumbling and over-bearing. In suc- 
cessfully negotiating a shared 1596 
stake (with Finland's Neste Corpora- 
tion) in a $2 billion petrochemical 
plant in Siberia, Combustion Engi- 
neering owed no thanks to Washing- 
ton. According to a senior executive 
at the American heavy-engineering 
company, the Pentagon's top brass 
were not keen on anyone joint ven- 
turing in Russia. "They have pretty 
much taken the view that anything you 
teach the Russians they can figure out a way 
to apply to military use, even though that's 
not what the law or the regulations say." 

A horror story told by Mr Andrew 
Somers, an executive vice-president at 
American Express, to a seminar at New 
York's Columbia Business School suggests 


that Combustion Engineering got off 


lightly. Amex, he claims, encountered as 
many home-made difficulties as Russian 
ones when it sought permission to re-export 
two automated teller machines (made by 
Olivetti) from Britain to the Soviet Union. 
The deal was passed for perusal from the 
Commerce Department in Washington to 
the Defence Department to the National Se- 
curity Council. Each approved it, but then 
the State Department said no, informing an 








astonished Amex that the machine was, for 
re-export classification purposes, "a muni- 
tion" because it was equipped with a coding 
device. The State Department lifted its veto 
only when Amex wag able to convince it 
that similar coding devices were available in 
China and Eastern Europe. 

Businessmen fear that such attitudes 
will linger on in government until all Ameri- 
ca's anti-Soviet economic laws are over- 
hauled. Mr Frank Kittredge, president of 
America's National Foreign Trade Council, 
says the United States is the only big west- 
ern country whose government does not 
provide financing for exports to Russia. “Of 
the $16 billion of official export support for 
trade with Russia, from 15 western coun- 
tries, America supplied exactly 0.396— just 
0.1 percentage points ahead of Portugal." 

Mr Kittredge's organisation notes that 
the extension of most-favoured-nation treat- 
ment to Russia will require the repeal, or 2* 
least a waiver, of the Jackson-Vanik amen 
ment. This makes trade liberalisation conar- 
tional on Russia easing restrictions on emi- 
gration. The National Foreign Trade 
Council also wants Congress to repeal the 
Stevenson amendment, which prohibits the 
Export-Import Bank from financing energy 
projects in the Soviet Union, and the Byrd 
amendment, which sets a $300m aggregate 
limit on Exlm support of exports to Russia. 

The stiff controls imposed by the west- 
ern powers through Cocom on exports that 
could have a military spin-off are a further 
cold-war relic. Few in the administration or 
Congress disagree with Mr Kittredge when 
he says that common sense dictates an ur- 
gent reassessment of Cocom controls. Beat- 
ing bureaucratic inertia is the hard part. 





Computer games 


Sharp card 


UICK reactions and crafty schemes are 
essential; victory eludes all but the 
most obsessed and vigilant; mercy has no 
place. The business of selling computer 
games makes playing them seem inoffensive. 
The computer-games industry has seen 
phenomenal growth since sales slumped in 
the early 1980s. From $100m in 1985, sales 
in America soared to $3.4 billion last year, 
and are forecast to exceed $5 billion in 1990. 
Japan’s Nintendo dominates. Its worldwide 
sales were $2 billion in the year to the end of 
last August, making the company well over a 
third the size of Apple Computer. Nintendo 
started out making playing cards in Kyoto 
after the second world war. Its main share- 
holder and president, Mr Hiroshi 
Yamauchi, is almost a dollar billionaire. 
Even in the fast-moving electronics in- 
dustry, Mr Yamauchi's success is enough to 
make his competitors reach for their photon 
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fends its behaviour by looking back to the - 
1983 crash of the computer-games market. 
The industry was then, as now, dominated — 
by one company—Tengen’s parent, Atari. 

What went wrong, says Nintendo, is that — 
shops were flooded with feeble, poorly pro- — 







that slot into its games consoles. 
Nintendo owns the patent on the 
gadgetry which stops other peo- 
ple’s cartridges being used. The 
company will supply its cartridges 
only to software companies to 






tols. Nintendo is being sued by a software 
wuinpany called Tengen (a subsidiary of 
Nintendo's American rival, Atari). It has 
also caught the steely eye of America's trust- 
busters. In their sights are Nintendo's rigor- 
ous controls over those who write the games 
for its machines. 
Nintendo insists that only it can supply 
software firms with the games cartridges 





which it has granted a licence. 
Lots of conditions ride on that li- 
cence, such as the right for 
Nintendo to modify new games 
and even refuse publication. The 
company “strongly recommends” the 
number of copies of the game that should 
be issued. It also insists that software compa- 
nies do not publish their games for use on 
other computers for at least two years. 

Software suppliers have also to compete 
with Nintendo’s own software division. The 
company admits there are no “Chinese 

walls” between its games assessors and its 
in-house games writers. Half of 
Nintendo’s sales come from games car- 
tridges; half from games consoles. But the 
consoles are sold close to cost (in order to 
sell as many as possible), leaving software to 
produce the profit. 

Tengen alleges that Nintendo uses its 
dominance in hardware to secure unreason- 
able terms in software. Tengen ignored the 
patents and started making Nintendo-like 
cartridges. Nintendo counter-sued. It de- 


— 
Finding the right chemistry 


LONDON, MILAN AND PARIS 


OLITICIANS and businessmen have 

never made the most efficient bedfel- 
lows. In the early 1980s the huge state- 
owned chemicals companies of Italy and 
France were close to bankruptcy thanks to 
bureaucratic meddling. These days 
France’s Rhéne-Poulenc, with yearly sales 
of $12 billion, thinks its can live 
with the demands of its state par- 


~ ent. But ltalys Enimont (yearly have 40% apiece. 
sales: $10 billion) is in danger of be- However, when it was suggested 
ing crippled by political squabbles. that two new board m 
In the early 1980s the chemicals should be appointed to represent 


business was in recession. Since 
then the two governments have 
been consolidating their frag- 
mented industries to make them 
competitive with their European ri- 
vals. That meant reaping econo- 
mies of scale, selling globally and in- 
vesting heavily in research. 
Rhóne-Poulenc puts itself up as 
a model of state ownership. In 1989 
its net profit rose by 1896 to FFr4.1 billion 
($640m). During the past year the com- 
pany has been on a $5 billion spending 
spree, buying assets to expand its geo- 
graphic base. Its latest catch is Rorer, an 
American drugs firm. Though the govern- 
ment has regularly changed its bosses, 


Rhóne-Poulenc has managed to pursue a 
policy of rationalisation, closing some 
plants and making others more efficient. 
The company had hoped to be privatised, 
but instead has been forced to issue 
pseudo-shares and increase its debt: 
Rhóne-Poulenc admits to a debt-to-equity 





ratio of 70%; analysts put the figure 
nearer | 

The company reckons that it can live 
with this: first, because it plans to improve 
its cashflow through further streamlining; 
second, because being nationalised can be 
enriching. On February 19th the French 


duced games. Sales declined and everyone — 


suffered. Nintendo reckons that its licensing 
is not only legal, but protects the market 
from software cowboys. 

The games market is broader than it 


¢ 


was. Despite their small market share, Nin- - 


tendo’s rivals are experienced elsewhere: Ja- 
pan’s Sega is the largest seller of arcade 
games. Others include Japan’s NEC and 
America’s Commodore. These 
Nintendo-freaks are not all pimply boys. 


Nintendo claims that 43% of its players are 


over 18 years old, one-third of them female. 


Perhaps they are just as capable of assessing 


the worth of a new game as Nintendo’s in- 
house players? 


It will be at least the middle of 1991 be- 


E 


days | 


fore Nintendo's legal wrangle reaches the - 


courts. Nintendo is now advancing in Eu- 


rope. If legally challenged there, it might 
have a hard time. According to Mr Trevor — 
Cook, an intellectual-property lawyer, the. 


company would probably have to relax the 
terms of its licence. 





government said that it would hand over 
its 3596 stake in Roussel-Uclaf, a chemi- 
cals group controlled by Hoechst of West 
Germany, to Rhóne-Poulenc. The hold- 
ing is worth some $500m. 

In contrast, Enimont is a victim of the 
worst aspects of state meddling. lt was 
formed in 1988 from the merger of the 
bulk-chemical businesses of ENI, ltaly's 
state energy firm, with the bulk-chemical 
assets of privately owned Montedison. 
Most of its shares are held by the 
private sector. ENI and Montedison 


private shareholders, and after 
Montedison moved to take full 
control, the government stepped 
in. Plans to close plants and sack 
5.000 workers have been shelved 
until the recently formed Christian 
Democratic-led government and 


they or Enimont's management 

should run the company. 
This week it looked as if the merger ` 
might even be dissolved. The trouble is 
that Enimont probably represents Italy’s 
last chance to salvage its chemicals indus- | 
try. While demand for chemicals has | 
boomed since 1982, growth started to fal- 
ter at the end of last year. 
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Car-industry joint ventures 


Spot the difference 


DETROIT 


OW should an American carmaker hit 

back at the Japanese car that has 
ousted its best-seller from the top of Ameri- 
ca's charts? Ford's response to the Honda 
Accord is its new Escort, due to be launched 
this spring. The Escort's secret ingredient is 
simple: it is Japanese at heart. Look under its 
skin and you'll find a striking resemblance 
to the latest Mazda 325. 

Joint ventures are the flavour of the de- 
cade for carmakers—and not just between 
companies which have stakes in their part- 
ners (Ford owns 25% of Mazda). Rivals are 
linking up, too. In early February General 
Motors and Chrysler announced the first 
manufacturing joint venture between two 
American carmakers. They are combining 
two of their transmission plants in a new 
company called New Venture Gear. 

The deal is just another strand in a web 
of cross-shareholdings, joint ventures, co- 
manufacturing and sales arrangements that 
now link just about all the world's carmakers 
(see chart). What's the connection between 
Porsche and Suzuki! Well, Volkswagen's 
Audi division assembles some Porsches; vw 
has a Brazilian carmaking joint venture with 
Ford; Ford is working with Nissan to de- 
velop a new American minivan; Nissan 
owns 596 of Fuji Heavy Industries (which 
makes Subaru cars); Subaru has a joint-ven- 
ture car plant in America with Isuzu; Gen- 
eral Motors owns 38% of Isuzu—and GM 
owns 596 of Suzuki. Phew. 

Carmakers are teaming up in two ways: 
e Sharing components: Magneti Marelli, a 


Motors 


Daewoo 
Motor 


Suzuki 


components group owned by ltaly's Fiat, 
sells two-thirds of its widgets to other car- 
makers. It supplies over 4096 of the fuel sys- 
tems and instruments bought by European 
carmakers. New Venture Gear aims to win 
business for its transmissions from Euro- 
pean and Asian carmakers. 

Carmakers have always 
shared parts, but now they use 
fewer suppliers and get them to 
take on more R&D, engineering 
and assembly. Increasingly, 
this means “modular manufac- 
turing’: designing and build- 
ing cars as a series of sub-as- 
sembled modules. These can 
be interchangeable, so that a 
bigger variety of cars can be 
produced more easily. 
e Sharing cars has progressed 
from simple licensed manufac- 
ture of another carmaker's ve- 
hicle (which is how Honda's 
courtship with Britain's Rover 
Group began) to jointly developing cars 
which both firms can build (the Honda 
Concerto and Rover 200 are virtually identi- 
cal). Some carmakers take a vehicle made by 
a low-cost Asian partner and sell it as their 
own. South Korean cars imported into 
America from Daewoo Motor and Kia are 
sold under GM and Ford badges. It can work 
the other way, too: Ford recently agreed to 
supply Mazda with a version of its new Ex- 
plorer sport-utility vehicle. 

Joint ventures allow carmakers to attack 


- 


Mitsubishi 
Motors 


Daimler-Benz 
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Elan, with added Japan 


market niches that neither partner could af- 
ford to tackle alone. Chrysler and Renault 
plan to build a Jeep-type vehicle in Spain. 
Under GM's ownership, Britain's Lotus has 
re-entered the markeg for small sports cars. 
Its new Elan—with an Isuzu engine and 
gearbox—is getting rave reviews. 

Amid all the cosiness, West Germany's 
wealthy BMW stands aloof. It has no ties to 
other carmakers, but has managed (so far) to 
keep up a hectic pace of successful new- 
model development. With the luxury-car 








market now under assault from Japanese 
models like Toyota's Lexus and Nissan's 
Infiniti, some industry analysts wonder 
whether BMW can retain its independence. 

BMW's individualism makes some sense. 
There are risks in too much carmaking 
collaboration. One is falling out with your 
partner. That could lose a manufacturer the 
ability to develop some types of vehicle, 
reckons Mr David Cole of the University of 
Michigan. Corporate cultures can easily 
clash. Mr Gerald Greenwald, Chrysler’s 
vice-chairman, admits that setting up New 
Venture Gear with GM was like "the mating 
of two porcupines”. Ford's marriage +- 
Mazda has not been easy, despite being 
most wide-ranging alliance in the industry. 

The biggest danger in all this is dulled 
innovation and lots of me-too cars. Ameri- 
ca's trustbusters once opposed any collabo- 
ration between domestic carmakers, but in 
1988 allowed GM, Ford and Chrysler to set 
up a consortium to conduct "pre-competi- 
tive" research into the use of composite ma- 
terials to replace metals in cars and trucks. 

Carmakers argue that such deals allow 
them to develop a wider range of more ad- 
vanced products. Sceptics worry that the in- 
dustry will go the way of the near-identical 
Honda Concerto and Rover 200 siblings. 
They may be underestimating consumers. In 
the mid-1980s GM shared the same basic car 
designs among its five carmaking divisions. 
The result was that the only way to tell a 
Pontiac 6000 from a Chevrolet Celebrity was 
to look at its badge. GM's showrooms emp- 
tied— not of cars, but of customers. 
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BANKRUPTCY LAW 


A sticky end 


The number of companies going bankrupt around the world is on 
the rise. It would be better if their fate was more uniform 


HE word “bankruptcy” 
comes from banca rotta, Ital- 
ian for broken bench. The cus- 
tom was that when a medieval 
trader failed to pay his creditors 
his trading bench was broken. 
Since bankruptcy was taken off 
the streets and put into the stat- 
ute book it has become rather 
more complicated. 
Bankruptcy is as necessary for 
pitalism as profit: together 
ey make up the stick and car- 
rot which persuade businessmen 
to work. In Europe the accoun- 
tants and lawyers who make a liv- 
ing from overseeing bankrupt 
companies expect 1990 (thanks 
in part to high interest rates) to 
provide a bumper crop; in Amer- 
ica bankruptcy courses are 
among the most popular at busi- 
ness schools. Only in Japan are 
experts talking about a possible 
decline in bankruptcies. 
Analysing companies involves 
much the same task worldwide: 
look at the accounts and you will 
get some idea of how much or 
how little money a firm makes. 
Bankruptcy laws, however, vary 
enormously from country to 
country, mainly because each 
starts from different historical 
perspectives. Yet they all tackle 
' * same issues—and the most 
Ydamental is how friendly the 
law should be to the debtor. 
Countries whose bankruptcy 
laws are based on the British 
model (mostly Commonwealth 
ones like Canada and Australia) 
view bankruptcy primarily as a 
way to recover creditors’ money. 
Typically, the courts replace the 
firm's management with a 
liquidator or a receiver whose 
mission is to pay back creditors 


as quickly as possible. 

England's first bankruptcy 
law, signed by Henry VIII in 
1542, was an "Act against such 
persons as do make bankrupt." 
For centuries British bankrupts 
went to debtors' prison: Charles 
Lamb, an essayist, thought they 
should be hanged. Continental 
countries, especially those influ- 
enced by the code Napoleon, 


also took the creditors' side. 

In contrast, one of America's 
attractions to immigrants was its 
very lack of a debtors' prison. 
Bankruptcy is still viewed in 
America as a side-effect of entre- 
preneurship. Managers of a 
bankrupt firm are often allowed 
to stay on. Cynics reckon that 
some well-known businessmen, 
such as Mr Frank Lorenzo of 
Texas Air, have made a career 
out of taking companies into and 
out of bankruptcy. 

The aim of American bank- 
ruptcy law is, as far as possible, 
rehabilitation: to reorganise the 
company so that it can continue 
to trade, rather than to see that 
the creditors are paid off. Thus, 
while an ailing American com- 
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pany can opt for liquidation by 
filing under chapter 7 of the 
Bankruptcy Code, it can also file 
under chapter 11 to seek protec- 
tion from its creditors. 

Once a firm has gone into 
chapter 11 its management has 
to produce a reorganisation 
plan: the creditors are arranged 
into committees to vote on it. 
These can become scrums where 
the various creditors’ relative se- 
niority varies according to their 
lawyers’ eloquence. 

Other countries follow the 
American system, and with simi- 
lar consequences. Article lof Ja- 
pan's corporate-reorganisation 
law declares as its purpose "the 
sustenance and regeneration of 
the business..., of which, de- 
spite its financial difficulty, there 
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is a prospect of rehabilitation 
through adjustment of the inter- 
ests of its creditors, shareholders 
and other persons interested." 
Fans of the American system 


argue that it gives companies a 


chance to recover. Critics say 
that American law favours the 
same managers who bankrupted 
the firm; that it encourages law- 
yers to prolong bankruptcy pro- 
tection; that it favours big bank- 
ers over smaller trade creditors; 
and that shareholders, the last to 
be paid in a liquidation, gain at 
the expense of debt-holders. 


Closer than you think 

Despite starting from opposite 
poles, countries are starting to 
harmonise their laws. Britain 
passed a new Insolvency Act in 
1986; France and West Germany 
are reviewing their laws; in 
America there are calls for the 
reform of chapter 11. 

The result is that the laws of 
most big countries have begun to 
cater for both of the two types of 
"bankruptcy" that emerge from 
the British and American mod- 
els (see table). The first is liquida- 
tion—the bankruptcy court as 
undertaker. The second is 


reorganisation—the bankruptcy 
court as healer. 

e Liquidation offers the same 
general principle worldwide: the 
company is broken up to pay off 
the creditors. The variance lies 
in the order in which the credi- 
tors are paid. In America the de- 
mands of the taxman and of 
bankruptcy costs (ie, accoun? 
tants, lawyers and any business 
creditors after the bankruptcy 
has been filed) are met first; sec- 
ond come secured creditors who 
have a charge over a specific as- 
set; third, senior creditors such 
as bond holders; then unsecured 
creditors (which will typically in- 
clude most trade creditors, from 
the milkman to a company's big- 
gest supplier); then subordi- 
nated-debt holders such as junk- 
bond investors or holders of 
preference shares; and, last of all, 
the equity owners. 

Liquidation has two prob- 
lems: it is usually too late and too 
quick. The only lucky creditors 
are the secured ones. In America 
the unsecured liabilities of com- 
panies in chapter 7 are usually 
seven times the value of their as- 
sets; the ratio of the secured li- 
abilities to the assets is usually 
1:1. Anecdotal evidence in Eu- 
rope suggests a similar story. 

e This has persuaded the major- 
ity of European countries that 
they need a version of chapter 11 
offering reorganisation. France 
has produced two debtor- 
friendly versions of its Napole- 
onic law: réglement amiable 

redressement judiciaire. And since 
1986 British firms have been 
able to ask the bankruptcy court 
to put them into “administra- 
tion”: last year 131 did so. The 
latest to apply is Sock Shop. 

At first sight administration 
looks like chapter 11. The firm is 
run by an administrator: his task 
is either to nurse it back to 
health or to liquidate it. Any 
proceeds go to the creditors in 
the same order that they would 
in a liquidation. But a company 
can trade on. For example, a 
British football club in adminis- 
tration would be able to play on; 
if it was in receivership its players 
could evade their contracts. 

But administration is not 
chapter 11. First, the adminis- 
trator runs the company—not 
the old management. Second, 
the proceeds from any sales are 
handed out in strict order of se- 
niority; there are no creditors’ 
committees to vote on it. Third, 
British creditors can persuade 
the courts that the company 
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+ should be put into —— 
fi d — in 1989 = Kentish 
* Homes, a property developer. 
Administration has 
N pate ‘successful, not because 
. companies have es rehabili- 
^ tated (usually they haven't) but 
^. because it has allowed their as- 
. sets to be sold for higher prices. 
- Administration lets businesses 
. survive even if companies perish. 
, E. Ltd may disappear, but its 
le divisions are likelier to 
on under new ownership. | 


«í Need to go global 
- The debtor-versus-creditor — 
bate may be the 

but it is still only one of the di dif 
- ferences 


ankrup' regimes. Bankrupt- 
[o international fragmentation 
s difficulties for businesses 
—— going global. As 
Neil Cooper, chairman of 
rs International ‘Committee of 
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 «tioners' Association, notes, “all 
but the very smallest British 
E ptcy has some interna- 
tional connection: a foreign 
creditor, : foreign supplier and 
A on. bal village requires 
obal ge system." 
p. bankruptcy systems 
E. a wide variety of 
of openness to others. Under 
law a French creditor of a 
| British company would usu- 
pen have the same rights as a 
m British one, though the French 
taxman would rank below Brit- 
|  ain's. Swiss law gives preference 
k toSwiss creditors. 
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further, because many countries 
prefer to do most of their corpo- 
= — outside the 

In Japan and West Ger- 
ie where bankers are among 
the shareholders of big pats 
companies, most 


are sorted out before thés hap. 


pen. One exception in Japan was 
Sanko Steamship, which cap- 
sized in 1986 with liabilities of 
more than’ ¥500 billion ($3 bil- 
lion). In West Germany AEG, an 
electricals group, went bust in 
1982: it was shepherded through 
Vergleich (Germany's chapter 11) 
by Dresdner Bank. . 

In ‘Japan small businesses fold 
and re-open with happy regular- 
ity, and dapes are likely to be 
solved by an informal discussion 
with the bank manager. In Ger- 
many tcy carries more of 
a stigma. That often keeps bud- 
ding German entrepreneurs in- 
side big. firms like Siemens, 
rather than leaving to set up 
their own Apfel Computer. 

A —— —— code is 


This point can be stretched 


even further off than worldwide 
accountancy ds. Eco 
nomic clubs, such as the EC or 
that between America and Can- 
ada, have not been able to draft a 
common bankruptcy law. Even 
optimists like Mr Cooper reckon 
that the best hope lies in a suc- 


cession of bilateral 


ropean insolvency laws seem no 


further advanced than they were - 


at the first try in 1925. An Ec di- 
rective surfaced in the 1970s, but 
member states squabbled over it. 
Now the Ec is trying again. A 
worrying omen is that basic pan- 
European legislation (like the 
European judgments conven- 
tion, which gives a company in 


one state the right to pursue a le- - 


gal claim in another), specifically 
excludes bankruptcy, 

None of this would matter if 
fewer firms went bankrupt. A ba- 
sic failing of the British, Ameri- 
can and most European systems 
is that, by the time a firm reaches 

ptcy it may already: be 
doomed. France has a newish 





eements. , 
Attempts to produce pan-Eu-. 





“alarm system" where accoun- 
tants of a suspect firm must con- 
tact its management if they have 
doubts: about its health; if those 
doubts persist they must alert its 
shareholders and, ultimately, the 


. public prosecutor. 


Encouragingly, insolvency 
practitioners are beginning ~ 
e at prevention, rather th 

cure. KPMG, the world's biggest 
accountancy firm with 2,000 cor- 
porate-recovery experts, boasts 
that some of its best work never 
makes the newspapers 

Worthy though this may be, 
the pain of bankruptcy should 
remain. One reason why com- 
munist economic systems fail to 
work is that there is no carrot to 
attract the entrepreneur. The 
other is that there is no stick to 
instil fear into managers. It may 
be too optimistic to hope that 
the newly-capitalist Eastern Eu- 
rope develops a more sensible 
system than the West's. But it 
might be time to start breaking 
benches in Leipzig and Warsaw. 





A question of efficiency. ’ 


| Ts idea that inefficient firms should die is essential to cap- 
italism. But when should a bad firm throw in the towel? 
- America's bankruptcy laws allow managers to make that deci- 
. Sion. Their interests do not always correspond with the most 
F a outcome—especially when they own part of the firm. 
`` There are two possible inefficiencies. First, the manager may 
-liquidate his firm when it should be kept in business. Suppose 

the manager of a troubled firm has to decide between liquida- 
‘tion € or, say, next year. If the firm is certain to lose less 
money by staying in business a year longer, the manager should 
delay liquidation. But he will care only about any equity he has 
in the firm, which he expects to lose whichever his choice, and 
ise —* his creditors, who will pick up any gains from the 

trading. So he may choose ptcy now. 

gg rias the the manager might keep his firm in business 
: Hime it should be broken up. When a firm goes bust, the owner 
simply loses his equity—he does not pay off any debts. Suppose 
the firm has net debts of $1 m. There is a nine-in-ten chance that 
it will lose an extra $1m if it on for a year, and a one-in- 
ten chance it will make $2m profit. Ideally, the manager should 
. let the firm go bust right away, since it is likely to lose more 
money staying in business. But in 
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manager may RA that a one-in-ten chance of making a profit 
is worth it—from his point of view. 

American law offers either liquidation (chapter 7) or 
reorganisation (chapter 11)—where loans are downgraded. Un- 
surprisingly, owners prefer the latter, since there is then at least 
a chance that their equity will retain some value. Chapter 11 is 
only efficient when it stops owners liquidating firms that should 
be kept going. But it is inefficient when it encourages managers A 
to prolong a firm's agony when they should not. 

The perfect law? One proposal is to merge chapters 7 and 11 
(chapter T-Eleven?). If a firm went bust it would be sold as a 
going concern, rather than sold off piecemeal, with the proceeds 
paying off creditors. The new owners would (in theory) have no 
debt, and so would keep the firm going only while it was likely to 
make a profit, But, as Ms Michelle Hill of the University of 
Michigan notes, this still encourages managers to make risky 
investments with a near-bankrupt firm, since they lose nothing 
if the firm goes under. 

As long as American managers do not pay any (significant) 
costs of bankruptcy, they will always have an incentive to take 
unwarranted risks when the firm is about to go broke. A better 
solution might be to base managers' rewards on the value of a 
company's bonds. American entrepreneurs would, no doubt, 


argue that this. would stifle their adventuresome as Their 


case an equity-owning ^ anxious creditors might disagree. 
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Japan falls to earth 


TOKYO AND LONDON 


FALL of 1,100 points in Tokyo's 


Nikkei 225-share stockmarket average 
on February 21st, for no apparent reason, is 
the stuff of financial thrillers and night- 
mares. The index’s 3% fall took the Nikkei 
down to 35,734, its lowest point since early 
November. The following day was one of 

ld gyrations, with the market again mov- 
g by more than 1,000 points before finish- 
ing slightly up on the day. Suddenly Tokyo 
appeared to be mortal, after all. 
One peculiarity of this particular small 
crash is that it failed to bring down—at least 
immediately—many other stockmarkets. 


Hongkong fell by 4%, but the markets that » 


really matter these days—Frankfurt, Lon- 
don and New York—held their nerve. For 
. once, Tokyo was falling on its own demerits: 
fears that Japanese interest rates were des- 
tined to rise, raising further fears about the 
prospects for Tokyo's sky-high property 
market. 

Even so, Tokyo is not entirely on its 
own. Two themes are likely to be crucial for 
all stockmarket investors over the coming 
months: the mixed and volatile direction of 


interest rates and currencies until it is clear. 


how the West German Bundesbank's mone- 
tary stance will accommodate developments 
in Eastern Europe; and the way the big ac- 

n is likely to swing back and forth be- 
«ween the Japanese and West German econ- 
omies, leaving London and Wall Street on 
the sidelines as interested observers. . 

The later-opening stockmarkets were 
heartened on February 21st by an appar- 
ently solid rally in the West German 
bond market, which had steadily col- 
lapsed earlier in the month, just as To- 
kyo's had in January. West German 
bond yields, which had climbed to 
over 996, fell to 8.796. The reason 
seems to have been largely "tech- 
nical”. The West German bond 
market had been led by the futures 
contract which matures in March. 
Those traders who were short (ie, who 
sold futures, hoping to buy them back 
later at a cheaper price) are now sitting on 
hefty profits. To cash them they buy fu- 
tures contracts. This drives up the price of 
both the futures and the cash market. 

Such technicalities do not mean that in- 
vestors have suddenly become sanguine 
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about the monetary consequences of Ger- 
man reunification. Far from it: most seem to 
believe that West German long-bond yields 
will be back through 996 before the summer. 


Unless there is a realignment of currencies 
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A 
in the European Monetary System (EMS), | 
these expectations of higher interest rates - 
will communicate themselves to other Euro — 
pean countries. "v 

The prism of the Japanese stockmarket _ 
shows more clearly how the land may lie. Ja- _ 


'pan's precipitate fall looked to have been - 


prompted by Mr Alan Greenspan, the | 
chairman of America's Federal Reserve 


~ Board. In his half-yearly testimony to Con- — 


gress, Mr Greenspan emphasised that infla- — 
tion was more of a problem than recession, — 
implying that he would certainly not relax — 
his monetary policy—and might even 
tighten it a notch or two. n 
' The prospect of higher American inter- _ 
est rates (and consequently a more firmly 
supported dollar) worries the Japanese even — 
more than most. Their country's inflation | 
rate has more than doubled (admittedly — 
from a low base) in less than a year. At the — 
start of 1989, annual inflation was 1%, com- — 
pared with 2.6% today. A stronger dollar — — 
means higher-priced imports for Japan: — 
so far, Japanese manufacturers have man- — 
aged to absorb these higher costs | 
through their old stand-by of cutting 
profit margins. Yet, with GNP growth — 
probably having dipped below 5% last — 


to slow further this year—corporate profits — 
could slump. i» 
The Japanese authorities seem to be able — 

to do little to convince their markets that 
they have the economy under control. 
Worse, they are divided amongst them- — 
selves: the Bank of Japan's worries about in- · 
flation are being pooh-poohed by the fi- 
nance ministry. The resounding victory in — 

the general election on February 18th of the : 
Liberal Democratic Party (L>P)—tradition- — 
ally the party of business—did little to — 
hearten investors. But then, Liberal Demo- — 
crat election victories rarely do at first (see 
box on next page). Those who want to see 
inflationary pressures in the economy - 
can spot them in abundance. Money- 
supply growth is running at more | 
than 10% a year. The labour market — 
is tightening further, pushing up . 
both basic pay and bonuses. Unit la- 
bour costs rose by 2-212% last year, - 
after being flat since 1987. Import - 
prices are rising, too. NE. 
Given that the Bank of Japan is _ 
paid to be an inflation jitterbug, many 
in the markets expect a further rise in the _ 
official discount rate, by at least 0.5% be- 
fore the end of the month. Only a general — 
election prevented it happening earlier. The _ 
rate was previously raised on December — 


25th, by a neither-here-nor-there half a per- 3 





year, from almost 6% in 1988—and likely — 
















centage point, to 4.25%. 

Yet unless the yen collapses, slower 
growth should prevent the underlying rate 
of inflation from rising much further. 
Maybe the nervous Japanese central bank 
will feel it does not need to raise interest 
rates every time the yen shows signs of weak- 
_ ening against the dollar. Like everyone else, 
the Japanese are going to have to forget the 
dollar for a while and pay a lot of attention 
to the D-mark. 
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Bankers Trust and Salomon Brothers 


. Noises off 


7 HE WHO pays the piper no longer calls 
E the tune. That is the lesson of the de- 
.. fection to Credit Suisse First Boston (CSFB) 
of Mr Allen Wheat. Until February 12th, 
. the short and fiery New Mexican chaired 
— Bankers Trust International (pri), the Lon- 

don-based international investment-bank- 
- ing arm of the American wholesale bank. 
.. The same lesson is to be drawn from the de- 


l e on February 19th of Mr Randolph 
$ — who until then did property- 
S 













— finance deals for Salomon Brothers 
. in London. Mr Dumas has left to set 
up on his own. 
= Mr Wheat’s departure has sent 
shock waves through Bankers Trust. 
— Under his direction, Bri built up a 
— hugely profitable swaps, options and 
equi ivatives operation. The loy- 
alty that Mr Wheat inspired—and the 
fear that his absence would create—has now 
— led to a score of Bankers Trust folk in Lon- 
— don, Tokyo, Hongkong and New York fol- 
. lowing him to csrs. The arrival in London 
— last week of Mr Eugene Shanks, a member 
—. of the bank's management committee and 
long-time antagonist of Mr Wheat, was 
meant to calm the office down. It achieved 
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| Electoral blues 
APANESE stockmarkets have a ritual 
way of celebrating general-election 
wins by the party of business, the Lib- 
eral Democrats. They fall. 

In the first three days of stockmarket 
trading after four of the past five elec- 
tions for the lower house of parliament, 
the Tokyo market has slipped. Even so, 
as the table shows, this most recent post- 


election slide, since the February 18th 
p elections, is far sharper than 
usu 





The routine element of the post-elec- 
tion fall probably comes from relief that 
the market does not have to be propped 
up any more—as it will most certainly 
have been in the run-up to polling. Lib- 
eral Democrat voters would be worried 
that their party was losing its touch in 
managing the economy if it were 
otherwise. 

Furthermore, Liberal Democrat poli- 
ticians also depend on a buoyant stock- 
market through which to raise campaign 

| In the Recruit scandal (remember 
that?) it was shares and not cash that the 
corrupt politicians got. And if all else 
fails to ramp a Tokyo share's price, the 
cry "the political money is in" is always a 



















the opposite. More are set to jump. 
Bankers Trust's 40-strong equity-deriva- 
tives group is now ruined. That matters: last 
year this money-minting niche pioneered by 
BTI earned the bank some $150m in pre-tax 
profit in London, with maybe another 
$50m-75m from equity-related placements 
in Tokyo. That equals roughly one-quarter 












fallback for despefate salesmen of 
equities. 

Political chartists may want to turn 
back to the beginning of the last decade. 
The dominant political issues then were 
fears of worsening trade friction with 
America and Europe, a row over intro- 
ducing a new sales tax and the Liberal 
Democrats’ internal leadership struggle. 
That battle, in May 1980, allowed the So- 
cialists to defeat the Liberal Democratic 
government on a vote of no confidence. 
Sounds familiar? Within six months of 
the June general election, share prices 
had climbed 7%, though not without a 
couple of bumps along the way. 


A sliding tradition 


% change in Tokyo share 
prices in following three 





of the whole bank's net profit of $620m in 
1989 (which it then wiped out with $1.6 bil- 
lion of bad-loan provisions). The departures 
led at least one respected banking analyst, 
Mr Raphael Soifer at Brown Brothers Harri- 
man in New York, to slash his profit forecast 


for Bankers Trust. 


Why could 
Bankers not hold 
onto Mr Whe: 

Those making mu- 
lions in derivatives 
hated seeing the Lon- 

don commercial-banking 
office lend money to a 
string of British leveraged 
buy-outs that then turned sour. 
Hungry for fees, the bank’s syndica- 
tion unit committed itself to deals such as 
the £629m ($970m) buy-out for Magnet, a 
kitchen supplier, which the bank's own 
credit department had advised against. 
Thus the bonus pool available to the Lon- 
don staff last year was much reduced. 

Yet Mr Wheat could hardly claim pov- 
erty. What must have rankled more was his 
exclusion from real power in the bank. At 
the top of Bankers Trust, he has always been 
considered too much of a quip-tongued out- 
sider to be asked to join the six-man man- 
agement committee. Mr Shanks, a direct 
contemporary of 41-year-old Mr Wheat, has 
long been a favoured protégé of Bankers 
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Waiting for the rally 


Swiss bonds pave plunged as interest rates rose and the franc weakened. 
again 


Some canny investors are 


WITZERLAND used to be the tidiest 

financial centre in the world. Yield 
curves were positive, the Swiss franc 
strong and the streets clean. Now the Am 
Platzspitz park, close to the bankers’ hal- 
lowed Bahnhofstrasse in the centre of Zu- 
rich, is littered with used syringes. Worse, 
the currency is weak and the yield curve 
negative. 

The Swiss National Bank seems deter- 
mined to keep short-term interest rates 
high, for two reasons. The first is to 
squeeze out inflation. Switzerland’s nor- 
mally low inflation began to rise after the 
crash of 1987, when, like most. other 
countries, it loosened monetary policy to 
prevent a stockmarket crash turning into 
a recession. Like the British, the 
Swiss misjudged the strength of do- 
mestic demand, and inflation even- 
tually took off. Getting it under 
control by tightening monetary 
policy has been difficult because, 
again as in Britain, mortgages and 
rents. play a big role in the Swiss 
cost-of-living index. The lack of wa- ` 
ter in the Rhine has also had an ef- 
fect: the barges which bring in 
many food imports could not carry 
their usual weight of cargo. This 
pushed up prices. Now the worst is 
probably over. Inflation should 

in May (when rents are next 
indexed) or June, at around 5.5%. 

The authorities are also using 
high short-term interest rates to 
keep the franc up, especially against 
the D-mark. One-month money to- 
day fetches 9%, six-month money 9.5% 
and the Lombard rate (at which banks 
borrow from the central bank) has 
touched 12%. Ten-year government 
bonds yield only 6.3%. The line the au- 
thorities want to hold against the D-mark 
seems to be SFr0.90. So far this year the 
policy has worked reasonably well, and 
the exchange rate has generally hovered 
around SFr0.88. 

For the financial industry the ex- 
change rate against the dollar matters al- 
most as much. Many clients of Swiss 
banks still dream in dollars; the banks’ 
usual home for a fair chunk of their 
money—Swiss franc bonds—became a 
nightmare for their clients in the first half 
of 1989 as the dollar strengthened against 
the franc. Since September, however, the 
franc has managed to appreciate from 
SFr1.70 to SFr1.50 against the dollar. 

Unlike its great rival, the D-mark 








—— — et 


already buying 





bond-market, the Swiss market is domi- 
nated by domestic investors. Banks and 
insurance companies have traditionally 
been big investors in bonds. The largest 


new block of money is coming from pen- 


sion funds. In 1985 pensions became com-. 


pulsory. By 1995 the assets that Swiss pen- 
sion funds own should exceed the 
country's GDP, which at the end of 1988 
was SFr270 billion; already the pension 
nds' assets amount to around SFr250 

billion ($170 billion). 
A large chunk of this money will have 





to go into financial investments: the au- 
thorities limit institutional investors to 
keeping only 3096 of their portfolios in 
property. Some funds are already brush- 
ing that barrier. The main beneficiary of 
this regulation should be the stockmarket: 
the average pension fund has only 796 of 
its assets in shares. This weight of money 
should also help the bond market 

In the past couple of years Switzerland 
has lost some of its attraction for foreign 
borrowers. In 1987 the Swiss capital mar- 
ket supplied them with SFr48 billion; the 
figure rose to SFr54 billion in 1988, be- 
fore falling in 1989 to SFr47 billion. Like 
the Euromarket, the Swiss bond market 
has become dominated by Japanese bor- 
rowers. Although their borrowing in 
Swiss francs was down by 2096 compared 
with 1988, they still accounted for 72%— 
nine-tenths of it in equity-linked i issues— 
—— — issues in 1989. 
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The steep inversion of the yield-curve | 


is starting to tempt foreigners back into 


the market. In the recent spate, deals have | 
invariably been swapped back into Ameri- — 


can dollars. A foreign borrower can issue — 


five-year Swiss franc bonds for 796 and - 
then exchange the proceeds for floating- — 


rate Swiss francs at, say, 8.596— well be- — 
low conventional interbank rates. This 


profit can then be used to subsidise a fur- | 
ther swap into dollars to give the original || 
borrower dollar funds that cost substan- — 
tially less than LIBOR. Often top-quality - 
borrowers can raise money that costs | 
around 25-50 basis points (hundredths of — 


196) less than LIBOR. 


The market may be becoming more at- | 
tractive to foreign borrowers, but most — 


domestic investors are warier, despite hav- 


ing bought heavily at the 


that his rivals have 60-7096 of their recent 
new issues still sitting on their books. So 


far this year bonds worth SFr10 billion — 


have been launched. 


what is left of the Euromarket to 


The chief problem now for the 
Swiss bond market is that it is by no 


that basis, and assuming inflation 


elsewhere. 


Other European bond markets may |) 
rally more strongly. In France the real | 
yield on ten-year government bonds is 


6.296; German bonds have real yields of 
around 6.5%, and Belgian government 


bonds yield over 7% in real terms. These | 
bond markets may now have touched bot- | 


tom. On February 20th the futures con- 
tract on the German bond traded at LIFFE 
in London fell sharply, to imply that the 
bonds should yield a nominal 9.596. 
spite the fall in the Tokyo stockmarket the 
following day, a rally in the futures con- 
tract pulled the yield back down to 9.3596. 
Investors who lack the stomach to play 
such volatile markets may be 


bound to come. 
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beginning of the 
year. One leading Swiss banker reckons — 


The drawbacks of Swiss bonds — 
for foreign investors are diminish- 
ing. Traditionally, Swiss bonds are 
illiquid; that should change later - 
this year when the lower chamber 
of the Swiss parliament is expected 
at last to abolish the turnover tax. 
That should pep up trading in | 
Swiss bonds and might also tempt — 


move onshore but outside the EC. — 


means the cheapest in Europe. Real | 
yields in Switzerland have usually | 
been around 1.75-2% a year. On 


rises in June, bond prices would || 
have to fall to yield close to 7%. | 
Even if bond prices are now dis- | 
counting a subsequent fall in inflation, || 
the rally, though strong, may be outshone | 


De 


happier in - 
Switzerland. The rally in Swiss bonds may | 
not be as spectacular, but it is almost || 
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Trust’s chief, Mr Charles Sanford. 
Mr Wheat's departure is a coup for an- 
. other short and fiery man, Mr Hans-Joerg 
. . Rudloff, csrb's chief executive in London. 
— . He has put Mr Wheat in charge of cs First 
Boston Pacific, headquartered in Tokyo— 
— . and onto the whole group's executive com- 
mittee. Crucially, Mr Rudloff has also 
brought on board three strong talents, Mr 
= Jean-Christian Cheysson and Mr Chris 
| .. Goekjian i in London, and Mr Brady Dougan 
3 in Tokyo. Since the Euromarket's heyday in 
the mid-1980s, csrB has appeared to lose its 
steam. The acquisition of a near-complete 
| swaps and equity-derivatives business puts it 
— firmly back on course. 
" As for Mr Dumas (who, by coincidence, 
'] crossed swords with Mr Wheat at Bankers 
. years ago), he appears so far to have taken 
. only one other member of Salomon Broth- 
— ers staff with him to his new property firm, 
Dumas West, backed by one of America's 
. Baby Bells, us West. Yet the effect on 
Salomon's European profitability could be 
 incommensurately damaging. In 1988 
Salomon's property team of five is said to 
have brought in, on scarcely any capital, 
some $50m, or nine-tenths of Salomon's Eu- 
. ropean investment-banking income. With 
. his team's revenues supporting an entire in- 
. vestment bank, it is little wonder Mr 
- has settled for a more solitary life. 








1 Property in London 
. In a spin 


ONDON'S commercial-property devel- 
ES opers have one bleak question on their 
minds. The slump in their market that has 
. seemed to be on the way for the past year 

has arrived. Rents are falling and vacancy 
. rates rising. Could the slump of 1990, hor- 
ror of horrors, come close to rivalling the 





_ property crash of 1974? Probably not. Yet - 


ers to Britain’s property men are al- 
ready getting nervous. 
} In the mid-1980s property developers 
. went on a binge. Seduced by willing lenders 
. and fewer planning restrictions, they set 
—. about reshaping London. But a weak domes- 
— tic economy has hit demand. In the past year 
the proportion of office space vacant in the 
— City—the financial district, not the whole 
. capital—has doubled to 10%, according to 
— “Mr Ian Reid of Richard Ellis, a firm of char- 
 tered surveyors. By the end of this year it is 
. likely to be over 13%—well above the 11% 
of the 1974 property crash, which saw prices 
fall by 4096 





a Even the chartered surveyors, who like 
to talk the market up, reckon rents and 
prices will fall further. Richard Ellis foresees 
E . rents in the centre of the City down by 5- 
-. 10% over the next year and those on its 


u 


fringes by maybe 15%. That is bad news for 
i ' 82 
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The doal of the art 
SYDNEY 

S THERE copyright skulduggery even 

in the Australian outback? Mr Terry 
Yumbulul, an aborigine artist in the vast 
Northern Territories, claims there is— 
and that the villain is the Reserve Bank 
of Australia, the country’s centralbank. 
Mr Yumbulul alleges that the bank has, 
in effect, stolen a piece of his art to put 
on one of its banknotes. The bank says it 
paid Mr Yumbulul a copyright fee that 
had been agreed by both the artist and 
his agent. 

What is not in dispute is the identity 
and beauty of the banknote—a A$10 
($7.63) bill issued two years ago to cele- 
brate Australia’s bicentenary. One 
distinguishing feature is the note’s sub- 
stance—plastic, instead of paper, and a 
clever “optical variable device” (appar- 
ently not quite the same as a hologram) 
of Captain Cook, the first Englishman to 
meet Mr Yumbulul’s ancestors. The 
other special feature is the art-work: on 


developers up to their necks in debt. The 
Bank of England estimates that property 
companies owe commercial banks more 
than £32 billion ($51 billion), up from 
about £16 billion in May 1988. In real terms 
today’s debts far exceed those of 1974, when 
property prices fell by two-fifths. 

With interest rates at 15%, the strain is 
beginning to show. One sign was the £125m 
rights issue by a once-proud property group, 
Mr Godfrey Bradman’s Rosehaugh. The of- 
fer price was less than half the existing mar- 
ket price, which dropped by 25% on the day 
of the announcement. According to Smith 
New Court, a London stockbroker, 
Rosehaugh will try to sell £300m-worth of 
its properties this year. 

Companies like Rosehaugh are particu- 
larly vulnerable in a slump because they 
have many part-interests in large buildings, 
but do not own them outright. It is difficult 
to sell part of a development, because an 
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one * a ship of — Cook's fleet 
and a queue of Australians through the 
ages; on the other side, an aborigine boy 
in body paint and with aboriginal arte- 
facts, including a totem called the Morn- 
ing Star pole—which was made by Mr 
Yumbulul and exhibited at the Austra- 
lian Museum in Sydney. 

Mr Yumbulul's basic complaint is 
that he was not paid enough—appar- 
ently A$10,000— for the representation 
of his work that appears on millions of 
notes. One of his more original sugges- 
tions for recompense is that all the notes 
issued be handed over to him. Since 17m 
were issued, Mr Yumbulul's instant 
wealth would make Messrs Dali and Pi- 
casso turn green in their graves. Perhaps 
there will be some less dramatic solution 


ro satisfy Mr Yumbulul and forestall 


court action in Darwin. After all, Austra- 
lias 228,000 aborigines—invariably 
poor and often ravaged by disease and al- 
coholism—are a powerful tug on the 
conscience of the 16m other Australians. 
That is one reason for the aboriginal de- 
signs on the banknote. 


ownership change often requires the agree- 
ment of the other partners. The property 
companies that are least vulnerable, such as 
Land Securities and MEPC, are those with 
fortress balance sheets. They fancy they can 
wait, take aim and pick off other troubled 
firms' pieces. 

Property bulls pin their. hopes on the 
West End and on foreign money. Vacancy 
rates in areas such as Mayfair are still less 


'than 596, and rents there are firm(ish). That 


could help attract yet more foreign money. 
London property is tailor-made for overseas 
investors: leases are long (typically 25 years) 
and there are five-yearly rent reviews. 

By flaunting London's charms abroad, 
developers have brought money flooding in. 
Last year foreigners invested about £2.9 bil 
lion in the commercial-property market, ac- 
cording to Debenham, Tewson & 
Chinnocks, another chartered surveyor. 
Japanese accounted for 70% of the invest- 
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ment, followed by Americans (7%) and 
Scandinavians (5%). 

International money is unlikely to bail 
out all the troubled developers. Foreign in- 
vestors want big, well-hocated buildings. The 
property companies most at risk are those 
with lots of small investments, or slices of 
large ones in secondary sites like Docklands. 
Moreover, the interest-rate cut that prop- 
erty folk dream of could scare away foreign- 
ers if the pound takes a battering as a result. 
And, as Europe expands eastwards, Lon- 
don's attraction as the gateway to a unified 
market may diminish. 

The Bank of England fears that such ad- 
verse trends in the property market risk a 
repeat of 1974, when the property crash 
brought down a host of small banks. Indeed, 
it only recently rid itself of the remnants of 
Slater Walker, one of the most notable casu- 
alties. But it may be worrying unduly. In 
^ ^14 property loans made up a higher pro- 

rtion of total bank lending (1196) than 
they do now (896), and loans were spread 
among a much narrower group of banks 
than they are today. 

Nevertheless, the big British clearing 
banks, which hold £14 billion of property 
loans, have taken note of the Bank's ner- 
vousness. This January they cut back their 
new property lending slightly, the first fall 
since monthly figures began in October 
1986. Those on the Bank's danger list are 
more likely to be some small foreign banks 
that bid aggressively for risky projects. Some 
big foreign institutions could suffer too. Jap- 
anese banks' share of foreign lending to the 
British property sector has risen from next 
to nothing to 796, and as many as half of 
their loans may have gone to finance dodgy 
developments. 





Brazil's profitable banks 


joom time 


SAO PAULO 


AST year's inflation rate of over 1,70096 

might be thought to harm all businesses 

in Brazil. But never discount a banker. The 

country's 300 private banks had their best 
year in memory. 

Bradesco, the country's largest private- 
banking conglomerate, chalked up a net 
profit of 18 billion new cruzados ($1.6 bil- 
lion at the year-end exchange rate). This 
represented a return on its capital of 21.6%, 
bettered only in recent years in 1985, when 
it notched up a return of 23.8%. The newly 
formed Banco BBA, owned jointly by Aus- 
trias Kreditanstalt-Bankverein and Mr 
Fernao Bracher, governor of Brazil's central 
bank during the ill-fated Cruzado plan of 
1986, made a healthy 43% return on capital 
in its first full year of operation. 

Thank that hyperinflation for the 
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banks’ bottom lines. For while they were 
taking money from the public and paying 
back interest at, say, a real rate of 12% a 
month (which is a,figure the banks calcu- 
lated from the previous month's inflation), 
they were lending it at 30% a month in real 
terms (based on the next month's expected 
inflation). 

The important thing to know, however, 
is that Brazil's private banks do not make 
their money from the country's private en- 
terprise. Companies Have learnt their lesson 
from earlier inflationary periods (notably 
during the Cruzado plan) and have stayed 
away from bank deposits—preferring to put 
their surplus cash on to the country’s lucra- 
tive money markets, instead. The banks' 
great saviour was thé country's debt-hungry 
góvernment. ; 

Another way „the government has 
helped Brazil's banks is with funds that are 
handled for the state utilities. In Brazil, 
light, water and telephone bills are all paid 
exclusively at the bank rather than by post, 
as happens in most countries. These funds, 
for which the banks pay nothing and for 





But keep it under your hat 


which the utilities pay a fee for the collection 
service, represent an enormous injection to 
the banks' float of cash. 

The only banking institution to perform 
disappointingly last year was the Banco do 
Brasil, the country's largest bank, and a 
state-owned one to boot. Banco do Brasil re- 
corded a return on capital of just 1.7%, 
against a 12% retufr in 1988. Such a poor 
result is unsurprising given that, unlike the 
private-sector banks, it does not choose who 
it lends to. 

Instead, the Banco do Brasil extends 
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Two-tier tellers 


HERE will be a hint of nostalgia 

about the British clearing banks' 
results this year. The third-world debt 
problems that have beset the banks 
for a decade are being put behind 
them, to be replaced by older worries. 
But not all the clearers can afford to 
wipe the slate clean. 

National Westminster kicked off 
the reporting season on February 
20th. It had already cut its third- 
world debt from £2.4 billion ($4 bil- 
lion) to £1.6 billion. By adding an ex- 
tra £990m to its provisions, NatWest 


is setting the pace. Three-quarters of | 


its third-world loans could now be 
painlessly written off. 

Midland Bank, which announced 
its results on February 22nd, failed to 
keep up. It held its provisions at 
roughly 50% of its third-world debt 
portfolio, which still contains a mas- 
sive £4.1 billion of dud loans. Had 


the bank tried to stay shoulder to ` 


shoulder with NatWest, its capital ra- 
tio would have fallen to around 7.496, 
well under the BIS minimum of 896 


' The long-touted merger with the 


Hongkong and Shanghai Bank is its 
best chance to stay in the big time. 

The smallest of the clearers, 
Lloyds, set out its plans last Novem- 
ber. It has provisions covering 7296 of 
its exposure and is unlikely to raise 
them. Barclays, which announces its 
results on March Ist, will probably 
bump up its provisions to 7096 of its 
£2 billion third-world debt. 

In searching for a strategy for the 
1990s, the banks are going back to 
their domestic roots. Before’ provi- 
sions, NatWest'made a profit of £1.4 
billion. Some two-thirds of that came 
from its British banking business. 
Midland, which notched up a profit 
of £616m before provisions and tax, 
made some three-quarters of that 
from domestic operations. However, 
the banks have to face up to some old 
problems—especially the fickle .Brit- 
ish economy and the urgent need to 
cut costs. 

Even the superstars suffer. Profit 
from NatWest's domestic p islas 
services fell by 1496 from £1.1 billion 
in 1988 to £951m last year. High in- 
terest rates hit its consumer-finance 
and mortgage businesses. However, 
its cost-income ratio hardly budged 
from the previous year's 66.596. Mid- 
land's rose to 72.496 from 70.8%— 
another sign that the two banks are in 
different leagues. 
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credit on orders from the government, 
which last year sent to the bank all the state- 
. owned sectors that were having a hard time, 
such as agriculture, the construction indus- 
uy and domestic airlines. And then, again 


in contrast to the private banks, the Banco 
do Brasil’s employees are all pampered civil 
servants, Accordingly, they receive molly- 
coddling salaries and benefits—both of 
them indexed, naturally. 





_ America’s diverging stockmarket indices 


-Push-me-pull-you 
4 
HE New York stockmarket is weaker 
. than casual study of its two most widely 
followed indices would suggest. The Dow 
nes industrial average is weighted by price 
i 1 covers just 30 blue chips; the Standard 
/& Poor's (sar) 500 is made up of 500 shares 
but, because it is weighted by market capital- 
isation, the index is dominated by its 100 
biggest component companies. Their per- 
_ formance accounts for about two-thirds of 
its daily movement. Neither of these indices 
is therefore the best way of measuring how 
the average share is performing, which is 
probably a better way of gauging how inves- 
tors rate America’s business prospects in 


— Last year was seen as a banner year for 
equities. The s&P 500 rose by a handsome 
-. 31.5%. In contrast, the Value Line index, 
which is unweighted and covers a cross-sec- 
tion of 1,700 American companies, ranging 

f from the blue chip to those in a grey mist, 

> by only 11.2%. As Mr Kenneth Fisher, 
| rnia-based money manager, has 
noted, the 1,200 shares in the Value Line 
index that are not in the s&P 500 did even 

bi rising only 2.596. 

pattern has continued into the first 

few weeks of 1990. The Dow notched up an 
all-time high on January 2nd of 2,834. No 
. other stockmarket index made a new high 
-. during this period, reflecting the thinness of 
the new-year rally. The Value Line index, 
which had reached its all-time high in Au- 
gust 1987, hit its 1989 high on October 9th 
280—just before the Dow's 190-point 
— on October 13th. On February 20th 

the Value Line closed at 239, down by 15% 
from last year’s high; the Dow, closing at 
"rial on February 20th, stands just 9.596 
-ftomi its January 2 1990 peak. 

A rally where breadth is lacking and 

ere blue chips fare best is viewed by many 
tet aE akelig stockmarket 
running out of steam. Mr Richard Russell, 
the chartist editor of the widely-followed 
Dow Theory Letters, notes another way of 
“highlighting the same trend. He says the ad- 

à . vance-decline ratio, which measures daily 
| the number of rising and declining issues òn 

the New York Stock Exchange, peaked in 


pM UND Hope Tie 
. advance-decline ratio's previous 
in March 1987, — wees sies 


October 1987 crash. 


Now the bears are prowling. Mr David 
Bostian, an economist at Jesup & Lamont, is 
so concerned about both the market and 
the economy in general that he has been 
recommending since last August that "con- 
servative" portfolio investors hold no equi- 
ties at all. That is an unusually bold call for 
m employee of a Wall Street stockbroking 

rm. 

Mr Bostian says that he turned bearish 
after his firm's proprietary macroeconomic 
index had thrown up a warning of recession. 
(The average lead time from recession signal 
to actual recession has been five months 
since the firm’s index began being used in 
1950.) Yet Mr Bostian is no habitual doom- 





and-gloomer.: His index had been consis- 
tently in pro-growth territory since August 
1982, when it signalled a booming economy 
ahead. At that point Mr Bostian sent a tele- 
gram to clients advising them the stock- 
market was forming the “most important 
low of the decade.” 

Mr Bostian's current concerns also stem 
from an ugly combination of companies’ 
collapsing profits and rising levels of debt. 
American companies ' real-cash earnings (ie, 
after excluding inventory profits and depre- 
ciation adjustments) peaked in 1986 and are 
now falling. Meanwhile their interest pay- 
ments were equivalent to 56.7% of pre-tax 
profit at the end of 1989—a possible recipe 
for an earnings squeeze. 

If economic news seems to be getting 
worse, why have the most widely watched 
stockmarket indices not fallen even further? 


The bears’ explanation is that the Dow 
Jones’ industrial average and the sap 500 
are inflated because of the current craze for 
mechanistic, "passive" investment strate- 
an Principally, thfs means both stock 
tion and tactical-asset allocation, a 
— gimmick that has replaced ^s 
now-discredited portfolio insurance. The re- 
sult is that some $250 billion of institutional 
investors' money in America is now blindly 
mimicking the s&p 500. 

Such strategies are usually self-fulfill- 
ing—at first. Yet copy-cat enthusiasm runs 
the clear risk of a downward lurch should 
indexers suddenly become disillusioned. 
This is not mere speculation. Mr Bostian 
reckons the S&P 500 could be overvalued by 
as much as 10-20% simply because of 
indexation and similar strategies. 

Besides indexation’s popularity, the 
continued use of program trading (in the 
narrow sense of arbitraging price differen 
between cash and furures markets) may a 
be keeping the most widely followed indices 
higher than they otherwise would be. This is 
exactly the opposite outcome from that usu- 
ally sniped at by politicians, the New York 
Stock Exchange and the populist press. 

Here is how it t work. When bad 
news comes up on screens, specula- 
tors will sell the S&P stock-index futures. 
The bigger the resulting discount on the fu- 
tures, the greater the temptation for Wall 
Street's program traders to buy the stock-in- 
dex futures and so push them to a premium. 
That then forces the speculators to cover 
their short positions. When they do so, they 
create the opportunity for program 
to pocket that premium by selling the fu- 
tures and buying the underlying shares. 
Constantly repeated, the effect of this pro- 
cess might be to bootstrap the s&p 500 ever 
higher. 
Such a theory holds only so long as the 
initial wave of speculative selling does 
trigger a more general sell-off. In the cas. v 
traumatic events, such as the crash exagger- 
ated by portfolio insurance in October 
1987, then the wave of selling can easily 
overwhelm index-arbitrage strategies. In 
this case the program traders’ buying of the 
futures at a discount (and simultaneous sell- 
ing of the underlying shares) would not be 
sufficient to lift the futures to a premium. 
Instead, weakness begets weakness, and the 
traders have to sell the futures at a discount 
(and therefore at a loss). That creates the po- 
tential for a downward plunge. 

So America’s stockmarket is sensitively 
poised. Short-term selling pressures can cre- 
ate profitable opportunities for program 
traders to take the s&P 500 higher and force 
short sellers to cover at a loss. But in mo- 
ments of acute strain, the stage is set for the 
unwinding of these mechanical devices, and 
the sudden downward re-rating of those 
popular indices. 






















NEW ORLEANS 


The microbes’ Mardi Gras 





The annual meeting of the American Association for the Advancement of 
— AAAS} provided New Orleans with a scientific carnival just as the 


parades began. Th 





HE theory of evolution is always evolv- 
ing. Once upon a time the development 
of life was seen as entirely a matter of ruth- 
' competition, in which all the losers dis- 


„eared under the feet of more highly- 
evolved winners. The origin of new organs, - 
abilities. and species was to be found in the - 


inheritance of random mutations that en- 
abled the winners to prevail. That picture is 


. now shifting to make more room for coop- 
eration and symbiosis; mergers and acqui- 
sitions are becoming fashionable evolution- - 











— ry strategies. 

.. The change is largely due to the work a 
Dr Lynn Margulis, a professor of botany at 
he University of Massachusetts at Amherst, 
ose heresies are—in part—now becom- 


ee ng widely accepted. One session at the 


. AAAS Was devoted to the mounting evidence 
for her view that symbiosis accounts for 
lenty of evolution's novelties. According to 


intkDarwinian Russian scientist, Andrei 
tzin, who died in 1918. His compa- 
oris Kozo-Polyanski later tried to rec- 
he idea with Darwinism, 

t cells. For the first 2 billion of 





Dr Margulis, the idea was first mooted by an. 


irst of our reports looks at the oldest paraos of all 


the 3⁄2 billion Vears: of life on — — 
was nothing around except. bacteria— 


simple cells with no nucleus, also known as — 
prokaryotes. All the cells of plants, animals 
and fungi—the so-called higher organisms 





-are cells with nuclei; these “eukaryotes” 


_have chromosomes of genetic information 
surrounded by a nuclear membrane. Since 
J the early 1960s, when there was precious lit- 


: pena to support it, Dr Margulis has 
ropounded the theory. that eukaryotes de- 


. veloped because some bacteria started living 
- together in symbiosis. The various parts of 
the cells of higher organisms are the rem- 


nants of early bacteria. 

These early bacteria had already in- 
vented the basic processes of life. They 
could move and multiply, and some of them 
could. attack.and eat other bacteria, They 
had also invented the most important chem- 


-ical tricks of life on earth: getting. energy 
from sunlight, using oxygen and taking ni- 
trogeri from the air. But these (and orher) 


gifts were widely. dispersed: to-do better, 
some bacteria joined forces. 
How that happened is unclear. Most bi 


ologisis now accept the view that mitochon- 





and acidity. As the — 


have been formed when some photosy 
_ and resisted digestion. It is now known that 

mitochondria and plastids have their ow 
genetic material, are the size of typical bacte- 


$ make their own amino acids. All this points 


. for movement had a similar origin; that is 


_onies of co-operating bacteria. 


„the latest twists to the story of symbiosis in 
evolution: Dr Lynda Goff of the University 


; the nuclei of the cells of other red algae, or 
which they are parasites, and thus take par: 
tial control of them. This helps to explain 
„how genes can be transferred. between o 
 ganisms without recourse to the usual Sot 
reproduction. -= 


-scribed how certain luminous wor 


ing — ‘bacteria into : 


glowings and flashings without pe 


: ously thought to have evolved its lumini 
“cence on its own. A more familiar examp 


dria (the parts of eukaryotes that use oxygt 
to produce energy) and plastids (whi 
make use of sunlight) used to be bacteri 
The story may have gone like this: fi 
predatory bacteria, such as Bdellovit 
which breathe oxygen, attacked larger ba 
teria, with an eye to eating them fror 
inside ` out. They could have a 
Thermoplasma or something like it, a tou 
microbe that cannot make much use 
gen but can withstand high tempe 
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settled in, it gradually lost some of its gi 
material and became more dependent o 
host Thermoplasma. They settled into coi 
fortable symbiosis. oig 

Thus. mitochondria may have» 
bom. Some 100m years later, plastids: 





















thetic bacteria were eaten by other bacteri 





































ria, have distinctive membranes and can 
her colleagues also believe that the filament- 
like microtubules which eukaryotic cells use 


not yet proven. It is barely an exaggeration | 
to say that all this makes people walking col- 


Other biologists in New Chiese: added : 


of California at. San Diego has shown how 
some red algae inject genetic material into 





Dr Woodland | Hastings. E Harvard 


luscs and fish make their light by i incorpo 


creatures seem to as — 


of symbiosis. But sometimes it is : 
sure: Dr Hastings reported that lux ge 
from bacteria have been found in the li 
organs of a species of fish that was pr 


of symbiosis is the way that bacteria i in 
gut help animals digest a wider. ran 
foods. Dr David Bermudes, from t! 
versity of Wisconsin-Milwaukee 
dinosaurs may have owed. the 





niei of particulary able acteria in their 

















































Dr Margulis sees — everywhere, 
from the origin of plant and animal cells to 
the maintenance of the conditions for life 
‘on earth—the “Gaia” hypothesis of Dr 
James Lovelock, who regards life, the atmo- 
sphere, the oceans and the earth itself as 
parts i one all-encompassing symbiosis. 


ovel particle accelerators 


NEW ORLEANS | 


IKE cooking 2d — particle physics 
now has its alternatives. For the past 40 
Pars, as -ever-smaller fragments of matter 
ave come under scrutiny, the accelerators. 
sed to see them have grown. The latest, the 
u perconducting Super Collider (ssc) to be 
uilt in Texas, will measure 87km around its 
jain ring and cost at least $7 billion. At the 
AAS meeting Dr Robert Siemann of Cor- 
ell University in Ithaca, New York, de- 
scribed — the trend may change. Future 





NEW ORLEANS 


LE developing the theory of spe- 


: 1905; Albert Einstein lived and worked 
with a fellow student who became his first 





that .she should get some—maybe 
most—of the credit for that work. 

.. The Einsteins studied physics together 
at the Federal Polytechnic School in Zu- 


.. were mediocre compared with other stu- 
-. dents in their class. In letters to his wife, 
^. the young Einstein often discussed the 
: ideas and experiments that led him (or 
` her, or both) to discover special relativity. 
In New Orleans, Dr Evan Walker, a 


_ in Aberdeen, Maryland, presented letters 
^ hinting that Mileva did much more than 


J tise referred to “our work”, “our 
| ir. theory”. In one 
“How h ppy and proud | 











motion to a victorious conclusion!” 


Dr. Walker found another hint r 


a Russian physicist, Abraham Joffe. Joffe 
referred to four i important poner credited 

to Albert: alone as beir 
| Marits”. Dr- Walk 








; s thar Joffe 






accelerators. might’ k be 


cial relativity in the years around | 


J wife. The late Mileva: Einstein-Maric now - 
< has a'small band of supporters who argue - 
 terpretations of these and, 


. a linguist at the German 
rich. They got similar grades, though both | 
Bonn, contends that Al- 


 physicist who works at.a cancer institute ^ 


- listen to and advise her husband. Albert i 


be ane te two of us together will | 
brought our work on the relative ` 


| Mileva' s contributions in the memoirs of - 


y "Einstein- ~ 





ew ologists hare alt of Dr z Margulis " vi- 


sion; for one thing they point out that bacte- 
ria gobbling other bacteria is not the happi- 


est example of peaceful co-operation. But if 
her claims had been more moderate they 
would not have fired up so many researchers 


to start amassing evidence for them. Science 


has its own evolutionary rules: only the 
strongest claims make progress. 





onger questions, shorter ; answers. 


"ich ‘mallet. than 
their forebears, yet. still r more powerful. 

In an accelerator, "beams of subatomic 
particles are whisked'up close to the speed of 





light and made to collide with each other or. 
with stationary objects. Their deaths give | 
birth to showers of, short-lived particles. 


From the study of süch phoenixes, theories 
about the rules of the universe are made. 
Proving these theories involves finding 


The relative importance of Mrs Einstein 


probably did see both 1 names c on thé ond 

nal manuscripts because he was unlikely 

to have known this Hungarian variant of 

Maric. Unfortunately the original manu- 

scripts have disappeared and Joffe is dead. 
There are several; in- - 


other smidgens of fact. 
Dr Senta Troemel-Ploetz, 
Research Institute ^ in 
bert exploited the talent. 
and labour of his wife, 
stole ideas from her, and | 
expected her to do, his 
mathematics after. ‘she: ; 
had finished cooking din- | 
ner and washing up-the. D: 
dishes. | I 
Dr Troemel- Ploéj us 
gues that Mrs Einstein - 
was the brains inthe fam- 
ily. Mileva would need VEN — 
and ambition to qualify for the exclusive 
Polytechnic school at a time when few 
women studied science. According to her, 
Mrs Einstein failed to win recognition be- 
cause of the discrimination that discour- 
aged women from scientific achievement. 
This, combined with Mileva's struggle to 
support herself and her children after Al- 
bert left her in 1914, thwarted her scien- 





a good dai of energy around. Th 
packing lots of energy into the — 





Her husband 


to the beginning of this century to unseat 








which means building huge accelerators to | 
give them the requisite speed. Solutions to 
old riddles usually ser new puzzles: for an- 
swers to the questions that the ssc will leave 
unsolved, only a collider several times bigger 


will do. 


Rather than take ever-longer rur-ups in 


- étder to throw the same spears ever farther, 


why not invent the longbow? Accelerating 
particles in much shorter spaces is an entic- 
ing alternative to. providing them with yet 
more caverns measureless to man. Various 
technologies might make that possible. One 
is the "plasma-wakefield accelerator”, which 
would use a pulse of laser light to drag a 
packet of electrons along. The laser pulse 
enters a cloud of hydrogen so hot that the 
electrons have been stripped from the atoms - 
they usually orbit, producing a charged 
"plasma". The pulse stirs up an electr — 
wave in its wake through this plasma; e 
trons that catch the wave can surf along, 
gathering energy and speed. ' 
Dr John Dawson of the University of 


. California at Los Angeles imagined such an 
' rare pere that oper only — thereis 


accelerator ten years ago. The snag was that 


tific career, — — | | 
Dr John Stachel = Boston ned: 

who recently edited a new collection of 

Einstein's letters, put the traditional point 


of view. He found no hard evidence of any 


creative contribution from Mileva. Few of 
her letters to Albert remain and none of 
them contains any original ideas on phys- 
ics. He thinks Albert often referred to 
"our work" simply be- 
cause he was in love. 
. Mileva Maric was cer- 
tainly capable of under- 
standing her husband's | 
work and possibly of 
collaborating with him 
Dr Walker thinks her 
; knowledge and experi- 
ence may have comple- 
mented his. Mileva may 
have provided knowledge 
-of the Michelson-Morley 
experiment, which mea- 
sured the speed of light in 
different directions and 
had * profound implica- 
tions for relativity. Ein- 
stein once said that he did not know 
about the experiment when he developed 
his theory; at other times he said he did. 
With ‘such meagre evidence in the 
present, it would probably take a trip back 





— Hn 


the traditional view of the Einsteins. Un- 
fortunately, Albert’s general theory of 
relativity—finished a year after their sepa- _ 
ration—rules out such shortcuts. | 


























pulse would stay in focüs only for a 
tte or so. Recently Dr Phillip Sprangle at 
ie Naval Research Laboratory in Washing- 
ton; DC, has shown that with a more power- 
ful laser, the plasma acts like an optical fibre. 
The light would keep on a narrow track 
from one end of the plasma to the other, giv- 
ing the electrons an extended surf. 








A plasma accelerator could give the elec- - 
trons 2.6 billion electron-volts of energy for 


every metre they travel through the plasma. 


near future: he “dielectric sakefeld NI | 
In place of a laser a bunch of | 
‘witness’ 
electrons in its wake. It would work like a _ 

ic relay race. One driver speeds up 


erator”, 


-electrons—the .“driver”—pulls ‘ 


ibaton 


ade Witness. bunch until its energy is sapped; 








ten another driver steps in to take the wit- 
_ 388 up to even higher energies. Within a æ 
“year Dr Jim Simpson at the Argonne Na- 
aboratory near Chicago hopes to - 
lemonstration model using five driv- 
ers that should relay the witnesses up to 1 





tiona 
build 


billion electron-volts in a metre. 


E gests. miniaturised cousins of the s.c. The 


“SLC uses radio waves to accelerate electrons: 


- down a furrowed copper cylinder that is al- 
ernately wide and constricted. It is the 


g Palmer at the Brookhaven National Labora- 


tory on Long Island has etched a miniature 
` structure into silicon. An electron is driven - 
down a silicon colonnade by a carbon-diox-. 


ide laser guided by pillars. Dr Palmer has 
.. tested a tiny stretch of etched silicon; it pro- 


vides five times more acceleration than the 
same length of the sic. 


d „Nobody supposes that any of these de- 
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< shape of the tube that makes the electrons 
^: move forward in a sharp beam. In place of a 
~~ metal tube several metres long, Dr Robert 


—— — — — 


SSC's work. But after that behemoth more 
compact colliders will have to step in. Do 


not write off the idea. Before compact-disc 


players were invented, a laser in the living 
room sounded just as far-fetched. 





Medicinal plants 


| Pills i na haystack J | 


.. , Stanford's Linear Collider (the sic) gives . 
~~. electrons just 17m electron-volts per metre. - 
= - But there are no lasers powerful enough to "d 
do the job yet, and getting a clean and sharp 2 
enough beam will not be easy. B 
There i is another idea that packs less of a 





NEW ORLEANS 


F THE 5 billion people in the — 4 | 
billion depend to some extent on tra- 

remedies. Thanks to 
fashion and the rising cost of finding new 
drugs, the other billion are on the way to 
following them. Few scientists doubt that 
there are useful pharmaceutical compounds 


ditorial or “folk”; 


somewhere in the plants in the. medicine 
man s pouch. The question is how to find 


them. 


Some apparent success reos in 


"New Orleans. Ms Lisa Conte of Shaman - 
Pharmaceuticals in California said that her- 


company has three products with therapeu- 


øY- tic potential patented and undergoing test- 
E ing, One of the compounds was isolated by a- 
Nigerian chemist who was told by tribal. 
practitioners that the plant was an effective 
treatment for the disease known in the West 
as diabetes. Unlike the current drugs for dia- . 
betes, the.chemical can be taken orally and. 
. does not seem to stimulate the release of in- _ 
sulin. Ms Conte thinks clinical trials will 


start in the next 18 months. 


Pharmaceuticals are not the only ashi Í 


compounds to be found in plants. Indians 


have known for centuries that the fruit of. - 
the Neem tree can be put in clothes and gra- 


naries to ward off unwanted insects. Tipped 


off by this traditional use, scientists found _ 
an insecticide called azadirachtin in the 
tree's seeds, Native Plants Incorporated of - 
Salt Lake City, Utah, has modified 
azadirachtin to produce a more stable-and 
effective derivative. It works by preventing: 
~ insects from moulting; any insects that in- ^ 
est it will die. When sprayed on to young 
More fancifully yet, Dr Siemann iuge í 


plants such as cotton or corn at a concentra- 


tion of about 8-10 grams per acre, modified 
azadirachtin can protect them for up to six. 
< weeks. It is biodegradable and not toxic. to 
people. | 

| All this is encouraging. But there is a 


havstack full of traditional remedies 
through which western scientists must hunt 


for their needles. Ms Conte applies what she 2 


calls her botanical screening procedure: she 


looks for plants. that are used to treat the. 


vices will be around soon enough to do the /— tendal described. This means 


dealing with the same plant on « 


. man has prescribed a certain plant, it 


3 ring minis or adr Pe extracts, : 
urally occurring chemicals cannot b: 


p Active compounds that : 


‘searchers are ‘often published in : “$C i 
journals. before patents are granted. 
companies are then forced to spend. 
-and money finding novel derivatives « 
. thesame effect, so they can patent them 


be put through the same rigorous t 
programme as synthetic compounds, a- 


_ often small, they tend to find the testing pe 
- riods- stipulated by America's Food and 
Drug Administration and its Environme 
tal Protection Agency too long. | 


among such companies is that evolution an 
-chemists when it comes to finding new ani 


biologically active molecules are often rel 
tively large, and would be difficult —if n 
< impossible—to reproduce in the laborato 
_ Since molecules such as natural insectic 
-have evolved to be at their best, they o 
_ Offer a potency that would be hard to du 


-these compounds lies waiting in plants 
are already well known to folk practition 
“perhaps _ drug and chemical 
B foreign | n guages. 










sometimes be difficult to know if yo 



































continents. Definitions of medical 
and communication also cause ci 
Just because a western doctor know 
somebody has cancer and that the me 
not follow that he was trying to treat can 


A more important economic prob 
for — trying to bring pi: 


ented once their structures have 


Naturally occurring compounds mu 


cess that usually takes about five years. 
cause the companies involved in bring 
compounds derived from plant remedies are 


. Despite the problems, the consensus 
anecdote are better tools than synthetic 


effective compounds. Naturally occurring, 


cate synthetically. And since the sour 





teaching their researche rsm 





same disease in three unconnected commu- - 


Another problem with tropical plants is 
that many, if not most, have not been sys- 


nities. ‘Her premise is that an ineffective 2 
plant is unlikely to have been adopted inde — 
í pendently by three populations. — 
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BOOKS AND ARTS 


The vulcanologist 


Pity THE NATION: LEBANON AT Wan. By Robert Fisk. Andre Deutsch; 662 pages; £17.95. 


To be published in America by Atheneum 


OMEWHERE in Lebanon this week the 
slaughter will continue. Last week Chris- 
tian killed Christian in East Beirut. Last 
month Muslim killed Muslim in the south. 
Every few weeks Israeli pilots swoop over the 
rder to kill some enemy. And all of it is 
„~-t rehearsal for the next big war: between 
Christian and Muslim, Syrian and Leba- 
nese, Arab and Jew, all against all. 

The decent man at home in his arm- 
chair has long ago stopped trying to fathom 
the tragedies of distant Lebanon. Journal- 
ists, too, have mostly gone, frightened home 
by bombs and kidnappers. A few exception- 
ally brave or foolish ones stay behind. Rob- 
ert Fisk, currently of the Independent, for- 
merly of The Times, is one of the bravest. 
He has been reporting Lebanon more or less 
continuously for a decade. Now he has writ- 
ten it all down in a book which, except for 
one ugly flaw, would be one of the best 
pieces of journalism ever to emerge from the 
Middle East 

Two qualities make Mr Fisk a brilliant 
reporter: a knack of being in the right place 
at the right time, and a true storyteller's gift. 
To see the gift at work, consider how he re- 
ralls the story of the Palestinian refugees in a 

y that brings the old tragedy freshly to 
lite. Throughout Lebanon, he discovers, 
Palestinian families jealously preserve the 
rusting door keys and yellowing title deeds 
of the properties they owned in Palestine 40 
years before. They are stored in old biscuit 
tins or broken suitcases, and brought out in 
rage and despair to prove to visitors the jus- 
tice of the Palestinians' unforgotten cause. 

Mr Fisk decides to write about four such 
families. He collects their details in Leba- 
non, then flies via Athens to Israel to visit 
the houses that will never again be occupied 
by their former Palestinian owners. In Jaffa 
he finds Shlomo Green, an elderly Israeli 
sculptor, living in the home of David 
Damiani, a Christian Palestinian who in 
1948 had sailed away to what was then the 
safety of Beirut. Mr Green fought against 
Rommel, then against the Arabs in three 
wars; his father perished in Auschwitz. He 
apologises sadly to the British reporter for 
living in Mr Damiani's home, which he 
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bought from its later Arab owners: "What 
can I say! . ..lt is a tragedy of both our 
people." 

As for being in the right place at the 
right time, Mr Fisk is on hand, in 1982, to 
meet the first Israeli tanks to reach the out- 
skirts of Beirut as part of Ariel Sharon's 
grand design to smash the Palestine Libera- 
tion Organisation and end the Palestinians' 
dream of return once and for all. In the days 
before the tank column's arrival, Mr Fisk 
has seen only the awesome, murderous 
power of Israel's aircraft. When he talks to 
the soldiers, he finds it difficult not to feel a 
kinship with these young men, "these Euro- 
peans’’, despite the terrible deeds, including 
the indiscriminate bombing and shelling, 
being committed by their army and air 
force. The liking fades after the Israelis let 
their Christian allies massacre hundreds of 
Palestinian civilians in the refugee camps of 
Sabra and Chatila. 

Mr Fisk brings an almost literary quality 
to his writing about the country he both 
cherishes and pities. He is merciless in his 
criticism of the journalists who fled to the 
safety of Cyprus, but admits that staying be- 
hind in Beirut induced in him a state of con- 
stant fear, during which he suffered from di- 
arrhoea, a tormenting skin rash and fearful 
dreams. He witnesses massacre upon massa- 
cre, yet works on even after his friend Terry 
Anderson of the Associated Press, "big, 


strong, unstoppable, reliable Terry", disap- 


pears into the hostage-takers' memory hole. 
He rails at the visiting reporters who "kill 
truth" with their clichés and over- 
simplifications. 

That is a mistake he is determined to 
avoid. The journalist, he argues, sits at the 
edge of history, just as the vulcanologist sits 
at the lip of the smoking crater, craning his 
neck to peer through the smoke and ash at 
what happens within. His field of vision is 
limited, which is why anyone searching for a 
political history of Lebanon should look 
elsewhere. "The events and the people in 
this book . . . speak for themselves and read- 
ers must draw their own conclusions," says 
Mr Fisk. "I suggest no answers and offer no 
solutions." 
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And the ugly flaw? In no book do events _ 
or people really speak for themselves. In this 
book, in particular, 
and voices is artful. Why, then, does Mr Fisk 
begin his story of Lebanon not in Beirut but 
in Poland? He begins, more peni at 
Auschwitz-Birkenau, where he trudges with 
a Polish guide through a snowbound — 
to the ash pits where Germany 

thousands, perhaps hundreds of thousands, _ 
of Jewish victims of the death factory. Here — 
no trees grow, no birds sing. “I think that 
tree roots cannot grow in ash", murmurs den 
guide. 

Is this voice, supposedly speaking for it- - 
self, talking about trees, or is it really talking — 
about Israel, the state that grew from the — 
ashes of the Holocaust? No massacre in Leb- 
anon, Mr Fisk acknowledges, can compare - 
with Auschwitz in size and scientific evil. — 
And yet throughout his narrative an ob⸗ 
scene and false syllogism creeps like a stain: — 
the Nazis persecuted the Jews, the Israelis — 
persecute the Palestinians, therefore the Is- 
raelis are Nazis. How could Israel, the nation — 
which of all others understood the horror of — 
mass murder, have allowed the Palestinians _ 
of Sabra and Chatila to be massacred, won- 
ders Mr Fisk. Thus are the Jews twice con- 
demned: first by the Nazis for being differ- 
ent from other people and then, by brilliant 


reporters like Mr Fisk, for being just the 


same. 
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. The White House 


- Wordsmith 
rampant 


—Wuarl SAW AT THE REVOLUTION. By Peggy 
$1995 Random House; 353 pages; 
19.95 





St was the one who put the poetry and 
the heart into ex-President Ronald Rea- 
 gan's speeches. Except on rare occasions, 
most of this was then edited out, nibbled 
. away by the “mice” (the Treasury men who 
followed Donald Regan to the White House 
When he became chief of staff). Her account 
_ of her misadventures at the Reagan court is 
.. Miss Noonan's revenge, cutting the tails off 
. those mice. 

Any reporter must sympathise: those 
damn illiterate over-cautious editors. But 
Noonan, a brilliant speechwriter, has a 
“harder time getting it all down in a book. A 
friend, she says, told her she could always 











man exclamation point. And her writing is 
 exclamatory, skipping about between anec- 
dotes, determinedly bright and breezy (plus 
too many chunks of her favourite speeches), 
gushing when she writes about the president 
she came to hero-worship. 


Yet a lot of it is funny, and funniest > 


— when she is settling old scores. A gutsy 

- blonde from New Jersey, who had written 
—. for Dan Rather at Css (without sharing his 
. views), she found it hard to fit into a macho, 
j -= snobbish White House where people on the 
way down don't rate a passing "hello". 


"woman speechwriter” and being sent off to 
. write Nancy Reagan’ s speeches. One day, ca- 
 sually dressed in heavy shoes and white 
-socks, she met Mrs Reagan in the corridor: 
"She looked me up and down, and I swear 
. her mouth curled. The next time I saw her I 
hid behind a pillar.” 
J She had been to the wrong sort of col- 
. lege and suffered from young men with 
_ soggy Rice Krispies in their mouths and tof- 
eng State Department types with 
- wives called Sydney. She used to out-Sydney 
Deer: by having Ezra Pound on her desk (the 
anarchy of his language, she found, eased 
- the flow of her own words). And she de- 
— fended those words “like a mother who was 
* sending her children to a day-care centre 
_ where they'd be abused . . .with crude, 
gross and grubby fingers.' ' She was outraged 
dm people with no feeling for language 
should cut or flatten her sentences; listening 
. to Robert McFarlane (who was then Mr 
Reagan's national security adviser), she 
writes "it was impossible to jump into that 
muddy stream of words and emerge with the 
fish of a thought between your teeth." 
She was no less outraged when Mr Rea- 


D 
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a job in a circus as the only living hu- » 


. . She fiercely resisted being labelled the ' 
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Sock-sighting 


gan’s advisers toned down the passionate 
anti-communism of a speech the president 
was to make in Europe. Miss Noonan is 
smart and funny with some strong right- 
wing views and a great gift for phrases (she 
gave Mr George Bush his “thousand points 
of light"). But should a speechwriter, how- 
ever gifted, really make policy? 





Literary lives 


James Boswell 
is unwell 


BOSWELL: THE GREAT BIOGRAPHER 1789- 
1795. Edited by Marlies Danziger and Frank 
Brady: Heinemann; 371 pages; £25 


N DECEMBER 2 1793 James Boswell was 


in a very restless state . . . quite unwilling 
to dine at home I sauntered down Bond Street 
and St James's Street, hoping to find someone 
who would ask me. Along came Lord Eardley 
and the prospect of a capital dinner, ‘There is 
no place but London’ I exclaimed ‘where this 
could have happened!’ My spirits rose. | carried 
my daughters home à stately bunch of grapes. 
The dinner was truly admirable, the wines 
excellent. 


A good dinner for Boswell of- 
ten featured madeira, hock, 
sherry, port, claret, cham- 
pagne, cider and beer. He re- 
ports being “gravely heated" 
and awakening under “an at- 
rabilious gloomy cloud". His 
diary abounds in such 
phrases as “wandered ab- 
surdly’’, "sauntered in a kind 
of drowsy dissipation" and “I 
was much intoxicated and I suppose talked 
nonsense". He promised his friend John 
Courtenay MP to drink no more than four 
glasses and a pint of wine a day but, as Cour- 
tenay wrote to Edmund Malone, “he recurs 
so tiresomely and tediously to the same 
cursed commonplace topics about death 








etc—that we grow old, that when we are old 
we are not young—that I despair of effecting 
a cure." 

Boswell's frequent bouts of depression, 
which he called hyppchondria, have two 
sources. His beloved wife had died leaving 
him with five children and an overpowering 
sense of guilty loneliness. Secondly, he be- 
lieved himself to be a failure, having made 
no career for himself either in politics or the 
law. His attendance on James Lowther, sec- 
ond Earl of Lonsdale, brought him nothing 
but derision and ill-treatment: Lowther hid 
his wig, for example, forcing him to miss a 
ball and a picnic which, he gloomily confid- 
ed to his journal, he would probably have 
disliked anyway. 

It was his delightful son Jamie who, at 
16, got him through all this. While visiting 
Scotland in the last year of his life he wrote 
miserably to Jamie, only to be repaid with a 
wonderfully inspiring reply listing all bis 
achievements, his friendship with Voltaii 
Rousseau, Garrick, Goldsmith, etc, atu 
above all his magnificent life of Johnson, 
and asking "Would you rather have been a 
rich, though dull plodding lawyer, not en- 
joying your happy and convivial hours?" 
and telling him to cheer up immediately. 

As with the previous volumes, Boswell's 
editors have produced a masterly book. The 
footnotes are informative without being 
over-zealous, and the diarist's occasional 
gaps are filled with extracts from correspon- 
dence and newspapers detailing his activities 
virtually day by day. 

In politics Boswell was predictably con- 
servative, even opposing the abolition of 
slavery (a view he shared with the majority 
of Parliament and most of the bishops). In 
religion he was eclectic, trying several 
churches in search of a good sermon and, 
like Pepys, allowing an unknown beauty to 
distract him, causing an "irradiation of fan- 
cy”. As a parent, he was patchy. He fou-? 
teenage daughters too fond of “feverish 
tercation and wild nonsense", but he 
showed touching concern and devotion if 
any of them was in danger or distress, and he 
was clearly close to the two 
youngest children, Jamie and 
Betsy. As a writer, even in 
these informal diaries, he was 
observant, articulate and 
startlingly frank. 

To his friends Boswell 
was erratic, often raucous, of- 
ten listless, generally egotis- 
tic, always gregarious, always 
affectionate, never unkind. 
His death took him, and 
them, rather by surprise, and the reader of 
these absorbing diaries finds Malone's grief 
understandable: “I used to grumble some- 
times at his turbulence but now miss and re- 
gret his noise and his hilarity and his perpet- 
ual good humour, which had no bounds.” © 
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Cinematic reunification 


The last of the banned 


BERLIN e 


ERLIN'S ' Film Festival, with both 

Germanies taking part for the first time 
since the Wall went up, was not as appall- 
ingly crowded as people had anticipated; but 
the famous Zoo-Palast in West Berlin was 
still full of happy easterners, and its huge 
foyer continually ringing with multi-ha- 
tional conversation. The cross-over of visit- 
ing celebrities from one side to the other 
produced much lively debate and the re- 
newal of old friendships, as well as the sight 
of famous directors and actors chipping 
away at the Wall for souvenirs. 

This year will probably see the final crop 
of "unshelved" films from the east, those 
which were banned or received only re- 

cted showings 20 years ago. Berlin un- 
vaiched half a * East German features 
of varying quality (all from 1965-66) which 
drew huge and excited audiences of mainly 
young people who clearly saw the event as 
another step towards openness and reuni- 
fication. Jutta Hoffman, a talented East Ger- 
man actress, remarked how incredible it was 
for her and her colleagues to experience 
these films with an audience after 25 years. 

The most distinguished of the batch 
were both by pioneers of East German cin- 
ema: Frank Beyer's "Track of the Stone" 
and Kurt Maetzig's “I’m the Rabbit", whose 


anti-conformist tone was presumably re 


The director’s tale 


HE death of Michael Powéll, at the 

age of 84, robs British cinema of one 
of the luminaries that it never quite appre- 
ciated. With Emeric. Pressburgér he di- 
rected some of the most visually ornate 
films ever to have been made 
in Britain, but they appeared 
at a time when the tide was all 
in the direction of realism. 
His sumptuous “The Red 
Shoes”, which launched the 
film career of Moira Shearer, 
was arguably the most suc- 
cessful of all attempts to put 
ballet on the screen. Critics 
carped: but the heart of the 
film, as of all. Powell’s best 
work, was a delirious rejoic- 
ing in the power of the mov- 
ing camera. 

Powell and Pressburger were the 
founding fathers of The Archers—a pro- 
duction company whose distinctive logo 
was a target with arrows thwacking in like 
a challenge to all that was conventional 
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ing style, centres on a young 





sponsible for the original ban. 
Mr Beyer's film starts with a 
swaggering group of workers 
from an engineering plant 
dressed in cowboy gear, for all 
the world like the Wild Bunch 
set down in the middle of the 
five-year plan; doing their job 
in théir own way, they natu- 
rally come up against the party 
machine. The film's anarchic 
spirit has weathered well; with 
sharp characterisation of both 
goodies and baddies. 

Mr Maetzig's film, with its 
unexpectedly swift and glanc- 


girl who falls in love with the 
judge ` responsible for her 
brother's imprisonment for al- 
legedly violating East German 
laws. The judge, as it turns out, is merely a 
careerist. This kind of criticism, common in 
certain Hungarian, Czech and Polish films 
of thé past 30 years, used to get a film sup- 
presséd in East Germany out of hand. 
Czechoslovakia's grim post-invasion pe- 
riod of the late 1960s also kept Jiri Menzel's 
"Larks on a String’ (1969) under the 


counter until now. It has just won the Orand 


Prix at Berlin, an irony doubtless enjoyed by ` 


and mediocre in the British cinema of the 
1940s. With uncharacteristic modesty, 
Powell never disclosed which of the two 
did what, but over the years he came to be 
recognised as the eyes of the team and 
Pressburger its ears. 

Powell made films in a variety of styles: 

wartime dramas like "One of Our Aircraft 
is Missing’, "The Battle of 
' the River Plate" and even the 
fantastical "A Matter of Life 
and Death", which is partly 
set in heaven; operatic ad- 
aptations like "The Tales of 
Hoffman" and "Oh 
Rosalinda!" (a version of 
"Die Fleidermaus"); and cele- 
brations of British institu- 
tions such as "The Life and 
Death of Colonel Blimp", 
which Churchill tried to ban 
as being disrespectful to the 
British army. 

He also made one notorious melo- 
drama, "Peeping Tom", that attracted 
widespread opprobrium for depicting a 
sex maniac with a compulsion to photo- 
graph women in their death throes. This 





Menzel’s larks 


Mr Menzel. Set in the 1950s in a huge 
scrapyard, and, with a script by Bohumil 
Hrabal, the film gathers together a diverse - 
— of intellectuals, "bourgeois" ele- 
ments and women who have tried to flee the 


. country. Mr Menzel’s vignette style takes à 


little time to catch the right ironic tone, but 
it becomes richer and more bizarre as it pro- 


rr 


grésses. Despite their drab state, the charac- ¢ < 


ters never lose hope or their capacity to love; 


did more than anything to hasten the end , 
of his career, making it difficult for him to 
raise money for suitable projects. His last . | 
works were unworthy of him. | 
Long after he had stopped making | 
films a process of rediscovery set in, spear- | 
headed by a younger generation of critics > | 
and film-makers like Martin Scorsese, 
who acknowledged a debt to him in his 
own work. Belatedly Powell. received at 





: least some of the recognition that was his 


| 
due, and was able to write a mammoth | 
first volume of memoirs, "A Life in Mov- | 
ies". By then, the climate was ripe once | 
more for larger-than-life films. | 

Powell's films were not afraid to wear | 
their hearts on their sleeves. The best of 
them were erotic, highly charged and— | 
some would say—akin to kitsch. Underly- | 
ing them was an ünfashionable commit- | | 
ment to the essence of Old England. Per- | 
haps the greatest of them, “A Canterbury 
Tale”, achieves an almost mystical com- 
munion between the rigours of wartime ` 


` Britain and the spirit of God's plenty that 


informed the Canterbury pilgrims. Mi- 
chael Powell, one feels, would have been 
at home in Chaucer's company. 
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consequently, the film takes on a strangely 


prophetic quality, as if Mr Hrabal and Mr 
Menzel could foresee a point ahead when 
their country’s sad fate would change. At 
the end the men, having been “re-edu- 
cated”, are transferred to a mine which 
looks even more dreary than the scrapyard. 
Even here there is laughter and talk of hope 
and, in a stunning final shot as the camera 
descends into the depths, the light is still vis- 
ible at the top of the shaft. 





Haydn 


The surprise 


EN the film of Peter Shaffer’s play 
"Amadeus" was released, the musi- 
cologist H.C. Robbins Landon despairingly 
prophesised that it would deal a final blow 
to the status of Mozart’s great contempo- 
rary, Joseph “Papa” Haydn. Already 
dwarfed by the titanic personality of his one- 
time student Beethoven, Haydn would now 
be overshadowed by the new image of Mo- 
zart as not only a unique genius but a kind of 
free-spirited eighteenth-century punk. De- 
mand for Papa's music would decline 
accordingly. 

Recent evidence indicates that this pes- 
simism was misplaced. Since October, an 
ambitious series of concerts on London’s 
South Bank has surveyed Haydn’s late work, 
including masses, string quartets and sym- 
phonies, as well as his two great oratorios, 
“The Creation” and “The Seasons". At the 
Wigmore Hall, the Barbican's 
Hungarian festival presented 
seven programmes of music 
written by Haydn for Prince 
Esterhazy; and the British Li- 
brary has put on a Haydn exhi- 
bition, including the manu- 
scripts of the symphonies 
written in London. This, then, 
has been Haydn’s second Lon- 
don wind; and it is almost, to 
some critics, as if he is being 
heard for the first time. “A 
night of Haydn", wrote one, 
"can stretch the mind as much 
as a concert of new works." 

As Kapellmeister to the 
music-loving Prince Esterhazy 
from 1766 to 1790, Haydn was, 
in his words, "forced to be- 
come original". His respon- 
sibilities and the forces avail- 
able to him produced a series 
of works in which, with quiet 
authority, he explored and ex- 
panded the most important 
musical genres. He has been 
called the father of the sym- 
phony, of the string quartet, of 
sonata form itself. Papa Haydn 
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liever in "the rules of art", Haydn was never 
at a loss for inspiration. Ideas came to him 
constantly, and he once proudly described 
himself as “a living keyboard". 

Liveliness pervades all his works. Haydn 
has always been known for a sly sense of hu- 
mour, often evident in wrong-footing 
rhythms and unexpected harmonic twists. 
But his wit can also be turned to weightier 
purposes, notably in the opening section of 
"The Creation", where the orchestra de- 
picts the emptiness before the beginning of 
things. Whatever their scale, his works com- 
bine vivacity, tenderness and rugged high 
spirits. Accused once of a lack of due gravity 
in his settings of the mass, he replied that 
this was only his natural bent: "since God 
has given me a cheerful heart, he will forgive 
me for serving him cheerfully.” 

Perhaps when so much classical music is 
identified with unrelenting romantic inten- 
sity, cheerful inventiveness quite free from 
ego makes a welcome change. Listeners may 
also feel themselves more attuned to 
Haydn's virtue as a result of the popularity 
of authentic-instrument groups, which have 
emphasised the value of smaller forces and 
finer detail over crashing waves of nine- 
teenth-century sound. And finally, when au- 
diences are starved for alternatives to the fa- 
miliar warhorses of the concert hall, it is a 
blessing to have an extensive body of distin- 
guished work—including 104 symphonies 
and 60 string quartets—ripe for discovery, 
deepened acquaintance and abundant 
pleasure. 





indeed. And although he was a declared be- 


Poetry 


| chop him, sar - 


E 

HEY have suffered every indignity, 

from jail to stoning, but their art has sur- 
vived. They are black poets from the Carib- 
bean, who were due to gather at the South 
Bank Arts Centre for a reading on February 
23rd. One of the star attractions, Fred 
d'Aguiar, is only 30, but combines physical 
beauty with writing talent in a way not often 
matched since the days of Shelley and Keats. 

According to Mr d'Aguiar, who is 
spending this year as a writing fellow at 
Cambridge, the poets are linked as much as 
anything by economic hardship. "There are 
no rich countries in the Caribbean", he 
says, "once you get outside the tourist en- 
claves with fenced-off beaches and security 
guards." Mr d'Aguiar recently returned ta 
Jamaica to find that sugar, once a princi 
export, is now scarce and has to be un- 
ported; people were putting expensive artifi- 
cial sweeteners in their coffee. Poverty is one 
of the chief reasons for leaving, as Louise 
Bennett, a founding mother of the Carib- 
bean school, notes in her poem, 
"Colonisation in Reverse": 


What a joyful news, Miss Mattie; 

Ah feel like me heart gwine burs— 
Jamaica people colonizin 

Englan in reverse. 

... What a devilment a Englan! 

Dem face war an brave de worse; 

But ah wonderin how dem gwine stan 
Colonizin in reverse. 


Miss Bennett, in her performing persona of 
"Miss Lou", has influenced many other Ca- 
ribbean poets: Grace Nichols, for example, 
whose book "The Fat Black Woman's Po- 
ems", reimagines slave journeys from Africa 
in entirely feminine metaphors. Edward 
Kamau Brathwaite, a poet and historian, ' 
gone so far as to claim that in the Caribk 
the geography and coastline are feminine. 
Mr d'Aguiar stands firmly in this tradition, 
producing two years ago a book about a 
NA creation-mother called “Mama 
ot”. 

The work of these poets has been re- 
cently and generously published in an an- 
thology called “Hinterland” (Bloodaxe 
Books, £16 and £7.95). It ranges from the 
classicism of Derek Walcott to the thinly 
concealed fury of James Berry who, after 26 
years spent working for British Telecom, 
wrote poems like “Defendant in a Jamaican 
Court”: 

Yes I did chop him, sar. 

I chop him. 

| was full-full 

of the vexation of spirit, sar. 
There are poems, too, from a former politi- 
cal prisoner, Martin Carter, who called one 
book "Jail Me Quickly"; and from Michael 


Smith, who was stoned to death outside a 
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political rally in Jamaica in 1983. Smith once 
told an interviewer why he liked reading: 
“Yeh, man... The more you read the more 
you know and the more you consciousness- 


build.” 
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Oscar Wilde 


Hevised version 


EFORE Richard Ellman's magisterial 

biography, Oscar Wilde was popularly 
seen as a celebrated wit who came to a bad 
end. W.S. Gilbert took him as his model for 
the sham poet of "Patience", American au- 
diences applauded his lectures as a “profes- 
sor of aesthetics"; London theatre-goers rel- 
ished his bons mots. But the humiliation of 
his conviction for homosexual activity and 
the ordeal of two years in prison broke him, 
and he died in exile in France. 

The story seemed a kind of cautionary 

part comic, part pathetic, but Ellman 
discerned a deeper pattern. As he put it, the 
playwright went from scapegrace to scape- 
goat. His humour criticised Victorian mo- 
rality and expressed his own commitment to 
personal freedom. Even his espousal of ho- 
mosexuality was a conscious act of self-dis- 
covery. His blend of "ironic frivolity with 
dark insinuation" threatened the estab- 
lished order and released the forces of retri- 
bution. As Ellman summed it up, "English 
law had misdone him by punishment, and 
English society finished him off by 
ostracism.” 

This darker view has engendered new 
images of Wilde and his work. Steven 
Berkoffs lurid, icily stylised version of 
Wilde's "Salome" has demonstrated Wilde's 
power to shock as well as amuse, and two 
new plays take Wilde as their central charac- 
ter, presenting him as social victim rather 
than impish wit. Unfortunately, one of 
them—John Gay's "Diversions and De- 
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lights"—tries to have it both ways. In a solo 
performance, Donald Sinden impersonates 
the playwright giving a lecture in Paris after 
his banishment from England. Bloated and 
ill but still irrepressible, he relates former tri- 
umphs and famous anecdotes. This is decid- 
edly the pre-Ellman Wilde, less the once- 
proud figure who believed he "stood in 
symbolic relation to the art and culture of 
(his) age”, than a used-up comedian. Indeed 
one critic described the show as “a martyred 
music-hall act”. 

A much more controversial approach is 
taken by Terry Eagleton’s “Saint Oscar”, 
which the Irish company Field Day has been 
touring around Ireland since the autumn, 
with a short London season scheduled at the 
Hampstead Theatre from March 9th. Best 
known as a literary critic with a strong ideo- 
logical slant, Mr Eagleton not only embraces 
Ellman’s view but radically extends it. “Os- 
car Wilde’s treatment at the hands of a bru- 
tal, arrogant British establishment”, he 
writes, "is being acted out once more in Ire- 
land today." As played by Stephen Rea, Mr 
Eagleton's Oscar is a challenging alternative 
to the cosy myth of the flamboyant fallen an- 
gel. Such conscious “reinventing” is sanc- 
tioned by Oscar's own practice: to Mr Eagle- 
ton he was a “proto-deconstructionist”’ 
whose paradoxes attacked the very idea of 
objective truth. 

In “Saint Oscar” Wilde glories not only 
in paradox but peversity, dwelling freely on 
his homosexuality and castigating prejudice 
against it. He himself is unafraid to appear as 
a bit of rough trade at times, employing ba- 
sic Anglo-Saxon as well as upper-class Eng- 
lish. The play is a talking piece, its action 
consisting exclusively of Oscars mono- 
logues and exchanges with his mother, a so- 
cialist friend and, in a deliberately "surreal- 
ist" trial scene, the barrister Edward 
Carson. Carson's place in the story particu- 
larly fired Terry Eagleton's imagination 
since, in addition to prosecuting Wilde, he 
was a leading Unionist opponent of Home 
Rule. Accordingly, the play's last scene 
presents Carson in paramilitary uniform. 

Such obvious axe-grinding may seem an 
excessive distortion of the facts of Wilde's 
life, but this politicised version captures 
much more of his dark, subversive side than 
a resumé of epigrams could provide. Al- 
though Mr Eagleton deliberately avoids the 
bons mots, he still conveys his hero's turn of 
thought. Wilde never said “no Irishman can 
receive a fair hearing in an English court be- 
cause the Irish are figments of the English 
imagination”, yet he might well have ap- 
proved that statement of the slippery nature 
of truth. By the same token, although one 
may resist this image of an inherently politi- 
cal Wilde, it does conjure up a sense of the 
disturbing, mocking presence which the de- 
fenders of Victorian rectitude were mar- 
shalled to crush. 
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—— March 11-16, Berkeley — i Compensation, fale 10-15, Monterey, Calif. 














b Custom-Designed F Pro. 


Strategy, May 13-18, Monterey. Calf. 





The Berkeley Executive Pro: ram, — For further information: Betty R. Robinson, 

Sept. 30-Oct. 26, Berkeley aS t: oe Administrator, Berkeley Executive Education, 
University Extension, Dept. 587, University of 

Managing High-Technology — California, Berkeley, California 94720, USA 

March 25-30, Berkeley, and Oct. 14-19, Sue Telephone:.(415) 642-4267, ext. 587 

Mass. RALIS PE Fax: (415) 643-8683 | | 





























Y FAIRFAX UNIVERSITY home. study 
degree p rograms Entry at any time. 
|. Advanced credit given for prior learn- 
| ing/experience: No classes to attend. 
For free catalogue, write: Fairfax Uni- 
versity, Dept EC, 2900 Energy Centre, 
New Orleans, ih 70163 USA. 















CONFERENCE ANNOUNCEMENT AND CALL FOR PAPERS 


RVB-Netherlands International Institute for Management. 
announces: 


“INDUSTRIAL AND TRADE POLICIES FOR 
1990s; PROSPECTS AND IMPLICATIONS FOR 
DEVELOPED AND DEVELOPING COUNTRIES" 


Dates: 19-21 September, 1990. 
.., Place: Maastricht, The Netherlands | 
~ Venue: MECC (Maastricht Exhibition and Congress Genter 


interested contributors please contact Professor T:  Dalgic, 
Conference Secretary, RVB, PO Box 1203, 6201 BE. | 
Maastricht. 

Tet: 31-43-61 8318. Fax: 31 «3-618390. 
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A Oslo Business School you will academic curriculum which allows 
meet a truly international en- for academic and personal develop- 
vironment. Our faculty has exten- — ment. In addition to the ten 

ded experience from recognized required courses in marketing, | 
graduate institutions throughout —— finance/accounting and quantita- 


the world. Today we have 90 gradu- tive methods, we offer more than 






ate students enrolled, representing — 15 elective courses. 

13 different countries. Their educa- The program is designed for 

tional background is varied. The Engineers, Architects, Lawyers, 

program is conducted in English. — BBÁs and others with a minium of 
Our MBA is a two-year, full time — three years of university education 






who aspire to leadership positions 
in business and government. Appli- 
cation. deadline i is May Ist. 


program, acknowledging interna- 
tional accreditation standards. ' - 
The program is built on a strong. 








— — —— —— — — — — — — — 


| : t | would like more information about the programs at Oslo 
Yes! Business School. Please send me more information on: _ 
^ — a. |] MBA-Graduate — H Mid itae inni 











-OSLO HANDELSHØYSKOLE 
Oslo Business School 


Prot Dahis gt. 26, 0260 Oslo, Norway. phone (+472) 447731, fax (+472) 436516 | 
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a MENT SCHOOL 


ALI puc ME "d E 
INVESTMENT - 


Applications are invited for the Manes E 
Programme im Management which 
starts in October. 


This full-time one-year MSc Programme 
begins with the normal managerial 
emphasis of most MBA courses, but 
differs in its intensity of specialisation. 
Graduates will be able to demonstrate 
competence in one of five areas - 
Management of Innovation, Manage- . : 
ment of New Ventures, Management 
Science, Project Management and . 
Finance - thus building upon the ` 
mission of the School to. operate at 
the interface of management and 
technology. ] 


This course is for candidates with 
proven academic ability, with or without 
relevant work experience. Applicants 
should have an honours degree, or 
acceptable equivalent. à 


For more information contact: Kay Randall, 
-The Management School, Imperial College, 
53. Prince's Gate, London SW7 2PG. 
Ti | O1- —— sm ext. 7124. 
































| ACCEPTANCE OF 
NNOVATION 


innoVaron: bas &iwsys to be weighed against 
possible hazards. How this balance is to be struck 
1$ the subject of a rwo day seminar on 27 and 28 
March 1990. . l 

Sponsored by Berish Coal: BP, Unilever, AEA, 
NERC, National Power, CPCS, Risk Assessment 
UnrU EA. 


For further details please contact Mrs Carol 
Forward, Centre for Publie Choice Studies, . 
U niversity of East Anglia, Norwich NR4 TEJ. 
Tel: 0605 592271: Fax: 9603 558553. 


APPOINTMENTS 


GRADUATE ASTUTE & INFOR! 
Seeks position in international field 
. working for individual or company. Weil 
travelled, languages, nine years' expe- 
rience in international business. Please 
contact 01-624 1617, Jonathan Potter. 















































TRANSLATOR 





! nt to brush upg tol s E EE PO-DE-NE, Bri 
Y rom FR-ES-PO-DE-NE, Brit- 
on a foreign — ish, retired as Senior Translator- 
language? Reviser after 25 years with World 





Bank, seeks consultancy assign- 
ments. Free to travel at any time. 
| Alex Green, 4833 West Boule- 
vard, Naples FL 33940. Tel: (813) 
6490-6559. Call first to fax. 


With Audio Forum's intermediate 
and advanced materials, it's m 
to maintain and sharpen your 
foreign language skais. — 
Besides intermediate _ ré, 777. SER 
and advanced aüdio- — —— d 
cassette courses ~ inost developed for the US. ; 
State Dept. - we offer foreign language mystery 
dramas, dialogues recorded in Paris, games. $ 
music, and many other heipful materials. And if E 
wage. we hae F 























YOUNG INTERNATIONAL 



























you want to ibam a new — ped pa SENIOR EXECUTIVE 
rs aA ra materials Director, Geneva-based international 











in ——— world's languages: French, Ger 
Spanish, italian, Mandarin, 

ai. Russian, Portuguese, Korean, Norwegians, 

Swedish, Turkish, Thai, irda etc. etc. 

Call 01-937 1647 for FREE 32pp : 32pp Catalogue — 

or 

write: 











—— —— 


THE LANGUAGE BOURCE 






Suite N.33, 31 Kensington Church Street, | 


London W8 4LL 








] non-governmental organisation, 22 years 
]. experience Africa/Europe in humanitarian 
* assistance and economic/social develop- 


ment seeks position as chief executive of 
organisation interested in developing its 
full potential late i dynamic leadership, 
an entrepreneurial approach and a global 
vision, Write to Box No 3688, The Econo- 


mist Newspaper Ltd, 25 St James's 


Stree London SWIA IHG. 



















A! NIMBAS, The Nethe — higtinate for | 
x MBA Studies has ests ablished a partne rship 
By | with che University of Bradford Manage- 
ment. Centre, one of Europe's s leading 
business schools. 


polls 



















| Why study. for P Bradford MBA in The Netherlands? 
As a small natio , with an ópen cconomy and an exceptional knowledge of 
i nd languages, the Netherlands has acquired through centu- 
x $ e ‘agreat reputation and expertise in international business and 
| ade. Against the background of Europe 1992 the Netherlands business envi- 
ronment is the most dynamic location in which to study for your MBA degree. 


NIMBAS-Bradford MBA: Key Facts | 
| owoThe NIMBAS-Bradford MBA has an excellent international re putation 
a The NIMBAS-Bradford MBA combines theory and practice, creating more 
. efficient and effective inter nationally-oriented managers 
„a The NIMBAS-Bradford MBA is designed for: thanagers who already possess 
a university degree (or equivalent) and a minimum of two years work 
experience = 
8 The NIMBAS- Bradford MBA is a E months: Fall- Time Programu 
taught in English. : 







For further information, — contact: 
Postgraduate Secretary, NIMBAS, P.O. Box 2040, 3500 GA Utrecht, 
The Netherlands. Fax. x 3409 1237. 








THE UNIVERSITY OF SUSSEX 


FOUR LECTUR 












sels Lof Social Sciences. Conde | 
of Economics may apply. ; 


Appi npe 

ora — of one year. * One of thé tevaporary lectuie. | 

hips will be in the School of African and Asian Studies, . 
— for this — a BECA interest. in — d 


— will be on the Lecturer A Scal e (£ 10,458- 
72) per annum. 


‘or an application form and further details of the above | 
posts please send a large self addressed envelope (no 
stamp) to Artemis Harman, Personnel Office, Sussex 
‘House, The University of Sussex, Falmer, Brighton BN1 
RH 





pees for receipt o o f applications is 19 March 1990. 


UNIVERSITY OF BRISTOL 
















A eddies within: — course in D Comparative D 
ment and International Policy Studies. Modules of s 
include Anti-Poverty Planning; Rural/Urban and 
Development Policy and Planning; Social Welfare Po 
Planning models; Regional Watpner and Internatio 
Planning and Policy. DE 


Intensive Courses of two to 12 weeks; Part-time two yea 
full-time one year. | 


Course suitable for those interested in aspects of regional 
national and international economic and social plan 
policy-making and: implore vor: in me deve opin 
countries, — — 


For further inform: 
































| ona 3 nd ap li ation form, please writ 









to: : p 
Professor Peter. Townsend/Pervai Nazir, Department. 
Social Policy and Social niversity of Bristol 
Berkeley Square, A el: 027 30. 
0044 272 251537. Pw s 
































Advanced Studies ies in International. k 
Economic Policy t Research - 


August 1, 1990-May 31, 1991 


Outline: 
@ compact, up-to-date information on the most important Seir 4 
international economic relations through concentrated courses 
by internationally renowned university professors and through sem 
nars given by leading representatives of international orgenisatjon 
domestic policy institutions and international corporátions; i 
€ profound training. of skills pertinent to international economi 
analysis, methods of empirical research, sophisticated informatio 
gathering, the evaluation of economic "policies and internation 
business strategies; 
@ designed for economists. halding a university degree who ar 
interested in a career in international business, governmental and 
intergovernmental organisations, academic institutions etc. 


i Courses: 
Macroeconomics in Open Economies 
Charies Wyplosz (INSEAD) 
The international Monetary System 
Jeffrey Frankel (Berkeley) 
international Financial Markets mE 
Richard Levich (New York) and Ingo Walter (New York) 
international Trade: Theory and Policy 
—. €thanan Helpman (Tel Aviv) 
Trade and Development Strategies for LDCs 
James Riedel (Washington) | 
European Economic integration - 
Michael Emerson (Brussels) and Niels Thygesen (Copenhagen) 
Methods of Applied Economic Analysis 
..—. Gerd Hansen (Kiel) 
Political Economics in Open Economies | 
|» Stephen Magee (Texas) 
international Corporate Finance 
. Gunter Dufey (Michigan) 


For detailed information write to: 


institute of World Economics - - Advanced Studies 
Düsternbrooker Wes. 120 - D-2300 Kiel 1 - — 





















THE UNIVERSITY OF SYDNEY — 
Australia 


ASSOCIATE PROFESSOR IN ECONOMICS 


(Reference No. 06/11) 
Department of Economics 

Applicants should have demonstrated excellence in teaching and research. preferably in 

an area of Economic Theory. The appointee will be pipenn to provide academic 

leadership and have proven administrative abilities. . | 

Limited consulting work | may be undertaken with the approval o B the University 

SalaryoA A$55,818 pet annum, ` E "LM" 

Method of application: Applications. quoting refer rence no, E — vitae, 

list of publications and the names, addresses and FAX numbers of t hree referees, to the 
. Registrar, Staff Office, University of Sydney, NSW 2006, Australia, from whom general 

informatio ds available (FAX +612 697 4316). Further general information is also 

available from. Appointments (37529), Association of Commonwealth Universities, 36 

Gorden Square, London WCIH OFF. © 

Closing date: 29 March 1990. | 

The University reserves the right not to proceed with any appointment for financial or 
other reasons. 
Equal employment 




















pportunity is University policy. 






International -— 


from Ci [ 
SP overseas travel - 


Commodi ties Research Unit Ltd, part ofa consultancy 
group based in Loncon and New York, is the leading business 
consultancy specialising in minerals and: metal industries and 
works with governments, financia i institutions and companies 
worldwide. 

AS. part.of our continuing growth, we are looking for 
. graduates in economics to join as Consultants and Senior 
Consultants and work as par of a team on the creation of 
forecasts, market reports and consultancy projects requiring 
.Strict deadlines. Overseas travel is an attractive feature and an 
integral part of the work. l 
You should have some experience (at least four years for 
"Senior 0 sultant positions) in economic and industrial 
analysis in a corporate planning, commercial or, possibly, an 
.. academic environment. You may have an additional degree; 
“you will certainly have an enquiring mind, an interest in 
economic analysis and the ability to collate and interpret data 
in a clear and lucid manner - both in writing and orally. Know- 
ledge of an additional language and familiarity with LOTUS or 
other spreadsheet packages would be an advantage. 
Salaries in the range indicated above will reflect experience 
and qualifications, and benefi its include à profit- sharing scheme. 


Applications are also invited from those 
| graduating th his year w 














i upper s second -class — 


E Please. send full cv, indicating 
— current — i d Managing ng 

















University of Keele 
LECTURESHIPS IN ECONOMICS = 


The University is. Seeking. to. 
two or more lecturers in Economics, at 
least one of which: 
post. These posts will be located in the 
Department of Economics and Man- 








agement Science. Applications are in- - 


vited from candidates with: expertise in © “at both undergraduate and postgradu- 


ate level. Candidates with a strong 

research record or potential are partic- 
any encourager 
ihe range. £10 458-£20 469. 


Further: “particulars. and | ‘application 
. forme are available trom the Personnel 


any area. Salary will be at any point on 
the lecturers’ scale (£10,458-£20,469 
per annum) and the posts are tenable 


from 1 October 1990. Considerable . 
weight will be attached to the ability of ^ 
both permanent and temporary appoin- ' 


tees to contribute to the research activi- 
ty in the Department, 

Application forms and further particu- 
lars from the Registrar, University of 
Keele, Keele, Staffs ST5 5BG. Tet: 
(0782) 621111, ext 3008. 


Closing date: 16 March 1990. 










University of Aberdeen 


“Faculty A Economic and 

- Social Sciences — 

. LECTURER IN ECONOMICS 
willbe a permanent 


Applications are invited for this Lecture- 


ship in the Department of Economics, 


No particular specialism is required. 
There will be opportunities fo& teaching 





^to apply. Salary in 





Office, University of Aberdeen, Regent 


-Walk, Aberdeen ABS 1FX. (tel: 0224 


273500) to whom applications (two 
copies) should be retumed by 16 


March 1990 ici reference number 
| JA/096. 








Faculty Positions and. 
Post Doctoral Fellowships 


As a result of its expansion programme, London 
Business School invites applications for faculty positions in: 


* Accounting 


* Organisational Behaviour 


e Strategic rn 


⸗ International, Business; 
AL Marketing ~ 


The School runs s MBA, PhD. and. executive | 
programmes and its faculty conduct high quality. research. 


It has a superb location in Regents Park, central London, 
and has first-class modern facilities. 
The successful candidates for these positions will have 

a à developed area of research interest; will ideally have a 
PhD, or be currently completing a PhD, and will have some 
experience of teaching. Business experience would also be a. 
great advantage. The remuneration package is competitive. 
... The School is also offering two Post Doctoral 
Fellowships for young men and women who are interested 
in a future career in management education, and would like 
to spend a year at LBS. Candidates for post doctoral 
fellowships will have completed their PhDs in accounting, 
decision sciences, economics, finance, information 
management, international business, marketing, operations 
management, organisational hehaviour, public sector 
management, or strategic management. 
|... For further details on either. the faculty positions or 
post doctoral fellowships please contact the Faculty Dean's 


i 5 office. | 


Applications should be accompanied by a curriculum 
vitae with the names of three referees and submitted to: 


$ O Professor Paul Marsh, Faculty Dean and Deputy i 
London Business School, Sussex Place, Regent’ s Park, London NWI 45A, UK. f 
| Tel 91-262 5050. Fax: 01- -724 7875. Telex: che LBS KOX G. 






























Principal, 

























rous analysis on oil 
k agaii d should have a.. 
Pind in energy prier "hd famfiiafiey. with 
es and modelling techniques, involving. the | usc ot 









: Xitese apply. in writing with full CV. and current salary level 
to PO Box. 3691 The onomist ! ima Ltd, 25 StJames' s 











Institutional Investor Inc seeks financial journalists 
to cover fund management for a biweekly newsletter. 

Experience in covering financial markets is helpful, 
but your facility at developing sources and digging 
up fresh news is paramount. Initiative and hard work 
are the keys to success in this position. 


You should be educated to degree level and have 
some journalism experience. Languages useful. 


Please write with CV to: Lewis Knox 
Institutional Investor 
Imperial Buildings. 
. 56 Kingsway © 
London WC2B 6DX 


or fax information to 301- 404 eee 





UNIVERSITY OF CANTERBURY 
Christchurch, New Zealand 


_ SENIOR LECTURERS OR — 
, CONTINUING) 


untancy is seeking suitably qualified applicants for 
t continuing positio trengthen its teaching and research capabilities in all areas 
oof Mick! m —— may be qualified in any area of ence! accounting, 
finance or management accounting. Both lecturing ond practical business expert- 
ence are desirable qualifications, Appointeds will Ibe required to teach in courses 
offered.at underaracuals and postgraduate levels and to contribute to research. 


The Department has over 20 full-time staff who are involved in teaching courses af 
‘all levels up to PhD and in supervising students researching a wide variety of topics. 

University supports the —— well in terms of research grants, aod, the 
vision of data and conference leave; staff and students are ene served by 
computing facilities. 


he salary for Senior luciren i on a scale from NZ$50,000 to N2$58,600 per 
annum (bar), and a range from NZ$60,800 to NZ$64, 500, and for Lecturers is on 
‘a-scale from NZ$36,000. to. NZ$43,700 tbar) and from NZ$45,000 to 
N2$47,200 per annum. 


Further particulars and Conditions of Appointment may be obtained from 
‘Appointments (37534), Association of Commonwealth Universities, 36 
Gordon Square, London WCIH OPF. Applications, quoting Position No. 
ACO, and accompanied by o full —— vitae, list of — and the 
names and addresses of three referees, close on 27 April 1990. A — 
must be addressed to A. W. vi, etd Res Jd University of Lanterbu 
Private Bag, Christchurch, New Zealand. Tel: (03) 642 808 or Fax 64 3 


















* 


or ‘inher information about programmes and duties contact Mr A. J. Robb, 
ead of Department of Accountancy. Tel: (03) 642 618 or Fax 64 3 642 999, 


‘University has a policy of equality of opportunity in employment. 























will involve interviews 


. Avenue, Cambridge CB3 9DE (Fax: 0223-335299) to whom 
applications, including a curriculum vitae and the names of 





d 





interpret, and evaluate nu Drafts written reports of findings and 





University of Cambridge | 
DEPARTMENT OF APPLIED ECONOMICS 
Junior Research Officer 










to join a research ‘proea on Privatisation’ and the 
industries under the. direction of Professor Newbery 
cants should have a good first degree and a higher d 
The appointment will be for one yen with —— bs 

ment for a further: year. : 














regulatory structure eof ‘the — poten he 
and the study of archive mate 
relating to the development and enforcement of accountin 
and auditing standards. The project is jointly directed 
Professor Grout and Dr lan Jewitt (Bristol University) and 
Professor Whittington (Cambridge), as part of a wider pre 

gramme co-ordinated by the Centre for Economic Policy 
Research (CEPR). The successful applicant will work in Cam- 
bridge. under. the. immediate supervision of Professor. Whit- 
tington. The project is funded by the ESRC and the appoint- 
ment will be for three years commencing on 1 October 1990. 


Stipend age related: Junior Research Officer £9816-£12 ,381. 
per annum. Research Officer: £12,381-£15,372 per annum. ^ 


Further particulars of both these posts obtainable from The 
Secretary, it of Applied Economics, Sidgwick 





















two referees should be sent by 6 April 1990. The University | - 
follows an enua opportunities policy. 









8:00amto 5: 00pm; mihi icu Edda: $32, 500 per year. Reque ; 
is a Master of Arts degree in Economics with a major in industrial. - 
organisation and three vears in job offered or three years experience as an 
economic analyst and/or economic researcher on energy-related prob- 
lems. Aspartofdegreework, applicant must have completed one graduate 
level course each in statistics and in regulation/anti-trust and two graduate 
level courses each in macroeconomics, microeconomics, 

econometric methods. Incumbent applies principles o 
conducts econometric analysis in complex consulting assignments 
primarily for clients in energy-related and other ——— industries, 
including public utilities, transportation and telecommunications busi- 
nesses. Consults regulari y with client to define problem areas and to 
establish scope of statistical analysis required. Utilises principles of 
econometric and statistical analysis todétermineeconometric procedures 
applicable to research problems involving the revenues and costs of 
regulated and other industries and their customers. implements econo- 
metric and related. analysis: by developing algorithms and designing 
complex computer programs using EPL, TSP Fortran, and PC-basec 
spreadsheets. Selects and acquires required client and industry data. 
Supervises design and use of data management programming. Conducts 
resulting econometric. research and related data analysis. to organise, 






















epa presentations to clients based on econometric and related 
anal Be Conducts arketing activities in the public utility field for 
employer. Position requires extensive travel: 40%. Position requires the 
construction. of PC. DOS-based spreadsheets and data bases; the 
application of TSP and EPL econometric software, and the utilisation of 
FORTRAN. > 


Submit résumé to: 













© Job Service Order #0390996 
c/o judy Hendricks 
<. PO Box 7943 
Madison, Wisconsin 53707 
(608) 266-1735 


-EMPLOYER PAID AD- 

















APPOINT MENTS 


London Schoo! o Economics 
and Political Science | 


“Cent : for the Study of the South African 
_ Economy and International Finance 


RESEARCH OFFICER 


search. centre is an initiative of the Commonwealth, agreed by the Heads of 









etm { Kuala Lumpur in October 1989. The purpose of the Centre is to study and report 

on ah —— * South Africa's international financial relations and their implications for the 

804 Sconomy. The primary focus of the Centre will be on. the current, evolving 
ni i will also be devoted fo the problems: that will face post-apartheid South 







2 The Research Officer will be responsible for a major part of the two-year project. He or she will 
“be expected to de relop. a research strategy in consultation with the Director and to carry it out in 
. €ollaborati other members ofthe group, The research will involve establishing and 
; maintaining extensive contacts with banks and intemational institutions: 

. ‘The successit candidate is likely to have two to three years of experiance and may have an 


advanced degree, preferably i in Economics or a related field. Experience in the financial sector 
ig desirable, — C 





salary in the range of £12,225 to £18,432 (including London Allowance). in assessing 
Starting salary consideration is given to age, experience and qualifications. Application 
. forms and further particulars are available on receipt of a stamped addressed envelope 
- fom the Staffing Office, London School of Economics, Houghton Street, London WC2A 
| RAE. — * for applications: 12 March 1990. 


Spearhead the 


Based Leeds 


| eeds Business School, located in 






| The appoinimerit will be-from as early a date as possible to 31 December 1991 with a 





Trade/Finance 
Writer 


Magazine seeks writer with erade/finance 
background to produce a regular column 


covering Washington, DC, at the federal and. | 


private levels. Please send clips of subject 
matter to: 


Editonin Chiet, pad, 6849 Old Dominion Dr, 
| #200, McLean, VA, 22101. 



















LIVE IN JAPAN 


Individuals with a degree and expe- 





rience in. management, financial 1..— 


services or marketing interested in 


| teaching English for one year in 


Japan to employees of major cor- 
porations/government X ministries 
should send résumé to: 


international £ducation —— 
Shin Taiso Building, 10-7 Dogen- 


zaka 2-chome, Shi uya-ku, Tokyo | 


150, Japan. Telephone (03) 463 
5396. Fax: (03) 463 7083. 









development of this major business school 


DEAN OF LEEDS 
BUSINESS SCHOOL 


from £34, 000 plus — and consultancy — | 

















the heart of the Yorkshire and 
umberside business community, is one. 
of the largest in the Country with nearly 
5000 students and an extensive range of 
Courses. 

This is a superb opportunity to play a 
leading role in the development of the 
School, building your own management 
team who will support you in assuming 


executive responsibility for the direction of | 


the School, its portfolio of activities and its 
services to the local business community. 
With proven recent senior management 
experience outside higher education, you 
will have outstanding leadership ; and | 
entrepreneurial qualities. Academic | 
qualifications are less significant, ' 
although the ability to establish. 
credibility with both local 
employers and senior academic 
colleagues is essential, as is the 





consolidation and extension of our 
substantial links with Europe. 

The comprehensive remuneration 
package includes relocation and will be 
commensurate with the responsibilities 
and may be enhanced both through 
sponsorship of the School and private 
consultancy work. This post may also be 


eligible for a professorship. 


Call Bill Cogie on 061-834 4191 (office 
hours) or 0484 655937 (7.30-9.30pm, 
and weekend), or Toni Bates on 
06 1-834 8984 (office hours) or 

0565 53002 (7.30-9.30pm and 
_ weekend). Alternatively write to 

Austin Knight Selection, 

Ref P202, Aquis House, 

12 Greek Street, Leeds LS1 5RU. 

Closing date 16th March 1990. 


eds Polytechnic i is an Equal Opportunity 
| —— 





Matic and financial aspe 


Austin  . 
Mi Knight — 







i 
Toe House 
magazine 


FEATURES 
EDITOR 


The House Magazine based in Westmin- 
ster requires a Features Editor with” 


E roven knowledge of British and Europe- 


will include supervising | 
edi ting and writing. 


a aging Director, 





FOOD & — 
INTERNATIONAL 
PERMANENT 
STAFF 


FAI is a a British international consultancy 


| Specialising in the agriculture and food 


technology sectors. The company wishes 
to engage an additional staff member to 
complement its existing UK-based team, 


The person sought should have a degree 
in agriculture, economics or food technol- 
ogy, with at least five years overseas 
development experience, A competitive 
Salary will be negotiated commensurate 


| with experience. 


interested candidates should telephone 


Chris Arnold, or write with detailed CV 


etc. to Chiltern House, Oxford Road, 
Aylesbury, Bucks HP19 360. Telephone 


ot 0299) 392394. Far — Mz. 





Ses — —— EMT 


i Te itions immediately avail- | 


i require 54. years overseas 
—— ex i peti in rural 
community development, relevant 


graduate degree, and fluent English. | 
Arabic desirable. Couples welcome. 


FIELD OFFICE DIRECTOR 
(Khartoum): Oversees all program- 






million program with sta 


ASSISTANT FIELD 
este toe DIRECTOR 





um ome mere “With 






IN NIVERSITY LECTURESHIP 













| may be offered a fellowship at St Antony's College. - 


Further particulars may be obtained from T re -Aütmitintr- 





.QX1 2RL, to. applications (eight typed copies, one 


March 1999. 






















UNIVERSITY LECTURESHIP - 
IN INTERNA ONAL | 
RELATIONS . 


October 1990, or as soon as possible thereafter. Preference 


: be offered a fellowship at St Antony's College. - 


March 1990. | 
The University’ is an Equal ¢ Opt 





portunity Employer 


Studies Division. : 


| Applications are invited for the above post to-be filled from d 
|. October 1990, or as soon as possible thereafter. Stipend on the | 
|. age-related scale £10,458-£21,852. The successful candidate | 


_tor, Social Studies Faculty Centre, George Street, Oxford . social science resea 


- from overseas. candidates) should be sent to arrive by 30 


| A knowledge of bird conservation or wider environmental issues - i 
| would be an advantage. s 


Applications are invited for the above post to be filled from to The position is located Bt the RSPB Hea dqua riers, a list ed : 


may be given to candidates with interest in economic aspects of | 
World Politics and/or European Integration. Stipend on the age- . |. 
related scale £10,458-£21,852. The successful candidate may 


| Further particulars may be obtained from. The Administra- = 
tor, Social Studies Faculty Centre, George Street, Oxford | 
- OX1 2RL, to whom applications. (eight type i copies, one | 
"from overseas candidates) should be sent to arrive * 30 | 


to Personnel Department, RSPB, The Lodge, Sandy, Beds _ 


| CHAIR IN INTERNA 


The Chair is a. new position in the Business Enterprise Foundation; Institute fot Retail Studies; ; 


APPOINTMENTS 








For over 100 years th RSPB has been THE charity that takes 


action for wild birds and their environment. l 
This interesting and emanding opportunity requires the use. o 
irch skills to promote bird conservation in ke 
issues like agricul | — estuarine devel opment and 
tourism. : 3 as | | 


Applicants should have a dirst degree - ina | relevant discipline 
(Economics, Social Sciences etc) and postgraduate experience: 
of research, be computer literate and familiar with statistical . 
techniques. An ability to communicate convincingly and cont- 
dently (written and oral) is important... 


























mansion in rural Bedfordshire, with excellent travel links to * ; 
London. 


The employment package irictüdes Salary within £13,200- y 










. £19,150, contribution to resettlement expenses, pension and life f- 
assurance, sabbatical leave "e. a me woring environment E 
— with committed —— — TAS © 












For further details and an — ation form please send — 


$G19 2DL. 
Closing date for — applications: 16 March 1990. 








TONAL | BUSI 


Technology Management Centre; European. 









NIVERSITY| 
"Mel MIEL any relevant area who can demonstrate a 


commitment to teaching and research with an 





international perspective. The person appointed , 
would be. expected - to contribute to senior 
academic leadership within. the Division and. 


extend the Internationalisation of its activities. 


research and post-experience management 

education and development. The School has more 

| than 100 staff and the Stirling Management Centre 

comprises high quality purpose built residential 
and teaching facilities. 





with existing teaching and research initiatives 


which are organised around major postgraduate - 


programmes such as the MBA and specialist units, 
including: Stirling Management Centre; 
^Management Development Unit Scottish 


OMIST FEBRUARY 24 1990. 








. Centre for Information Resource Management; | 


"Applications are welcome from specialists in 5 
pp! P "Scottish Quality Management Centre; Scottish. 


Resources Management; Institute of Public Sector. 
Accounting Research; Centre of Investment. 
Management; Centre for Software Enginsetine : 
Technology. | 


Stirling has a strong orientation towards both . 


International business has important links: 


"names of two referees, should be made 




















Centre for Japanese Studies; Centre for Human 


An attractive sa lary package will be offered. $ 
informal enquiries. should be directed to 
Professor M. Hughes, Head of Business i 
Studies Division. Tel: 0786 73171, Ext. 2632, 
Fax: 0786 50776 (International *44 786 : 
50766). i 

For further details, contact the. University: 
Secretary, University of Stirling, Stirling FK9 4LA, 
Scotland, Tel: 0786 73171, Ext. 2250. Fax: 0786. 
63009, (International +44 786 63000) to whom 
applications, in the form of a CV together with the . 





by March 16, 1990. 














us Immigration - 


US corporation seeking qualified individuals able to finance real estate 
projects in the USA and abroad. Successful: candidates. will have the 
| quality projects i in the US, and the experience to analyse and contribute to 
the success of future ‘projects in the US and abroad: The Salary will be 
competitive and US visa and. legal resident status will be provided, which 
can lead to US citizenship in five years. Send résumé to TS Inc, 7031 East 
Cameiback, Scottsdale, AZ 85251 USA. Applications will be held in 
strictest confidence. You will be contacted by telephone for a 
d interview it yon qualifications are of interest. 





Andersen Consulhng Chair 
in Information Management 


LBS invites applications for a new chair in Information 
Management. The successful candidate will already have _ 
established an international reputation in the field, and _ 
have a strong record of research, publications and teaching. 
Ideally, he or she also will have demonstrated the ability to 
work with leaders in the application of IT. 

The new chair has been funded by Andersen 
Consulting to help further an understanding of the 

contribution that IT can make to competitive advantage; 
the links between IT, business strategy, operations and 
human factors; and the appropriate methods and processes 
for developing information systems strategies. The focus of 
the new professor’s interests should therefore be on the 
business, organisational and managerial aspects of 
information systems, and not on technology or systems 
alone. 
. .~ The new professor will be expected to bring leadership 
to jd field of information management at LBS, to have an 
international outlook, and to demonstrate an 
interdisciplinary approach. 

_ A competitive compensation package will be offered to 
attract a person of high quality. LBS has a superb location 
in Regent's Park, central London, has first-class modern 
facilities and is expanding rapidly. 

Applications accompanied by a curriculum vitae, a 
short paper outlining how the applicant would develop the - 
field of information management at LBS, and giving the 
names of three referees should be submitted by 30 April 
1990 to: 









. "Professor Paul Marsh, Faculty Dean and Deu Principal, 
i PEEP Business School, Sussex. Place, Regent's Park, London NWI 48A, UK.} 
Tel: 01-262 5050, Fax: 01-724 7875. Telex: 27461 LBS KOX Gi 






ANTIGUA, WEST INDIES 


manager will provide ongoing management services, 



































| Well sited for — business and late night 
shopping. individually furnished studio and 



























Well established beachfront apartment development 
offers for sale blocks of 2 of 4 two-bedroom apartments. 


Excellent investment, particularly for Hong Kong Japan 
investors with long-term interest in Caribbean. Owner 


Hf not interested in purchasing, try us for a quiet, 
relating vacation. Please call 01-367 5175 for holiday 


me Beach hb, PO Box 26 Tx 
x 800462 4140. ir 















"DREDGING — ATIZMIR PORT 
"Loan number 2535-TU — 
, Préqualification of contractors 





ioa 4 
. various currencies towards the cost of the Third Ports Project and it is 
.. intended that part of the proceeds of this loan will be. applied to eligible 
payments under the contract for which this invitation to interested 


parties, who wish to apply for prequalification, is issued. (This loan 
agreement was published in the official gazette Republic of Turkey dated 
17 July. 1985, number 18804). 


The proposed. works comprise dredging in the. port. atea and the. 


connecting approach.channel together with part of the main channel from 
the Aegean Sea to Izmir in the area east of Yenikale. The volume of 
dredging is currently estimated to be in the region of seven million cubic ~. 
metres, and the de ip for dredging will be generally to minus 13 metres. - 
Environmental and ecological factors will be taken into consideratio 


while determining the method of Implementation of work (both i 
: . dredging and disposal of dredged material). 


-> Prequalification will be restricted: to: dredging contractors who have 

| - carried out work of a similar type and magnitude during the past five 

|. years and have the capacity and resources readily available. to complete 
- the works by not later than the end of 1991. 


| Interested firms should indicate their interest. by ele ete: (see telex 


. number below) and will be sent a copy of instructions tor applying for 
prequalification by 15 March 1990. ~ 


Prequalification will basically require the completion of the FIDIC 


. Standard prequalification form for contractors (pages a through n) 
. together with full supporting data and must be sent to the attention of the 
E d Director of Railways, Ports and Airports Construction (address 


Applications must be received not later than 15 March. 1990 by: 


. General Director of Railways 
, Ports and Airports Construction. .- 
“DLH Ingaati Genel Midiiriigi 
4 Cadde EMEK-ANKARA  TURKEY ae 
Telex 43432 bbht tr B-33863 











. Tel: 01-824 841 5 
one bedroom apartments for rental from £220 Fax: 01-824 8415 
to £550 per week. Minimum stay one month. Telex: 926678. 





Letting Office, Nell Gwynn House, - 
Sloane Avenue, London SW3 3AX 
"Tel: 01-584 8317. 
Telex: 916358 NGHLDNG 
Fax: 01-823 7133 


” Small Character town house, off Sloane 
Square. All modern facilities. Full English 
breakfast inclusive of very modest rates. 

A LINBAR EXCLUSIVE HOTEL 






















OFFSHORE COMI J NIES 


* Redomiciliation of Companies ! 
* Establishment of Captive Insurance C 
* Full Administration and Nominee Facilities 
Address: 
Windsor Paramount Trust 
Corporate Services Ltd 






ompanies ' 


The Arch Plaza, Providenciales ‘urks and Caicos islands- 












Fax: 809 946 4911 1. 











- CUT THE gs. EE" — 
YOUR STAY — ~ KNIGHTSBRIDGE PEE SEARCH 


central nesting, elevator. i om, persons. ' Bro: | partner identification —“ available databases, 


chure by airmaii. Nds iG HCH ^ totan remodelled market research and broker network contacts, 
Knightsbridge e Service A artments nished to a high eu 
45 Ennismore Gardens, LONDON SW7 Suites £9! 80 Si inci | | Comact ALLEN CHEYETTE M INN AC 


ir Iw M don O62 1093 (U Api "di | VAT&SC. — > EUROSEARCH M&A, 
gt little Dartmouth House, 
Mastercard/Access | ie geno de gon | | 119 Dartmouth Road, EUROSEARCH - 
Rona a . = London NW2 4ES, f D 
United Kingdom. — ^. | 
Tel: (444 1j 208 2233 
Fax: (+44 112084557. 





a exci on Belgravi wi / 

tance of iy UR dn Provides Sut 
opportunity for. super accommo: o! 
ful English. breakfast at 










‘OFFSHORE 
COMPANIES 


COLIN FOSTER - : 
__ OVERSEAS COMPANY "^ 
REGISTRATION AGENTS LTD. 
COMPANIES HOUSE. 
' TOWER STREET. 
RAMSEY ` 
| ISLE OF MAN. 


















i tA reviews and aas 
čö-ördination and maintenance 
sion Management Plan, valvation 
est resources, provision of advice 





ble organisations in Great Britain ‘and 
f direction of Work Study, Education and 


| ikely to be below age 35, must have a wide 
in applying economic principles to forestry or 
Close ly-related area of work, and a degree in 
mics or forestry would be a distinct advantage. 


ry £30,000-£33,990 according to experien 
C gtions and — er pr for furth WF ji 





E ipebly poned hor 
Apartments: offering eption if 
value. MET 

@ Fully equipped kitchen, 
bathroom, colour TV, 7-day N 
Service, 24-hour Reception’. 
Porterage. 


@ FREE USE of Swimming: Po j 
and Health Club offering a wid 
range of treatments at competi- 
tive prices; Squash and Tennis: 


€ Famous Restaurant and Bars, - 
comprehensive Shopping Arcade; 
3 acres of gardens. 


Dolphin Sq. London Sw: | 
01-834 3800 j 


TELEX 913333. FAX; 01-798 873 











2 BET 









HANDWRITING ANALYSIS Reveals 
personality traits, avoids ‘costly mis- 
takes. SAE for fact sheet: Box No 3690, 
The Economist Newspaper Ltd, 25 St 
Janes aoe London SWIA1HG. 














migration: Man purchase of | 
secured: and on teal estate: or | 
E epe oth ^ i 











| "Use your ‘assets: i. 


— TO USA 


Ask for our free brochure. We offer co- 
| ordinated visa, real estate and tax advisory 


services by. licensed professionals. 
. SWISS CONSULTANT 


GROUP (USA) INC 
Fax: +1 813 25 9013 (USA) or 
Fax: +411 910 0814 (Switzer and) 
















| on alae, A DC. 20088 
30 299-726 : Fax: Ge. SE3- 






















WITH ALL THE COMFORTS 
pr YOUR OWN. HOME| 










TT, maid E CECI 
i long lets. Perfect for business or leisure | 
|] SERVICED APARTMENTS 
] 26/27, Collingham Gardens 






Contact Neil Harrison. Fax: 04-7597305 
























Chicago Board of Trade 
The Inter n 





Fax (202) 296-3184 


| video: security and colour TV. Weekly” 





at INSEAD i in Fontainebleau 
- 8-13 April, 1990 


sponsored E 
Futures Industry Institute - 
and INSEAD 


For brochure and registration information, 
contact: Myrtle Major at FII in Washington D.C.. 
Telephone (202) 223-1528 


LUCRATIVE COMMERCIAL real 
estate investment opportunities. Wash- 
ington DC area, strongest in US. Con- 
tact Warren Company, 6348 rage 
Pike, Falls Church, VA 22041. 
(202) 543 deum 





START YOUR OWN EXPORT) 
IMPORT AGENCY. No risk, recession- 
proot. business. We show. you how. 
Personal service. Established 1946. 12 
offices worldwide. Free information 
pack: Wade World Trade Ltd, Dept 
2C24. Wade House, Queen Street, 
Swindon. Tel: 0793 613161. Fax: 0793 
619527. 











-LONDON 
South Kensington - 


Luxury fully furnished one and two bed | 
flats in quiet cul-de-sac off Queens Gate. | 
Resident manager, direct dia telephones, -] 





rates from £266 to £560 plus VAT. 


- | tuu. DETANS: TEL 01-225 0184. m |. 
| 91225 0280. TELEX 893095.. 





parc T 


| money. Our apartments. offer. great. savings com- 
— to. hotels, Fully serviced, private bathroom, 
TV, telephüne, central heating, elevator. 

u Centrally located in Kensington area. m 


m Tourist Board Approved wc 


Miam Garden Apartments 


Ashburn Garden 
South — London $W7 4D6, UK 
a Tet: 011-441 370 2663 
Es 011-441 3m de 








soporni by - JE 
Chicago Mercantile Exchange CUP 
narket Clearing Corporation > — 
London International Financial Futures Exchange 
Marché à Terme International de France | 


| pet m 








pP" serviced apartments offering best value. " 






am 


_NEWSFAX—Fax-only news for those ` 


who have to know. Free sample—Fax 
0304 826186 (UK). 





"HENLEY'S FORMULAS" — 


Research — 800 pps. (index) -- new 


export ideas. 'Books', Box 248, Man- 


" chester, MA, USA, 





COMPUTERISE ` PAINLESSLY. Cus- 






IBM PC programs, for fast 
nse. Call Peter J, Menter 01-802 





0 2ND PASSPORT/DR. LICENCES. 


Special reports. Any country. INI, 26 
Kleomeriu Athens 1067/5 Greece. Fax 
7219080. 





M PRODUCER AND ASSOCIATES 
Seek investment partners for UK Sorpo- 
rate video and pop promo film e^—--- 

ny. Box 3689, The Economist Ne > 


25 St Jemes s Street, LL... à 














SELF-HYPNOTIC 
rove your Invest- 
d give you an Edge 


in Financial Markets. Write: Total Mind 
Power. Institute, 18 Esplanade, St 
o> Helier, Jersey.. Ci, UK. 








“OVERSEAS | POSITIONS. Hundreds of 


top-paying: positions... All occupations. 
Free details. Overseas Employment 


' Services, Dept EC, PO Box 460, Town 
" - ot Mt Royal, Quebec, Canada H3P 


307. 
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ECONOMIC AND FINA 





1.2% in January, trimming its 12-month growth rate to a mere 0.1%. Sweden’s industrial output 
rose by 4.2% in the year to December, while France's increased by 1.8%. West Germany's GNP 
rose by 3.9% in the year to the fourth quarter, compared with a 3.3% increase in the third quarter. 
Britain's Gop grew by 2.1% in the fourth quarter; its jobless rate edged down again in January, to 
5.7%, compared with 7.0% a year ago. 


% change at annual rate 
industrial production GNP/GOP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia + 31 + 0.6 oa + 26 * 54 0 * 3.8 + 50 0 62 Jan 6.9 
+ 23 +38 oc na na + 0.9 + 48 Sept 10.1 o«* 10,9 
Canada — 08 + 08 ww * 23 +23 0 * 24 + 02 Now 78 Jn 7.6 
France — 0.5 + 18 De * 24 + 32 0 — 44 + 1.1 Der 9.5 Nw 10.1 
W. + 45 +54 ox + 37 + 39 o + 79 + 23 pe 77 m 8.0 
Holland +11.2 +47 Wow — 48 +33 0 +10.2 + 8.1 Mag 5.5 Dec 6.2 
Italy + 3.0 + 20 Now +32 +280 + 78 — 7.1 Deg" 11.1 de 10.8 
Japan + 27 + 32 de *122 +52 a +17.5 + 9.5 o4 2.1 Dec 23 
Spain — 18 + 34 ww na na —20.1 + 7.6 Dect 15.9 im 18.2 
Sweden + 59 +42 De na +19 0 + 48 + 0.7 oa 16 a" 1.7 
c&witzerland — 6.8 +06 o + 20 + 29 o — 25 — 2B Oat 0.6 a" 0.7 
+ 24 + 1.6 Dec + 24 + 2.1 u + 13 + 2.8 Jan 5.7 san 70 
\ — 09 + 01 im + 05 + 24 u — 44 + 0.7 dec 5.3 Jan 54 


{Value index defiated by CPI.** 1988. 


eee eee eee ee eee eee I$ 
PRICES AND WAGES American consumer-price inflation quickened to 5.2% in the year to 
January, from 4.6% in the year to December. Britain’s annual inflation rate remained at 7.7% in 
January for the third month running, while earnings grew 9.3% in the year to December. Canada's 
inflation rate rose to 5.5% in January, the highest rate for six years. Japanese wages rose by 7.096 
in the 12 months to December, a real increase of 4.3%. 








% change at annual rate 
consumer prices* wholesale prices* wages/earningst 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 77 + 7.8 Now + 58 + 65 sep + 42 + 75 s 
Beigium + 11 + 3.6 Jan + 20 + 67 Sep + 3.7 + 42 u’ 
Canada + 3.5 + 55 Jan — 23 + 0.2 dec + 98 + 6.0 Nev 
France + 3.2 + 36 ow — 18 + 50 0 * 39 + 4.0 se* 
W. Germany + 21 + 27 jan + 17 + 1.8 sn + 12 + 40 De 
Holland + 07 + 2.1 m — 19 + 10 dec + 06 + 18 tec 
Italy + 741 + 6.3 Jan + 60 + 54 Dec + 27 + 63 0o" 
Japan * 26 + 26 dec — 09 + 3.7 san + 44 + 7.0 Dec 
Spain + 56 + 6.7 Jan + 17 + 3.6 dec + 27 + 5.3 sm 
Sweden + 72 + 66 dec + 3.6 + 6.3 Dec +13.0 +10.1 io’ 
Switzerland + 94 + 5.1 san + 12 + 22 um +15.7 + 3.6 a* 
UK + 8.1 + 77 m + 51 + 52 um +12.1 + 9.3 De 
i + 46 + 5.2 san + 68 + 5.8 m + 42 + 45 m 





m NORWAY Since the oil-price collapse in 
1986 sent the Norwegian economy into a 
spin, the government has taken tough action. 
Last year the external current account 
moved back into surplus, and the inflation 
rate fell below the OECD average for the first 
time since 1980. Gop growth has averaged 
3.6% in the past two years, but this is solely 
due to the oil industry. Onshore Gop fell in 
both years, and the unemployment rate rose 
to 5%. Although this is well below the OECD 
average, it is high by Norwegian standards 
and has prompted the government to ease 
fiscal policy. In its latest survey of Norway, 
the OECD warns there is a risk that this could 
boost inflation, especially after a two-year 
incomes policy ends in March. It advises the 
government to cut public spending, now 
more than 50% of GDP. 


CIAL INDICATORS 


————— —â— — ——— —ñ— ————— —ñ 
OUTPUT, DEMAND AND JOBS A fall in car output reduced America's industrial production by 
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COMMODITY PRICE INDEX 
The decline in aluminium 
prices may be over. They 
had fallen by nearly 70% since June 1988 to 
less than $1,400 a tonne. In the past week 
prices have risen by 7% to more than 
$1,500 a tonne; they could top $1,800 in the 
second half of the year, according to Shear- 
son Lehman. Output of primary aluminium 
rose by over 496 in 1989 to 14.1m tonnes. 
With little new capacity coming onstream, 
growth should slow to under 1.596 this year. 
Demand for aluminium grew 296 in 1989, 
and is expected to rise by 1.596 this year, 
despite weak demand in America. Producer 
stocks—equivalent to only five weeks of 
consumption at the height of the boom—still 





represent only six weeks’ consumption. 
1985 — 100 % change on 
Feb 13 Feb 20t one one 
month year 
Dollar index 
All items 120.4 1238 +32 -—185 
Food 98.7 99.4  — 02 -—145 
Industrials 
All 142.0 1480 +57 -—209 
Nfa tt 138.6 138.9 +14 +15 
Metals 144.4 1544 +86 -—306 
Sterling index 
Ali items 91.3 93.1 ni —16.2 
Food 748 747 —34 -122 
Industrials 
All 107.6 1113 +22 -—187 
Nta tt 105.0 104.5 —18 +42 
Metals 109.4 116.2 +51 -—288 
SDR index 
All items 92.3 94.5 +20 -—192 
Food 75.7 759 — 14 -—153 
Industrials 
All 108.9 1130 +44 -—216 
Nfa 11 106.2 10601 +01 +05 
Metals 110.7 117.9 +73 —313 
Gold 
$ per oz 41925 419.75 +24 +95 
Crude oll North Sea Brent 
$ per barrel 19.60 1963 +18 +166 


$ Provisional $$ Non-food agriculturals 


POC SS S EE a — 
Footnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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ECONOMIC AND FINANCIAL INDICATORS 2 





m CURRENCIES Three years on from the 
Louvre accord to stabilise exchange rates, 
the trade-weighted values of most of the 





WORLD BOURSES Fears of further rises in interest rates drove stockmarkets down again this 
week. Wall Street lost 1.0%, Tokyo fell by 0.6%, and Frankfurt declined by 1.3%. London fell 0.7% 
and reached its lowest level this year. Hongkong gained 4% and Singapore hit a new high. 








major currencies are fairly close to where | Stock price indices % Change on 
they were then. But, as the chart shows, Feb 20 — o one one record 31/12/88 
many of them have yo-yoed during that | «52,96 Ww ie VL — "Po M3. 
period. The dollar's index is now 7% below Australia 1630.4 1781.8 1412.9 * 01 +101  —293 * 96 -20 
its value on February 22 1987, when finance | Seigium 5822.2 6805.3 55193 -05 + 12 4 +46 +115t 
ministers and central bankers met in Paris. | Canada 36023 40378 90505  - 16 +23  -102 +095 +26 
The yen rose 20% during 1987 and 1988, | France 499.8 561.6 4179 —19 +923  -110. 4203 . +281 
but has since collapsed back to where it was | W.Germany 22433 2370.8 1595.7 - 13 +359  — 54 435.8 +43.9 
in early 1987. Curiously, the pound's trade- Holland 189.4 210.5 166.7 — 10 + 76 —10.0 +14.2 +21.2 
weighted index closely mirrored that of the Hongkong 2980.9 3309.6 2093.6 +41 — 64 —24,5 +10.9 +10.9 
yen until the end of last year. Was Mr Nigel Italy 667.7 734.8 577.5 + 02 + 12.9 —26.5 *132 +19.1 
Lawson, Britain’s former chancellor of the Japan 36895.5 38915.9 30183.8 — 06 + 15.4 — 52 +223 + $5 
exchequer, to shadow the yen, per- —— 032 wae ers + 4,2 + 410 nil +53.6 +60.6 
trying ù 1.0 — $19 + 38.8 — 34 +58.8 +75.0ł 
haps, and not the D-mark? The D-mark and Spain 281.9 328.9 268.6 —08 > £34 -—u3 +27 1 
the French franc were relatively stable over | Sweden 42788* 4660.3 33339 na — 4-156  —82 +242 42439 — 
the three years until their recent spurt in | Switzerand 7714 829.1 613.1 +05 +165  —70 +278 +204 
response to events in Eastern Europe. UK 2277.0 2463.7 1782.8 — 07 +105 —76 +270 +196 = 
USA 2596.9 2810.2 2144.6 — 10 +16 #—76 +198 4198 
World 532.7 571.0 480.7 —09 4 88. —67 -IAv 2 


MONEY AND INTEREST RATES The 12-month increase in America's broad money was unchanged 
at 3.2% in January; Japan's quickened to 11.5%. Switzerland's prime lending rate was cut to 
10.7596, and Canada's raised to 14.2596. Long-term government-bond yields rose everywhere. 


Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 

% rise on year ago Money market Commercial banks Bond yields Eurocurrency 

Narrow Broad Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds 

[M1] lending 3months long-term 3 months 
Australia +21 +224 om 1650 1623 20.00 16.23 13.33 14,52 16.13 13.61 











Belgium +55 +940 1038 10.56 1325 10.45 11.04 10.76 10.69 10.07 
Canada — + 07 +125 » 1300 13.10 14.25 13.10 1032 11.14 1263 11.35 
France +88 +84 o» 1044 1100 11.00 — 11.19 10.35 10.86 11.00 10.96 
W. Germany + 53 +53 » 780 835 1050 7.60 8.80 8.80 856 9.53 
Holland + 72 +147 tw 813 905 1075 9.05 9.12 9.72 906 9.09 
Italy 4113  -110 o« 1200 1375 14.00 na 1241 12.06 13.13 11.86 
Japan —06 +115 m 647 624 488 204 7.02 6.74 734 690 
Spain +13.7 4118 ve 1506 1544 1625 7.25 1324 14.22 14.50 na 
Sweden na #63 nw 15.25 1595 na 1550 14.75 na 1525 13.33 
Switzerland - 65 + 62 nw — 888 9.31 1075 875 6.28 6.98 938 7.16 
UK +58 +182 m 1525 15.16 1600 15.13 1087 1281 15.09 125^ 


USA + 11 + 3.2 Jeo 8.25 8.14 10.00 8.23 8.46 9.29 8.31 83 


Other key rates in London 3-mth Treasury Bills 14.5%, 7-day Interbank 14.9%, clearing banks’ 7-day notice 4.0%. Eurodollar 
rates (Libor): 3 mths 8.3%, 6 mths 8.4%, 


m UK MO; M3 except Belgium, Holland, Italy and Sweden M2, Japan M2 plus CDs, UK M4. Definitions of interest rates quoted available on request. 
~ Bilbao Vizcaya, Chase Manhattan, Banque de Commerce (Belgium), Credit Lyonnais, Credit Lyonnais Bank Nederland, Svenska Handelsbanken, 
Westpac Banking Corporation, CSFB, The WEFA Group. These rates are indicative only and cannot be construed as offers by these banks. 


TRADE, EXCHANGE RATES AND RESERVES America's visible-trade deficit narrowed to $7.2 billion in December, the smallest monthly deficit in five 
years. The deficit for 1989 was $108.7 billion, down from $118.5 billion in 1988. Canada ran a trade deficit in December for only the second time in 14 
years; for 1989 its trade surplus fell to $4.0 billion. In trade-weighted terms sterling gained 0.7%, the dollar lost 0.1% and the yen 1.0%. 





trade current- trade-weighted11 
pe a currency units per $ currency units foreign ouvert? 
latest latest 12 balance $bn 

month months latest 12 mths latest year ago latest year ago per£ perSDR per ecu Dec year ago 
Australia + 039 nc  — 36 — 158 tec na na 1.31 1.23 2.24 1.75 1.61 13.4 13.6 
— 025 sw * 04 + 39 0 110.1 105.7 35.0 38.5 59.6 46.5 42.7 10.8 9.3 
Canada — 0.08 vx + 40 — 149 o 101.0 101.9 1.20 1.19 2.05 1.60 1.47 16.1 15.4 
France — 038 wm  — 75 — 48 Qi 103.6 98.7 5.69 6.28 9.69 7.56 6.94 244'* 263 
W. + 523 0« + 715 + 519 0« 118.8 112.6 1.67 1.84 2.85 2.22 2.04 60.7 58.5 
Holland + 049 S + 43 + 6.1 œ 114.5 110.0 1.89 2.08 3.22 2.51 2.30 16.5 16.1 
— 064 t« — 123 — 112 @ 100.5 97.5 1242 1350 2116 1650 1515 46,7 34.7 
+ 384 o» + 769 + 56.1 vec 127.9 151.8 145 127 248 193 177 84.0 96.7 
— 190 te  — 270 — 11.8 o« 105.0 103.7 108 115 185 144 132 41.5 37.1 
Sweden + 016 0€ + 27 — $0 vec 93.9 952 6.12 6.31 10.4 8.14 7.47 9.6 8.5 
Switzerland — — 0.63 o - $2 + 67 0 109.0 108.2 1.48 1.57 2.53 1.97 1.81 25.1 24.2 
UK — 194 pe  — 377 — 834 dec 90.0 96.9 0.59 0.57 — 0.78 0.72 34.8 44.1 
USA — 7.17 te . —1087 —113.9 o 67.0 66.8 — — 1.70 1.33 1.22 63.6 36.7 





fAustralia, France, Canada, Japan, UK and USA imports fob, exports fob. All others cif/tob. ¢¢ Bank of England index 1985 = 100 New series. tt Excluding gold. * November 
Registered es a Newspaper. Produced by The Economist Newspaper Ltd., London, England, and printed in Singapore by Times Printers Pte, Ltd. 


= Ad. CP) Ag 4 


Theres An 
Ocean Of Difference 





ED MID-SIZE RANGE OF 4150 
STATUTE MILES. THE 1000 CAN EASILY 
CROSS THE ATLANTIC. THE 800 EASILY 
CROSSES CONTINENTS WITH ITS OWN 
IMPRESSIVE RANGE OF 3,450 STATUTE 
MILES. 

THIS DIFFERENCE ASIDE, THESE 
TWO REMARKABLE AIRCRAFT HAVE A 
STRIKING, BASIC SIMILARITY. BOTH ARE 


BORN OF THE SAME UNPARALLELED 





EXPERIENCE, THE SAME RIGOROUS 


DESIGN STANDARDS THAT BRITISH 







AEROSPACE IS FAMOUS FOR. 
> THE 1000 HAS A CABIN NEARLY 
THREE FEET LONGER. AND 
NEW PRATT & WHITNEY 305 TUR- 
BOFAN ENGINES THAT ARE THE MOST 
POWERFUL IN THEIR CLASS AND SIGNIFI- 
CANTLY MORE FUEL EFFICIENT THAN 
THE COMPETITION. 

THE 800 IS THE ESTABLISHED MAR- 
KET LEADER IN THE MID-SIZE CATEGORY. 
[TS RELIABILITY IS LEGENDARY, WITH A 


REMARKABLY LOW MAINTENANCE 








Between Them. 


HOURS TO FLIGHT HOURS RATIO. PRO- 
DUCTION IS SET TO CONTINUE WELL INTO 
THE 1990'S. 

BOTH AIRCRAFT HAVE CABINS FIVE 
FEET NINE INCHES IN HEIGHT, HEAD- 
ROOM FOUND IN NO OTHER MODERN MID- 
SIZE CORPORATE JETS. BOTH OFFER 
CABIN INTERIOR ARRANGEMENTS TO 
CUSTOMER CHOICE. AND BOTH REPRE 
SENT CONSIDERABLE IMPROVEMENT FOR 

THOSE WEIGHING THE BENE- 
FITS OF UPGRADING FROM 


SMALLER AIRCRAFT. 


— —— 





THE 800 IS 
/ AVAILABLE RIGHT NOW 
1000 DELIVERIES, STARTING 
IN THE SPRING OF 1991, ARE AT 
LEAST THREE YEARS AHEAD OF THE 
COMPETITION. 

FOR MORE INFORMATION ON THE 
BAE 1000 OR THE BAE 800, WRITE: COR- 
PORATE AIRCRAFT SALES, BRITISH 
AEROSPACE (COMMERCIAL AIRCRAFT) 
LIMITED, HATFIELD, HERTFORDSHIRE, 
AL10 9TL ENGLAND. TELEPHONE 
(0707) 262345. IN THE USA: KENNETHC. 
SPINNEY, VP MARKETING-CORPORATE, 
BRITISH AEROSPACE, INC.. P.O. Box 
17414, WASHINGTON-DULLES INTERNA- 
TIONAL AIRPORT, WASHINGTON, D.C. 
20041. OR CALL 703-478-9420. 

BRITESP | 
AEROSPACE Si), 


CORPORATE JETS 4 


à leg always map 


KLM's worldwide network. Spanning more the 
140 destinations around the globe. And still growir 
to keep pace with your growing business. 

In 1989, for example, we've added Halifa 
Ottawa, Venice, Malmó and most recently St. Martin 








e out new markets. 


KLM. Always opening new opportunities for 
e world’s business community. x 
Test us, try us, fly us. eeeo 
: ' 1 


“he Reliable Airline KLIMI 


Royal Dutch Airlines 














WHY SETTLE FOR THE ACCEPTABLE i 
WHEN YOU CAN AFFORD THE EXCEPTIONAL? 


Fe those who recognize the just a few steps from the Convention 


difference in quality, there is a very and Exhibition Centre next door 
special place. Grand Hyatt Hong Kong. Within the hotel, you'll discover gue:. 
Now at a very special rate. rooms bathed in luxury, restaurants and 
From the moment you enter the lounges with a delicious difference, 


impressive lobby, set against a back- and of course, gracious service. Plus 





drop of Hong Kong's magnificent two outdoor swimming pools and 


harbour, you'll know you've arrived. The Grand Hyatt puts Hong Kong's largest recreation deck with golf driving range 
you central to everywhere you'll want to be in Hong Kong: and tennis courts. In a city renowned for world-class hotels, 
minutes from the business district via our complimentary THE now there's one that's a world apart. Grand Hyatt Hong 
London taxi shuttle, a seven minute ferry ride away HYATT Kong. For reservations, call your travel planner or your 


from Kowloon's main shopping and cultural events, and TOUCH nearest Hyatt. 


- GRANDHYATTÉS)HONG KONG 


1 HARBOUR ROAD, HONG KONG. TEI 3/1 FAX: 8611677 


In celebration of Hyatt International's 20th Anniversary, enjov 25% off our regular room rates until February 28, 1990 

















ne HIGH TECH'S BOTTOM LINE © me 


| rer GORBACHEV, SUPER-TSAR reme 
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INDIVIDUALITY. 4 CLASSIC TIMEPIE: 


IHE STEEL AND 15 í I GOLD ELITE. PART OF A í OMPLETE RANGE Ol 


THAT REPRESENTS THE PINN ACLE OF THI 


WATCHMAKERS Al 


WATCHES FROM ALFRED DUNHILL} 





VISIT ALFRED DUNHILLIN Lé )NDON 
ACO, COSTA MESA. DALLAS DUSSELDORF HONG KONG 
MELBOURNE, MONTREAL. MUNIC H, NEW YORK 





ALSO IN ATLANTA, BEVERLY HILLS 


CHI HONOLULU, HOUSTON 


NAGOYA, OSAKA, PARIS. SAN FRANCISCO 
SYDNEY, SINGAPORE. TOKYO TORONTO AND VANCOUVER 
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After Tokyo's flap ................. 
Gorbachev, super-tsar ........ e 
Nicaragua starts again .......: ie paw ETE 
D-mark über alles .................... 2. 
Wizardless Australia ............. 
California's primary: West to the White House 


WORLD POLITICS AND CURRENT AFFAIRS 


BLACK AMERICANS 
17 Still trailing behind 


ASIA 
21 America and Japan drift towards trade war 
2 Cambodia’s elusive peace 
_ _3 China arraigns Gorbachev 
23 Benazir Bhutto stranded in politics . 
24 India’s stalled reforms 
24 America’s Philippine bases at risk 
26 Enrile charged with murder 


AMERICAN SURVEY 
3] California's turbulent politics 
32 Recession looms, inflation persists ` 
35 Nicaraguans leave 
35 Jesse Jackson ducks a challenge 
36 Playing Euro-diplomacy 
36 New York’s fiscal and property slump 
38 Lexington: State governors 


INTERNATIONAL 
43 Triumph and tension in Nicaragua 
44 Brazil's risky succession 
44 Argentina's awful example 
45 Another race for Mr Mandela 
45 Half-free in Tunisia 
46 Joining up the Yemens 
46 Chewing the qat 


EUROPE 
49 All power to the president 
50 Baltic independence fervour 
5] Berlin versus Bonn 
52 East Germany's north-south divide 
53 Soviet pull-out from Eastern Europe 
53 Eastern Europe's new networking 
54 Name-changing in Eastern Europe 
54 Andreotti’s Italy 
56 Delors's right-hand man 


SCHOOLS BRIEF 
51 The greening of British politics 


BRITAIN 
59 This week 
61 Cars and the green lobby 
62 Why the winds blow 
62 Hammersmith's swaps showdown 
63 Another snag for the poll tax 
63 Pollution and the North Sea 
64 Behind January's trade figures 
64. Conquering cricketers 
65 Bagehot: Kinnock; Fabian taxes 
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BUSINESS, FINANCE AND SCIENCE 


THE SWEDISH ECONOMY 
58 A change of course: A survey 


66 BUSINESS THIS WEEK 


BUSINESS 
61 Accounting for tomorrow s factories 
68 Oil companies clean up 
69 Economics focus: Costing the environment 
70 Policing car mergers 
70 Yorkshire's Swiss secret 
70 Computers and productivity 
71 Ski companies go off piste 
72 The OECD's birthday blues 
73 Eastern Europe's cracking chemicals 


FINANCE 
79 Japan's stockmarkets still on the edge ` 
80 Western winners from Tokyo's fall 
81 Market focus: Bargains in bonds 
82 Wall Street sweats after Drexel’s death 
84 American banks cash in on credit cards 
84 The future of Italian banking 
B6 America’s thrift-crisis crisis 


SCIENCE AND TECHNOLOGY 
91 Genes, spleens and antibodies 
92 The pulsar that wasn’t 
92 Selling Russian science 
94 Selling Russian scientists 


ECONOMIC AND FINANCIAL eee 


113 Output, jobs, prices, commodities, —* 
terest rates, trade, currencies, plus a = 
at businessmen's sales expectations, share 
by sector, and coffee 


BOOKS AND ARTS 
95 Restoring C.S. Lewis 
96 A tour of Thatcher's Britain 
96 Investment bankers' parade 
97 How Poland made its revolution 
97 A new-style Salzburg Festival 
98 Putting Monet together 
98 Alas, poor Mozart 
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Tokyo’s flap 
The danger in Tokyo's share - 
| prices and the the courage needed to `- 
| reduce it, page 11. Golf clubs . 





lead the way down, page 79. l 
Profits for foreigners, page 80. . 
Time to peeler bonds; pee 


| Trade wars ^ «+ |. 
Japan and America on course for * 
disaster, page 21. E 





High tech's reward 

| Coating the factory of the turare i 8 
| page 67. Oh dear, computers © |f - 
| reduce office productivity, 

page 70. 

Super-tsar Y 
Too much power for Gorbachev, | — 
and too little time, page 12. The | - 
| party is the first loser, page 53. | 
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Nicaraguans go home, page 35. 
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America and Japan 


Si&— You come down hard, as 
you should, on the fallacies in 
the revisionists' many assertions 
on trade with Japan ("The un- 
happy alliance", February 17th). 
But you still spare the rod. 


tion of this handful of 
` Culturalists and still fewer aca- 
-demic economists as "revision- 
ists" suggests that sanity and bal- 
ance on Japan are "conventional 
wisdom", the polite phrase for 
the folly afflicting lazy minds. 

The opposite is in fact the case. 





sulted in extensive opposition to 


even when it was finally admit- 
-ted in 1955, to the invocation of 
article 35 (denying Japan full 
tights of membership) by 14 
countries (not including Amer- 
. dea), more than a third of the 
then GATT membership. The 
new Japan-bashers today are em- 


-sionists they are 
"regressionists" they are. 
~The few economists who have 
hastily boarded the populist 
< bandwagon are something else 
again. Politicians may be for- 
given for declaring that numeri- 
cal targets be set for increased 
Japanese imports, or else tariffs 
should be slapped on in retribu- 
on. But when an economist 
ys such a thing, he merits con- 
'mpt. Any economist should 


not; 


The self-serving characterisa- 


The revisionists are simply re- 
verting to fearful cultural and 
economic stereotypes about Ja- 
-pan that date back at least halfa 
century. These stereotypes re- 


letting Japan into the GATT and, - 


bracing the earlier follies. Reyi- 


Tor a combined issue the last weak 


know full well that targets with | 


deadlines are meaningful only 
for centrally planned economies. 
They are silly and dangerous (be- 
cause they are not necessarily 
within the government's policy 
reach) in countries with large 
private sectors. Such retributive 
tariffs would be Gatt-illegal and 


would, as you fear, undermine 


the GATT at the very time that we 

are seeking to revitalise it at the 

Uruguay Round and beyond. 
the 


Such economists are 


equivalent of the vet who, faced 


with a beast suffering from dys- 
entery, prescribes that it be 


plugged up. The vet would be in - 


the courts for malpractice. Econ- 
omists are unfortunately proof 
from such punishment. Expo- 


sure of their incompetence and 
irresponsibility in papers such as - 


Economist is the only correc- 
tive at hand. Keep it up. 
New York 





SiR—We will have to wait and 
see which interpretation of the 
Japanese economy proves more 
valid: the view, so often ex- 
pressed by you, that the Japanese 
system is becoming more and 
more similar to most West Euro- 
pean and North American econ- 
omies, or the "revisionist" view, 
that Japan responds to market 
forces in persistently different 
ways. | 
Vhile waiting for time to test 
these varying interpretations, I 
must object to several misrep- 
resentations and distortions you 
make. 
First, it is simply wrong to use 
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events you mention except the 
publication of Clyde Presto- 
witz's book, “Trading Places". 
Second, you imply that there 
is an all-or-nothing choice be- 
tween “blaming America” and 


"blaming Japan". The Ameri- ^ 


cans who have written about a 
new American policy towards Ja- 
pan, including Mr Prestowitz, 
Chalmers Johnson and myself, 
have repeatedly stressed that the 
first and most important step is 
to remedy the cultural, fiscal and 
political problems America has 
inflicted on itself. The same arti- 
cle of mine in the Atlantic that 
recommended support 


clearly emphasised that, before 


doing anything about Japan, the S 
United States had to look to its 


own defects. 

Finally, you make a nasty little 
leap from describing "revision- 
ist" arguments to saying that a 
“whiff of McCarthyism is in the 
air." You are obviously free to 
disagree with the new interpreta- 
tion of Japan. But it is reprehen- 
sible to pretend that it is some 
kind of witch-hunt, rather than 
an honest attempt to determine 
the right policy. As you must be 


aware, the lead in ugly ad-homi- 


nem attack has been taken for 
years by those who reflexively la- 


bel any criticism of the Japanese - : Dpro 
. Bridge troll (“Californian idola- 


system as "Japan-bashing"". | 
Washington, DC James FALLows 


— mie t ia. 


SiR— "The unhappy alliance" is 
an excellent example of the Mc- 
Carthyism it decries. You claim 
that in my book, "Trading 
Places", I argue that the differ- 
ences between Japan and the 
United States are such that there 
is no point in discussing com- 
mon rules. In fact, I make pre- 
cisely the opposite argument. 
The vast differences between 
American and Japanese econom- 
ics make it imperative that the 
two sides not only discuss, but 


adopt, mechanisms for handling 
the differences. Just as Catholics 
and Protestants have learnt to - 
work together by recognising 
and accommodating differences, — 


so should the United States and 
Japan. . | 
The truth is that it is vou, the 


| rigid | free traders, who are the E 
rii in December and the first week in Ja miary) by The Economist t jew spa ges 
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for 
America's "strategic industries". 


E The Economist Intelligence Unit 











other hand, state that America 
should “whack Japan over the 
head” to remove barriers. What 
is that except the “Japan-bash- 
ing” which you so piously 
excoriate? 

Washington, | 
DC CLYDE Prestowrrz 








Th laws of Genghis Khan 


Si&—Your article on Genghis 
Khan (February 10th) contained 
several drastic errors. The claims 
of your correspondent notwith- 
standing, Genghis Khan did in- 
deed devise and promulgate a 
comprehensive series of civil, 
criminal, military and, not least, 
commercial laws. These, ' 
yasa; were the basis for law — 
much of Asia for over 600 years. 
“Genghis’s empire, if that is 
what it was, fell to pieces after his 
death,” you say. His empire held 
loosely together for centuries, 
subdivided between his surviv- 
ing sons in accordance with his 






final will. His empire was sub- 


sumed as much as overthrown 
piecemeal. The Yuan dynasty 
might be forgotten, even the 
Golden Horde; pray not the 
Moguls. -~ 

New York 


M.V. MOYNIHAN 





What's in a name? 


Sis —Mr Greg Bayol may well 
sniff disapprovingly at the Bay - 


try”, February 10th), as might 
anyone whose name is an : 
gram of "B. Gargoyle”, 
London PeTer ROGERS 








_ Latest Special Report No 2022 


Hong Kong to 1994 


A QUESTION OF CONFIDENCE 
Fear of the prospect of rule from. 
Peking has dealt what could be a 
mortal blow to business confidence 
in Hong Kong. Can confidence in 
| the future after 1997 be restored? 
This Special Report forecasts Hong 
Kong's economic prospects under 
two scenarios, favourable and 
 unfavourable. it also compares 































| 40 Duke Stree New York, NY 1000 

"London WIA TDW, UK — USA 

Tek 01493 6711 Tet: (212) 460 0600 

A division of Business International 

i, 25 St James's Steet London SWIA THG 

queries, address ¢ requests for.. 
P ECÓNE. 














































— company 
nvolved in oil and. 
ng: of local and 
production and 
iso. has its own 





operating in the Arabian Gulf, 
gas exploration, the proc 
imported oil products, : 
distribution: of natural ga 
marketing, shipping and r i 


The company now wishe appoint a Head of 
Corporate Planning and conomics, whose remit will 
be to identify opportunities 
profitability. - 


.. Reporting. directly. to the Chief Executive, you will 
-dead.a multi-disciplinary team of engineers, planners 
and economists looking at various aspects of the oil 
. Industry including the analysis of supply and 
demand and other economic data. 

























advising various divisions. wi 
associated companies and agencies... 


A graduate in chemical: engineering, probably 
with an MBA or post-graduate qualification in 
economics, you must have proven experience in 





controlled circul 
the USA, circulation 300, 000). 


and will involve travel to those areas. 


Economist 


(OMI TMARCH 3 1990 — 


| OE oil industry technology. 


| aniy chl skills, you must also be an innovat 
l or enhanced SORIA 


¿The role will 


involve co-ordinating the. work. of consultants and 
in the company and 


A SL International 


The Economist Newspap er Ltd intends 1 to 
expand its advertisin supported publishing 
base beyond the two current mainstream _ 
titles: The Economist and CFO (CFO isa æ 
ulation monthly, noo in 


The new position of development n manager, 

based in London, will have the responsibility 
for assessing European and Asia/Pacific- 

markets for possible new publishing ventures 


Following this marki st assessment, detailed 
business plans for specific launch or purchase 
prospects will be — and negotiated by 


The — 25 St James’s Street) London SWIA 1HG. 























process ; éngineckiig, orpohite/strategic planning 
and project evaluation covering at least fifteen years ^ > 
in total. This should have given you a sound  : 
knowledge of both upstream and downstream = _ 
economics, together with an understanding of states Mo 


Highly proactive and. with well develope : 





thinker with the credibility. and communication 
skills to influence senior. Contacts at board and 


ministry level. - — 
The salary, : ds pa 






| ree of local tax and is 
supported by a full benefits including — — 
free married accommodation, end. of service gratuity — |. 
and generous leave with paid air fares. The country 
is one of the most ed. and attractive locations | 
for expatriates in ibian Gu 


In the first instanc p 
and CV quoting ref: 1291-5 
international o Limited, 
London WIM 3JL. » 














l rent Jotin pe MSL 
32 Aybrook Street, 




















" üc m sful Jian in conjunction with: the ^ : : 
director. with responsibility f for development. 
i The succes ful applicant will have a relevant 
degree, be experienced in market ando 
ilysis, —— the publi ist shing 
























5 d 5 holiday, private health insurat 
and contributory pension scheme. 


If you would like to apply for this position, - 
please send a concise CV with details of 
current salary to: Anne Dean, 

Group Personnel Director, 





















_ MEMBER OF THE C 3 D ENGINEERING GROUP - 
. Wishes to enlarge its roster of experts in the fields of: 
. — Water quality control 
— Water supply schemes 
= id and liquid waste disposal 
| — Urban planning | 
. — Urban Economics and Finances 
. for short and medium term assignments in South East 
Asia. : | 
` The requirements are: | E MEN 
— minimum 10 years’ experience, with a good part of 







































it overseas 






— good knowledge of international financing agen- 

. des procedures, requirements and reporting 
|. practices — MESA | 
— perfect command of English. — - : 






Knowlege of other languages will be a plus J 
Applicants should be graduated engineers or econo- 
. mists. Please apply in writing enclosing detailed Curri- 
. culum Vitae, availability and level of expected remu- 
. -neration to: | TEL 
Representative for South East Asia 
J| Ampera Raya 18A 
Cilandak - Pasar Minggu = 
_ JAKARTA SELATAN - INDONESIA 













TRANSPORT ECONOMIST 
AND TRANSPORT PLANNER 
We are a leading international consultancy with a 
major programme of transport studies in Africa 
and the Middle East. These studies include 
national and regional transport planning. studies | 
and individual scheme feasibility studies. = 
We wish to reinforce our staff resources with an. 
additional highly experienced transport economist 
and a transport planner. Suitable candidates will 
e; c "T LG" pue dvo gc 
e Fluent in French (spoken and written); 
@ Willing to live abroad for periods of one year 
or mare 5 00 eee 










© Familiar with major scale (national or 
regional) transport studies covering all 
modes of transport; — 0. 
@ Experienced with both the mathematical 
models and with policy aspects such as 







tariffs, taxes, deregulation ete.. 





appointments either. on a permanent staff basis 
. or on a freelance consulting basis. 
. Pleasecontact: ——. | 


Dar Al-Handasah Consultants 
(Shair & Partners) (UK) Ltd 
93/97 New Cavendish Street, London WIM 7FR 
Teleph 016378622 Fax: O01 636 8498 















The above positions would be suitable for - 





Dundee Institute of Technology 





of Accountancy & Economi cs 


The Institute is accredited by CNAA.. 
is responsible for teaching a 

disciplines of accounting, eco 
provides courses leading to tt 
Accounting, BA/BA(Hons) i 

| and KND in Accounting. — 














he department 
search in the 
; and law; and it 
wards. of BA in 
Applied Economics 
















"The person appointed may ‘be’ eligible for the 
honorary title of professor, and applicants should 
have appropriate standing in either accounting or. | 
economics: in particular, they should be highly | 
qualified academically and have experience of course | 
development and teaching at honours degree level; 
they should also have relevant: professional and/or 
research experience together with a proven record of 
leadership and managerial "ability. The . salary 

| (expected to the reviewed in. the near future) is 
currently £28,371. Financial assistance towards the 

cost of relocation may be provided. RT 





















| Further particulars and an application form are 

obtainable from the Principal, Dundee Institute of 
Technology, Bell Street, Dundee, DD1 1HG to whom 
completed application forms should be returned by 








21 March 1990. 








@ Commonwealth Secretariat 


(Commonwealth Fund for Technical Co-operation) 


Fellowships and Training Programme 


| (Salary £16,620-824,528 gross pa) — 
The Fellowships aad Training Programme (FTP), a part of the Secretaria’s Human 


Resource Development Group, provides: each year awards to about 4,000 students 
trainees from Commonwealth developing countries, Namibia, Mozambique and South 


Africa. FTP assists Commonwealth developing countries in meeting their priority human 


 tesource development needs by the placement of trainees and students on formal courses 
in institutions, designi 


ng specific training programmes, and organising workshops and 


— seminars for middle and senior level personnel mostly in developing countries. 


The: Project Officer (PO). will be required to identify training needs of specific 
Commonwealth countries and formulate national and regional training projects, and be - 
responsible for their implementation and management. The PO will be expected to liaise 
with governments and training institutions in identifying suitable placements. 


E `, Applicants should be Commonwealth citizens, with a good educational background and a 


university degree, preferably a postgraduate . qualification. Experience in teaching, 


educational administration or development administra itión, as well as practical experience 
-in traning and/or human resource planning in developing countries, effective communi- 


cation skills and the ability ro work as a member ofa multi-disciplinary team are essential 
attributes. Candidates should be prepared to travel extensively. — i 

Asan equal opportunity employer, the Secretariat especially welcomes applications from 
suitably qualified women. * AM vu P 

The appointment is for an initial period of three years. Starting salary within the above 


.fange is Subject to: British Income Tax For overseas appointees, installation. and 





available on request, 


relocation. assistance will be provided. Further etai s including a job description are 


vitae quoting t fe ren € ON11/90 with names and addresses 
of three referees should be sent by 6 April 1990 to: l i 





Tel: 01-839 3411, ext 8153 of 8134. 
AN EQUAL OPPORTUNITY EMPLOYER. — 




















. . DIRECTOR GENERAL 
: EUROPEAN FOUNDATION FOR MANAGEMENT DEVELOPMENT 


BRUSSELS 
É | ! The Organisation — 
ſets to foster a continuous improvement in the. quality of 
nent development throughout Europe by th 
ctive partnership. —— 
evelopment practitioners m 
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ector Generali is s responsible fo 
y ork. of businesses and business 
conferences; € | 









ehalf of the European 
: with the membership. 
ht ees and is responsible to- 
Dinent of the netwo ork. ‘The work is based in 
losers travel within — and limited 














Pin years experience at a senior level i 

19 ment field—either within busines 

Si — institution. Experience of worki 

ees ae essential. A language: in addition fo | 
| willingness to travel is essential, — — 








- it sali: : 54, 000 Ecus per annum, negatis — E s | 
| > Holidays: Six weeks per annum. — 2e n 
|. Assistance with moving. | 
A three year contract will be offered in the first instance, 
-= Further information from: 
£FMD | 
. Rue Washington 40 
` B-1050 Brussels 
Tel: 32-2-648.03.85 


= ang date for —— 7 April 1990. 


As one e of the UKS s largest ffisitutional. 
investors, Prudential Portfolio Managers, the. 
investment arm of Prudential Corporation, is 
highly influential. Virtually every UK merger, - 
takeover or flotation involves us making a 
decision to protect or improve the performance 
of more than £30 billion funds we have under 
our management. for à wide range of external 
and internal clients, - : 

Increasingly a. major player ona global 





we are leaders in the 
development of 
investment management 
techniques over a broad 








encouragement {| 


ing: ‘groups, D. dinis 2 


basis, and active in financial. markets worldwide, 
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spectrum of invest ni attiities. f 
WW SE ut outstandi ing graduates - 
to join a demanding individually tailored training — 
sae Sollee cml Xcep onal scope for 
ifferent facets of. 

















id re joù should expect t €. ook 
achieve a first or 2:1 degree or MBA and be — — 
highly numerate. 

If you wish to o apply, please send a 
comprehensive CV or $ rar Ap lication F Form. 









Boc Portfolio: Ma A, 
1 Stephen Street, |. 
“ton on WIP IAP: 09 79 
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This is 1.9 hectares (4.7 acres) of Melbourne, 


Which means the successful tenderer can choose 
Victoria, Australia. 





to have them demolished by the vendor, or incor- 


19,260 square metres in the heart of Melbourne's porated in the new development. 





Central Business District. possibilities are virtually 





In other words, the 


It's almost certainly the largest inner city devel- limitless. Time, however, is not. 






opment site available anywhere in the world. The closing d; te for te ders: s March 15. For 








And it's for sale by tender. _ 





further. inform ation, 


number below. 


in | But we recommend you do it soon. 


-© Because for once, it's true to say that this offer is 


incomparable. 






ned. And given their central position, fronting Mr Robert Hannington, Knight Frank & 


sdale Street, ane of Melbourne's major thorough- Rutley, 20 Hanover Square, London, England. WIR 


OAH. Telephone (01) 629 817 1. Facsimile (01) 493 4114. 










Mr Paul Healy, Baillieu Knight Frank, 360 
Collins Street, Melbourne, Victoria 3000. Telephone 
(03) 602 5722. Facsimile (03) 670 2056. 7 ET UU 
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ISLAMIC DEVELOPMENT BANK > 


Invitation of Nomination for the IDB Prizesin — 
: Economics and Islamic Banking for 1410H/1990G 


| The islamic Development Bank has the pleasure to Invite universities, academic, financial and Islamic institutions and- 
individuals throughout the world, to nominate whoever they deem eligible to be awarded either. one of the IDB's two 


prizes for the year 1410H ( 1990 ) in the fields of : (a) islamic Economics and (b) islam nic Banking. 


Each prize consists of a citation carrying the Bank's emblem, and a cash. award equivalent. to 1 5, ,000 Islamic Dinars 
equivalent to US $19,329 as on 01.01.1410H ( 02.08,1989G ). The prizes can be awarded. to individuals and/or 
organizations. More than one laureate may share the same prize. Nominations are acceptable from individuals or 
organizations. Self-nomination and Ben numen nomination are not secon apie. The IDe reserves the right to 


withhold awarding any prize. 


The following conditions must be fulfilled i in nominations: XN 
a) A nominee should have made an academic or practical contribution o tstanding merit in the fields of the prize. 
b) Works which have already been awarded international or regional priz a e considered. 
c) Research. works, on the basis of which nomination for the. ages is sane, sho — been ‘published and 


Am acdemically recognized. . a : 
-d) A nomination should contain brief information about ihe candidate's. Bi DATA, QUALIFICATIONS, FULL 


JUSTIFICATION FOR THE NOMINATION and his FULL ADDRESS 
e) Last date for recelving nominations is 29 Shawwal 1410H (24 May 1 
f) Three copies of research works nominated for the Prize may preferably be 


All nominations and d corréspondence along with published work : 
—5 newer and Training € 



























subm | ted along with the nomination. 


30i id be addressed to: 






Please enteran anial subscription t to: 


‘South Af rica Alert at £550, n 


5 e] y next year, De DK [ 
a persuades the ANC and 

E Inkatha to hold talks... He then 

. insists that guarantees for 

|^ minorities are non-negotiable.. 

| Withextreme reluctance, the 

| ANC and Inkatha eventually 

. accept this... GDP growth 

accelerates to 5% per annum 

` inthe next five years.” 
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| This brief possible scenario was | 
. recently published by the experts. 

=- on South Africa; Business | | 
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Nature of Business 
hone No. — 





dj Daytime Telep 
International. - 


Each month, South Africa Alert 
i brings you the most timely and 

2 accurate information available on the fast-paced political and economic 

` changes occurring in South Africa. Recent issues have covered topics such 
." as; updates on economic sanctions, changes in import pue and the future 
.. Oflicensing, trademarks and copyright deals. 








Payment. i H rj “Please invoice © 
ee enclose a cheque for £/US$ payable to: Business E 
International limited — — aM du 


[7j Pleasecharge FUSE to my D] American Express Ovi 
Account no: apaya Date: 





































Thne new decade is sure to present new opportunities and risks. “Make sure 
your company has the right information. For just £550 per year, you will 
receive the South Africa Alert monthly and the twice-yearly supplement TELLS Oe Oe 


entitied Critical Issues. It presents five-year 
planning scenarios for the key Mail or fax to: Bob Keeser, Business International 
operating and budgeting variables 40 Duke Street London WIA 1DW. Tel:441-493 6711. Telex: 266353 


like exchange rates and inflation. Fax: 441-491 2107. 


, Signature 
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GLOBAL BUSINESS INFORMI 





Fargo Investment Advisors : 


San Francisco 


Yale University - 


. New Haven 


Fidelity Investments - 
.; Boston 


London & Bishoy psgate 
International investmer 


Management — 
| 2 London 


Wells Fargo Bank - 


iod Francisco 


Miller, Anderson & Sherrerd 
Bale Cymwyd 


Bass Brothers 
kort Worth 


Aetna Life Insurance Company 
Hartford 


Standish; Ayer & Wood, Inc. 


Boston. 


First Quadrant 
ie Pasadena 


- Kansallis-Osake Pankki 
Helsinki - 


Since January, 1988, twenty-eight institutions have 
selected Morgan Stanley to support their 
international investment activities involving more 
than $13 billion in assets (a partial list is shown 
here). 

These institutions T" derived both strategic 
and economic rewards from our highly integrated 
range of global custody and related services. 

They, and other institutions who join them, 


i should feel an even greater impact on the future, 
| in a new ability to manage their destiny. - 


The foundation of this future will be our ability 


‘to plan our growth, not merely measure it. 
. Resources are committed to assure that we can ex- 
_pand our capacity while maintaining undiminished 


our high standards of service 
‘To discover more about the qualities that have 
drawn together this diverse and ou tstanding group 


of institutions, please contact Mr. Alan M. Trager, 
- Morgan Stanley Global Securities Services, 1251 
Avenue of the Americas, New York, NY. 10020. Or 


telephone (212) 703-4432. 


MORGAN STANLEY 


‘Phillips & Drew Fund 
Management Limited 
London 


Manufacturers. National Bank of 


United States Trust ~ of 
n V. York. 
o New York 


— Hewlett Packard | 












64Q ELL” has not been a word much associ- 
ated with Tokyo's remarkable stock- 
market. Nor have uncertainty or division 
been words óften linked with the remarkable 
bureaucrats who have managed Japan's econ- 
omy for the past 40 years. Yet it was just such 
scrapping between the top men at Japan's fi- 
nance ministry and at the Bank of Japan that 
- off the flapping on the Tokyo market in 
"February 's final fortnight. For the time being, 
Tokyo's downs and ups have left other mar- 
kets and economic policy-makers surprisingly 
unflapped—an internal Japanese affair that left outsiders 
pleased that Tokyo was not, after all, invincible. Such smug- 
ness may not last. A real earthquake in Japan would send a 
tsunami wave around the world. 

Tokyo's real importance is not that its stockmarket is by 
far the world's largest (though it is); nor, as many presume, 
that international investors are massive holders of Japanese 
shares (in fact they aren't). Its deeper significance begins, 
rather, with the way the prices of Japanese equities have risen 
to such extraordinary heights, doubling, trebling, even qua- 
drupling in value over the past few years. The old cliché is 
true: the higher you fly, the more painful it is if you fall. To 
which add a really ominous twist: the more pain that is in- 

flicted on Japan's investors and lenders, the likelier it is that 
the world's most bounteous source of capital will retire hurt. 
Valuing Japanese shares—and predicting crashes for 
em—has long been a game for masochists. Investors and 
share-peddlers in Tokyo pay no attention to the standard 
western yardstick of the price/earnings ratio, which they once 
gaily pushed above 60 (compared with 12 in London and 14 
in New York). The main reason for these dizzy heights has 
nothing to do with familiar, Japan-is-different arguments. It is 
that, for longer than most investors can remember, share 
prices have moved only one way: up, helped by a strong econ- 
omy and reinforced by an abundance of Japanese savings 


chasing a limited range of investments. This also fuelled a. 


doubling in Tokyo property prices, which became linked to 
the stockmarket. Speculators used shares as collateral to bor- 
row to buy property, which could be used to borrow to buy 
shares, and so on. —— 

As bubbles grow, optimism begets more optimism. In Ja- 
pan there has been an extra element: a belief that the govern- 
ment and the small group of brokers that dominates the mar- 
ket could always move in to prevent a fall. That belief gained 
strength in October 1987, when Tokyo's fall was short-lived 
and shallow compared with what happened elsewhere. Faith 
in safety nets merely drives markets to ever riskier stunts, 
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-1988 Tokyo property prices rose by 60%; in 1989 they 
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making a subsequent fall even worse. = 
That is why Tokyo's February turbulence - 
matters so much. A time when daily falls of | 
3% here, 5% there, have dented investors - 
faith that share prices always rise seems just * 
the moment when steadiness is required. 
That is what Japan's finance ministry is say- 
ing: no need for the-higher interest rates that 
the Bank of Japan proposes, for they might - 
unnerve the market. Yet that is the safety-net 
philosophy again, with its dangers of stunt- 
inducement. What is needed is a different sort — 
of steadiness, the one favoured by the Bank of Japan. = 
Ostensibly, the central bank is simply worried about infla- - 
tion, which, though low by anyone else's standards, is high by.. 
Japan's. The latest 12-month increase in consumer prices is, 
now 2.6%, compared with 1.1% at the start of 1988. But be 
hind that rise are other signs that worse is to come. Japan's. 
broad money supply has been galloping ahead at 11/276 a. 
year. The yen's trade-weighted exchange rate has fallen by | 
17% since this time last year, boosting the prices of imports as 
it did so. With a background like that, any central banker . 
with his eye on the future would favour higher interest rates — 
that support the yen while braking monetary growth. But the _ 
Bank of Japan has had another reason for feeling unhappy. In 





























more or less flat; but towards the end of last year they be yan 
to rise again. Bank lending to property companies rose by: 
14.1% in 1989’s final quarter, the fastest growth since late 
1987. In short, the bubble is expanding again, and attempts 
to deflate it by words alone have failed. Something sharper is 
needed, and soon. X 
Small risk now, greater later ; | 
The case for tightening credit sooner rather than later is one 
that applies to any country whenever inflation is on the rise: 
the longer the delay, the greater the eventual pain. The 
chances of a gradual disinflation in Japan are pretty good at 
the moment, while the economy is still growing strongly. 
Tighter money, as the central bank proposes, stands a good 
chance of choking off further rises in property prices and eas- 
ing the stockmarket downwards. If the finance ministry wor- 
ries that tightening-up risks causing a collapse now, nobody 
should try to disprove it. But the risk would be greater tomor- 
row, and so would the collapse. | | 3 
By opposing higher interest rates, the finance ministry is - 
achieving the worst outcome of all for economic policy-mak- 
ers: loss of credibility. Nothing panics financial markets more - 
than division and uncertainty. Ask Mr James Baker whether - 
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interest rates in October 1 987, a row that 
ionth's crash. Ask Mrs Margaret Thatcher 














ceded that mc | 

id Mr Nigel Lawson how best to manage a loss of confidence 
| sterling, after their performance last year. Japan's finance 
inistry is speaking from a script written by Japan's politi- 
ians and by financial lobbies. The independent, braver 
oises are from the Bank of Japan. | 

. The risks, domestic and international, from a real collapse 
Japan's financial markets can hardly be overstated. The 








iould we believe what you say you are? | 
FTER five months in space, a couple of cosmonauts have 


wn, the Ceausescus overthrown, ex-prisoner Vaclav Havel 
president. The speed of change that has transformed East- 
n Europe now looks set to hit the Soviet Union. When the 
xt lot of cosmonauts get back to earth, will the Soviet Com- 
munist party still be in power, Mikhail Gorbachev still at the 
top, the Soviet Union still in one piece? | 

At least one republic is nearly ready to blast out of the 
Soviet orbit. Last Saturday's election in Lithuania was a tri- 
umph for the separatists of Sajudis. But the details of a Lith- 
uanian breakaway are daunting. What happens to Kalinin- 
grad, Russian territory that would be cut off from the Soviet 
Union? Who owns Soviet-built factories? Would the Russians 
be able to keep troops and naval facilities? Let’s-go Lithua- 
nians are in no mood to let technicalities stand in their way, 
and have little patience for the proviso-ridden rules for seces- 
sion being drawn up in the Kremlin. A showdown between 
loscow and Baltic independence-seekers is imminent. 
The Lithuanian vote is also the most dramatic evidence 
t of the collapse threatening the Communist party now that 
faces genuine competition in elections. Lithuania's Com- 
munists had split with the pan-Soviet party and espoused the 
iuse of independence in an attempt to avoid disaster at the 


olls. Disaster happened anyway. This suggests that nothing 


La 


essure is forcing Communist bosses to resign in big cities. 
lemonstrations are growing ever bolder, and becoming 
vertly anti-Communist. In short, the Soviet Union is start- 
to experience the sort of popular pressure for change that 
ok Eastern Europe. The comrades are arguing among 
selves over how to respond, Many now believe that the 
y will split into at least three pieces around (if not before) 





planned mid-summer congress. ^ — —— | 

By then economic misery could well be making thousands 
workers down tools and come out on the streets. The econ- 
my, in a no-man’s-land between plan and market, is peril- 
usly close to being out of control. Russians are not so daft as 









ír Gerhard - 





| just returned to a different world: the Berlin Wall is- 





‘simplest link is the scariest. Japan’s banks, remember, have 
been among the world’s biggest international lenders in re- 
cent years. But remember, too, that under the Bank for Inter- 
national Settlements’ guidelines on capital adequacy, they are 
allowed to count as capital 45% of unrealised gains on their 
vast shareholdings. As the stockmarket rises, that means their 
“capital” grows, enabling them to lend more and more. If the 
stockmarket were to collapse and stay down, so would their 
capital—and thus, too, their lending, at home and abroad. 
Then the flapping would really begin. | 








and summer that tempers could snap. 

No wonder Mr Gorbachev sensed he had to do some- 
thing, fast. Threatened with a triple collapse—of the econ- 
omy, of the union and, above all, of the party that brought 
him to power—he is scrambling to what he hopes will be the 
firmer ground of a new constitution. This week he managed 
to get the next session of the full Soviet parliament brought 
forward to March 12th-13th to pick a president (presumably 
himself) with greatly expanded powers. He is trying to do a 
Jaruzelski: the Polish general was the only East European lead- 
er to have managed, just, to jump from a collapsing Commu- 
nist party to the top state job before it was too late. 


to demonstrate during their freezing winter. It is in the spri 


Too much for one man | | 
Mr Gorbachev claims he needs stronger powers—the right to 
declare states of emergency, veto parliamentary legislation, is- 
sue decrees—to speed up perestroika and act decisively to 
cope with the Soviet Union’s mounting problems. It is a rea- 
sonable argument. But so is the counter-argument of leading. 
reformers: that this gives too much power, with too f 
checks or balances, to one man. Even in the dextrous hands 
of Mr Gorbachev, the beefed-up presidency is a dangerous 
and precarious job. | 
The danger is that power will get abused. Not because Mr - 
Gorbachev is a would-be dictator, but because the turmoil 
ahead could tempt him to exercise his power in ways that 
make him seem like one. (À state of emergency in Lithuania 
to control the separatists? A ban on strikes to end economic 
chaos?) And the position is precarious because Mr Gorba- 
chev will lack any sort of popular mandate. In four years’ 
time, the plan is to elect the president directly. For now, 
though, he is to be chosen by a parliament 8796 dominated by 
the crumbling Communist party. © ^» ^ a 
There is a simple solution. Bolster the powers of parlia- 
ment as well as those of president, and hold a direct presiden- 
tial election quickly, without waiting four tempestuous years. 
Will Mr Gorbachev be so bold? It is hard to predict whether 
Soviet democracy is about to take off, or whether there will be 
a terrible explosion. But the countdown has begun. 
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Nicaragua starts again 


May it now sink into peaceful insignificance 


NS EXCUSES for getting it wrong. Most of the press and 
the pundits were as mistaken as Nicaragua’s theory- 
blinded Sandinist rulers. Mr Daniel Ortega’s bitter rewards 
were a cable from President Bush congratulating him on con- 
ceding defeat in the election on February 25th and a hug from 
the magnanimous winner, Mrs Violeta Chamorro. At her tri- 
umphant inauguration, due in late April, she will join Mrs 
Corazon Aquino and Miss Benazir Bhutto as the latest bene- 
ficiary of political bereavement. Their troubles, to say noth- 
ing of Nicaragua’s own, suggest her next task may be no easier 
than her last. 

The victory of Mrs Chamorro’s United National Opposi- 
aon alliance was all the more complete for being such a sur- 
prise. Had the Sandinists been forewarned, they would have 
been more strongly tempted to cheat. As it was, Mr Ortega 
was confident of winning. By holding a free election he hoped 
to make his regime acceptable to the United States and so lift 
the contra rebels and the embargo off his back. But the peo- 
ple would not forgive him for the poverty that ten years of 
Sandinism had brought. 


Generously, Mrs Chamorro has been quick to speak of | 


reconciliation. Now she must make it happen. She is not 
- strong, and not well. Her UNO coalition is united only in anti- 
Sandinism, and lacks congressional muscle. She will rely on 
her family, which dominated the country until its overthrow 
in 1936 by the rival Somoza clan (which murdered her hus- 
band in 1978). There are Chamorros in all political camps, 
and Dona Violeta, with the church to help her, may be able 
to call the cousins together without revenge. 
Of the little country's three unnatural disasters, two will 
now disappear. The first, and worst, has been the incompe- 
ce of Sandinist economics. Sensible managers should not 
und it hard to give the country real money instead of a joke 


Y. 


D-mark über alles 


Germany's currency union has a lot of politics riding on it 


HERE are few ties stronger than a currency union— 

which is why all German politicians, east and west, left 
and right, want one. They will shortly agree to let good D- 
marks drive out bad Ostmarks, and then take their reunified 
country on to mega-economic status. Before that, though, 
one dry-as-dust point needs settling: the conversion rate for 
Ostmarks. The politicians favour a straight, "fair" one-for- 
one swap with D-marks. That rate would be bad economics; 
more, it would have bad political consequences. 

The economic dangers are plain. Although one-for-one 
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currency which has lost 99% of its value since the end of - 
1988. That alone should bring home millions of Nicaraguan- - 
owned dollars from safe accounts in Switzerland and Florida. 
The second disaster has been the United States embargo; as it 
ends, the prospect opens for trade and credit. Nicaraguans - 
know how to do business, and need not aid but freedom. 


B 


Now silence the guns j 
That also means peace. Hence the third, and harder, task. 
The civil service, the judiciary and above all the army (all 
70,000 members of it) are packed with Sandinists. If Mrs 
Chamorro’s team, or parts of it, treat her opponents badly, 
armed Sandinist gangs will take up the struggle, renewing 
from the other side the contra war that ruins harvests 
drives people to the cities. Mrs Chamorro hints that the con- 
tra army (12,000 men in Honduras, which wants them out) — 
should disband. She should learn from Mrs Aquino’s Philip- 
pine experience, and generously encourage the politicised 
commanders of both sides to go somewhere else. For the | 
troops in the field, the trick will be to merge them all into a 
single national army. To be sure, Nicaragua hardly needs an 
army. But soldiers paid to stay in barracks are better than 
soldiers on the loose with guns. 

Now that Nicaragua’s voters have unequivocally rejected 
the Sandinists, the United States would find it much easier 
than before to intervene, as it did in Panama, should anyone - 
try to restore the tawdry revolution. That should be enough - 
to discourage any coupsters. So far the Nicaraguans—win- - 
ners and losers—have coped gracefully both with their elec- _ 
tion and with its consequences. With luck, Sandinism can _ 
now pass peacefully into history as a mutant of communism, 
less virulent than most but no more satisfactory as a means of 
running society. 
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had always been the official exchange rate for the Ostmark, it 
was as great a fiction as every other price in a state-controlled 
economy. Now that there is an active free market between 
East Germany and West, six or seven Ostmarks are needed to 
buy a D-mark. That rate is a truer reflection of the differences 
in real incomes between the two countries. The more that is 
known about East Germany, the more its economy comes to 
resemble something from ramshackle southern Europe rather _ 
than an awesome Prussian machine. | 
If one-for-one is chosen, then West Germany's 
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lion to mop up those unwanted Ostmarks. In reality, the fig- 
.. ure will be reduced by rules ensuring that East Germans con- 
vert their Ostmarks only in stages, and perhaps also by a 
(highly desirable) plan to let East Germans buy their homes 
. . with the Ostmarks stuffed in their mattresses. The authorities 
should also issue bonds—called Unity bonds?—specially de- 
signed to keep Ostmark savings tied up for three to five years. 

Even with such schemes, the Bundesbank could still find 

itself issuing an extra DMBO billion or so during the first year 

-. Of currency union. That is equivalent to 19% of the narrow 

— (Mı) measure of West Germany's current money supply, and 
= hh of M3. The extra money would not be an inflationary 
1 by . threat if it were backed by an equal.amount of extra output. 
— . But whatever the East German figures on factory production 
. . may say, what matters is its quality. It will be some time before 
people freely choose to buy son-of-Trabant rather than a 

__ Volkswagen made in Wolfsburg. Until that happens, the ex- 
—. tra D-marks will be creating extra purchasing power, which 

_ will bid up prices. ec iP" 

E That bidding-up would be reduced or eliminated at an 
.. exchange rate for the Ostmark of, say, six to one. So the first 
. Clear danger of a one-for-one conversion is higher inflation in 
.. Germany—or higher interest rates to head it off. Some of the 
. change has been anticipated already, with German bond 
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—. Nobody should suppose that this is painless, or politically 


. Wizardless Oz 


| . Some things in Australia are unspeakably obvious 


wii dag know their economy needs a generous 
dose of syrup of figs, but can't bring themselves to reach 
for the bottle. The general election on March 24th has been 
. billed as one that will determine what sort of Australia enters 
the twenty-first century. If so, the prospect is for a costive one. 
.. The campaign has so far featured a familiar mix of abrasive 
.. rhetoric, slurs, and wage-tax goodies conjured up by govern- 
. ment and paid for by others. Ask people in Australian busi- 
.. ness, politics or civil service what the conservative opposition 
should really fight for and they will readily tell you. It’s lucky, 
they explain, that such things are not mentioned: otherwise 
= politicians would have to rule them out to survive. 
= The things that should matter are tax reform, involving a 
. new consumption tax, to encourage the Australian “battler” 
to earn and save more; the scrapping of a unique system of 
centralised wage bargaining between government and unions 
_ in which managers have no say and in which promised in- 
. creases in productivity remain imaginary; à revamping of in- 
E dustrial-relations law to let the productive economy breathe 
t free; and nothing less than a redefinition of the role of Aus- 
. tralia's central and state governments. 
} Such commonplace prescriptions are still taboo down un- 
... der. The complex income-tax regime rises to its top rate at a 
princely A$50,000 ($38,000) a year but lets fat-cat property 
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.— Bundesbank would have to issue up to an extra DM200 bil- 


_ yields up a full two percentage points in the past six months. - 


|y Ju aor 


pf 


, 





LÁ 
= 1.4 


popular. All Germans hate inflation, more even than. 





hate high interest rates. If their countries’ rushed remarriage 


brings faster inflation, there won’t be a honeymoon. 


Regional black spot $ 
Inflation is not the only political danger from a one-for-one 
Ostmark. Such a rate would give the whole of East Germany 
all the disadvantages of an overvalued currency, making it as 
unattractive a place to invest in as any Mezzogiorno or Liver- 
pool. It already has a regional imbalance of its own (see page 
52), plus the creaky transport, bad telephones, dreary build- 
ings and red tape that usually put investors off. Its best hope 
of pulling in their billions is to keep its wages temptingly low. 

But a one-for-one currency conversion would pitch the 
wages of East German workers well above their productivity 
levels. Inevitable result: unemployment would rise. Far from 
stopping the flow of emigrants into West Germany, as Mr 
Helmut Kohl may imagine and desperately wants, currency 
union at one-for-one would actually speed it up. 

The politicians would then be left with no alternative 
to drench the East with state subsidies, of just the kind thar ics 
economic reform is intended to abolish. And hand-outs from 
the central government would be unpopular with the mass of 
Germans, living comfortably in the West. Instead of treating 
the exchange-rate issue as a patriotic imperative, Mr Kohl 
should think hard about its consequences. They are perverse, 
and potentially fateful. 





speculators off lightly. It stays that way because Australians 


are great levellers—“lopping the tall poppies,” they call 
it—but like to pay the low rents provided by subsidised prop- 
erty ventures. The six-year-old wage pact between the La 
government and its union paymasters, a sort of Danegciu 
against inflation, persists because it seems to work, though it 
never gets rid of the Dane and costs much in wage rigidity. A 

ging series of strikes in the transport industry has not 
dented Australians’ immoderate toleration of such high jinks 
as welding Melbourne’s trams to their rails. 


Distance holds no tyranny 


Mr Bob Hawke’s Labor administration slickly presents itself 
as the only credible purveyor of economic liberalism. Big busi- 
ness, besmirched by the Brazilian scale of the foreign debt 
with which its bankrupt tycoons have saddled the economy, 
is in no position to protest. The opposition, riven by person- 
ality clashes, has not properly counter-attacked with argu- 
ments why unfettered businessmen are still Australia’s best 
hope and why they need more economic reform, faster. Aus- 
tralia’s only courageous reforming conservative, Mr Nicholas 
Greiner, the premier of New South Wales, shows how it can 
be done, but he is not yet in national politics. 

A phase of painfully high interest rates is the unavoidable 
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. aftermath of Australia’s credit binge. But the battler is not 

told that anything calculated to boost Australia’s savings, im- 

prove its exports and encourage foreign investment will bring 

those painful rates of interest down a bit. Despite the Labor 

|. party's commitment to reform, the figures show that Austra- 

_ lia still runs one of the most protected manufacturing indus- 

tries and one of the most parochial, trade-averse economies 
. among the world's advanced nations. 

Some say that the country still has not decided upon its 
"place in the world”, whether as an Asian country or (power- 
ful voices suggest, incredibly) as a would-be member of the 
= European Community. They speak in unnecessary riddles. 
— Australia need do nothing more than be a more competitive 
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Australia—a resource-rich, educated, politically stable coun- 
try in a booming region with a way of life that should make it a 
Mecca for high-tech entrepreneurs. Distance means little to 
such people provided they can truck, ship or fly their goods 
and themselves about reliably. Rotten labour relations means 
that they can’t, and distance gets the blame. 

Most Australian businessmen are worried these days: you 
see it etched into their tans as they sip their chardonnay and 
wonder which fantastic beach to make for next. They are wor- 
ried that they aren’t more worried. They are worried that they 
cannot quite decide to follow New Zealand and face pain to- 
day for gain tomorrow. That old medicine bottle beckons; but 
they cannot yet vote for it. 








l West to the White House 









lt is being greedy 


F THE last presidential candidate you had a hand in choos- 

ing was George McGovern, you deserved a spell in the po- 
_ litical wilderness. California has not had any significant influ- 

ence on the choice of presidential candidates in either party 
since 1972. Its primary, in June, has simply rubber-stamped 
whichever two front-runners had been picked elsewhere. 
Now its state legislature and governor want to revive Califor- 
 nia's importance by moving the presidential primary in 1992 
to March 3rd, just a week after the first primary in New 
. Hampshire. The Democratic party is prepared to allow it. The 
Republicans will go along. It is a terrible idea. 

One in every eight Americans lives in California; it is as 
demographically and politically dominant as New York was in 
.. 1870. Neither party can count on its support. It is not as reli- 

ably Republican as Texas and Florida, nor as Democratic as 
.. New York. Its concerns tend to be infectious: tax cuts, air 
pollution, AIDS, immigration. None was invented on the west 
. coast, but the state grappled with each before the country did. 
So, thinks a desperate Democratic party, perhaps California 
. will pick a better candidate with which to assault an increas- 
. ingly impregnable President Bush in 1992. 
| It will do no such thing. More probably, it will pick the 
. candidate with the most cash, as the primaries eventually did 
in 1988. George Bush and Michael Dukakis were the only 
. men able to raise enough money to be sufficiently famous to 
enough voters in enough primaries. If, a mere two years 
. hence, a Democratic candidate is to appeal to a majority of 
California's Democratic voters, he or she can do so only by 
- buying vast tracts of television advertising in the month be- 
- fore. That means starting now to raise considerably more 
| than the $20m in private donations Mr Bush managed by the 
_ end of February 1988. That in turn suggests a too-predictable, 
media-anointed favourite, with a surname such as Bradley, 
Bentsen, Cuomo or Gore, who can persuade tycoons and film 
_ stars to come to $1,000-a-plate dinners just to meet him. 
The Democrats say there is an advantage in choosing 
. their nominee early so as to unite well before the main cam- 
paign. That argument proves only that their party is still 
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. California wants to choose presidential nominees as well as presidents. 





haunted by the ghosts of McGovern and Mondale. In 1988 it 
achieved remarkable unity after the convention; before that, 
un-unified, it led in the opinion polls. Unity matters less than 
policies, and less than the presidential-ness of an individual. 
The same goes for that other Democratic favourite, the per- 
fect primary timetable. The party's last bright idea, to hold all 
southern primaries on the same Super Tuesday in March, 
turned its candidates into tarmac-hopping sound-bite genera- 
tors. It was of most help to their Republican opponents, be- 
cause it put Mr Bush beyond the reach of his rivals. 


Give giant killers a chance 


For all its many faults, the present system begins at a desirably 
humbling level. The reality of a blow-dried, self-important, 
besuited politician vainly trying to answer an awkward ques- 
tion from a check-shirted farmer in an overheated Iowa living 
room is one to treasure. The “retail politics” of the lowa cau- 
cuses and the New Hampshire primary—which Califor 
would eclipse—have destroyed the hopes of such image-con- 
sultants’ and fund-raisers’ dreams as John Glenn and John 
Connally. They enable giant-killing acts by people with sur- 
names such as Carter, Hart, Bush (in 1980) and, next time, 
who knows? Kerrey, Young, Schroeder? California is for gi- 
ants, not giant killers. 

Agreed, lowa and New Hampshire are unrepresentative, 
but no more so than the few Californians who might turn out 
in a March primary and are likely to be exercised as much by 
car-pooling as by budget deficits. There is an implicit deal in 
the way things are done now: small states choose the short-list 
in the primaries; big states make the final selection in the gen- 
eral election; Hollywood and Manhattan pay the bill. Once 
nominated, candidates spend more time in California than 
any other state. The only way North Dakotans see them is if 
their aeroplanes run short of fuel over Bismarck. California 
has not been left out of national politics. In all but three of the 
11 presidential elections since 1945, there has been a Califor- 
nian on one of the parties’ tickets. 
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BLACK AMERICANS 


Still trailing behind 


America’s 30m blacks learn less, earn live worse and die sooner than 


the rest of its citizens. Why can’t they catc 


HE United States buried legal segrega- 

tion a quarter of a century ago, But 
Americans remain as self-consciously black 
and white in their thoughts as an old movie. 
ial stereotypes survive, embalming a dif- 
___ t racial prejudice. A black American may 
not be prevented, because he is black, from 
going where or doing what he pleases. And 
many go far. Yet, overall, in America’s mo- 
bile society, which has allowed immigrants 
of all colours to edge—or flash—ahead, the 
American-born black population remains 
stuck at the back of the line. Why? 

The numbers are grim. Blacks are over 
twice as likely as whites to be jobless. The 
median black family income is 56% of a 
white family’s. Nearly a third of all 
blacks, as against 10% of whites, live 
below what is officially reckoned as 
the poverty level; among them 45% 
of all black children, as against 15% 
of white ones. A newborn black baby 
is twice as likely as a white one to die 
before its first birthday. The 31m or 
so blacks are 1296 of America's popu- 
lation but supply nearly half its prison 
population. A black man is six times 

ikely as a white man to be mur- 

ed; homicide is the leading cause 
of death of young black men. The dis- 
mal litany drones on, and on. 


Prejudice lives on 

Extremists of both colours have 
crude, hate-filled explanations. White 
loonies still aver that blacks are, as 
such, inferior, and dangerous with it. 
Black conspiracy theorists say the 
drug scourge is a white attempt at 
genocide. But such views are parts of 
fringe sub-cultures, no more. When 
remnants of the Ku Klux Klan gang up with 
neo-nazi thugs, it is a nasty reminder of ug- 
lier times, but the gangsters are mainly ex- 
pressing their own frustrated egos. Horrible 
incidents do still occur—harmless black 
men chased and killed by white youths in 
two separate incidents in New York, a young 
white jogger raped and beaten senseless by a 
black gang in the same city—but they are 
now exceptional, causing national dismay. 


THE ECONOMIST MARCH 3 1990 


up? 


Milder prejudices, however, are wide- 
spread. Take two recent examples. Charles 
Stuart, a white Bostonian who is now as- 
sumed to have murdered his wife himself, 
claimed that he and she had been attacked 
by a black thug. Before Stuart was exposed 
(and later committed suicide) his story was 
readily accepted with cries of horror and 
outrage by the police—who swiftly arrested 


an unfortunate black suspect—and by the _ 


whites of Boston. When Mr Marion Barry, 
the black mayor of Washington, a mainly 
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Things could be worse 


black city ravaged by drug-related violence, 
was caught taking drugs himself, blacks were 
not thankful that a bad-apple mayor had at 
last been shown up. Far from it: the average 
black Washingtonian defends him passion- 
ately as a victim of racial harassment. 

Such views colour the popular explana- 
tions of black backwardness. Polls show that 
most whites think blacks are treated as 
equals; and that up to one-third of whites 


believe blacks do badly because they have 
less ambition and willpower than whites 
(and much less than newcomers to the coun- 
try). Polls show too that only a minority of 
blacks think they are treated as equals. 
Many believe white America is intent on 
keeping them down in any way it can. 
There is self-delusion in both positions, 
and a fair dose of hypocrisy. Many whites 
support non-discrimination in principle, 
but do not practise it. Many blacks put too 
much faith in the affirmative-action laws, 


and too much weight on the fact that these — 


laws are now being weakened. They react, 
says a black conservative, as if those mea- 


sures alone could have turned a jobless — 


labourer into a computer programmer. 


Skin colour or economics? 


Are things really so bad? And if so, why? — 


Those who see a half-empty glass as half-full 


do not dispute the figures, but point out all I 


the progress that blacks have made. Things 


are certainly much better than they used to 


be—and not just in the days of slavery. In 
1944 Gunnar Myrdal described the black 


destitution that he found everywhere, in- 


America's rural south and in its 
northern ghettoes. In the 1950s and 
1960s blacks were still struggling for 


be allowed into some public places. 


eme 


an immigrant) holds the nation's top 
military job. Blacks have won election 


Jesse Jackson has made a creditable 
bid at the presidency itself. 
The fact that blacks are still dis- 


minedly colour-blind, springs more 
from economics and timing t i 


drove blacks from southern farms to 


grants did fairly well. But in the 1970s 
traditional, reasonably paid, working- 
class jobs began to disappear. Caught by re- 
cession, the later arrivals never got their 
firmly planted even on the lower rungs of 
the economic ladder. The black communi- 
ty's current torments—teenage pregnancy, 
drugs, crime, AIDs—are basically the results, 
on this view, of economic bad luck. 
That is too strong. It may have been eco- 
nomics, not colour, that plunged black 
Americans into urban poverty, but their col- 


to almost all types of public office; Mr 


proportionately poor, say the deter- 
colour. When, in the postwar years, 
the mechanisation of agriculture 


northern towns, many of the mi- 


e 


the right to vote, to send their chil- 
dren to unsegregated schools, even to 


A great deal has happened since © 
then. A sturdy black middle class has 
rged. Blacks are doing well in — 
most professions, and one (the son of 
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. our now makes it harder for them to escape. 


segregation. White and black Americans of- 


r several reasons. First, social 


` ten work together, but they rarely play to- 


qoe They seldom live in the same neigh- 


ood: blacks are excluded from social 


and professional networks; black areas are 
. allowed to deteriorate. Second, racial stereo- 
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typing. Young black men who are expected 
to do 


turn to crime, to use drugs, 


to desert the teenage girl they have made 
~ pregnant—are apt to end up doing all these 
things. Third, since the Democratic party 
~ has a lock on the black electorate, black 
.. votes are pursued by decision-makers with 


diligence than white ones are. 


‘My colleague, not my neighbour 
A visitor who flies between America’s larger 
_ cities, and who elects to stay, probably 
. against his hosts’ advice, in hotels in the 


centre of town, may leave with the impres- 


sion that the United States is a predomi- 
tly black nation. By day, office-workers 
oppers bring the usual mix of colours 


to inner-city streets; at sunset the people, as 


~ well as the sky, turn darker. 


E 


— . „Å single-family suburban home is the 
_ American dream, and, with America's bless- 
ing of space, often an attainable one. Mid- 


. dle-lass white families are much less likely 


L4 


4 


than their counterparts in Europe to live 
near the centre of town. City-dwelling white 


. middle-class families already had their eyes 


on the suburbs before the postwar migra- 


. tion of black families from country to town, 
.— from south to north, hastened their flight. 


P bisce lived in the southern states; by the 


In the early 1940s, three-quarters of all 


1970s no more than half of them were still 
Ww n lack families i like 
_the children of Israel fleeing for the 
JJ omised land. The south-north railway 


| lines, as much as anything, dictated their 


* 


yr 
id 
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. destination, leading them to Chicago, St 


Louis, Philadelphia and New York. 
‘The 1980s saw a small net migration of 
blacks. back southward, as black families, 


— like white ones, set off for the promising 
_ sun-belt cities. But black migration to the 


| .18 


cities, and white flight to the suburbs, have 


radically changed many of America's largest 
cities. Chicago grew from 8% black in 1940 
to 40% black in 1980; Detroit from 9% to 
6396; Cleveland from 1096 to 4496; Wash- 
ington from 2896 to 7096. By 1988 roughly 
the same proportion of blacks as of 
whites lived in metropolitan areas; but, 
within those areas, more than half of the 
blacks, compared with a quarter of the 
whites, were living in the cities themselves. 
Gradually, as the black migrants saved 
their money, they too set off for the sub- 
urbs—but with difficulty, and not, as a rule, 
to the same suburbs as the whites. Although 


the proportion of white Americans who live . 


in an all-white neighbourhood declined in 
the 1980s from 47% to 35%, black-white 
segregation in housing has survived the 
death of legal discrimination. Well-off, well- 
educated blacks who want to move out of 
the inner city will encounter difficulties. 
Other things being equal, blacks may find it 
harder to get a mortgage than whites would. 
And black house-hunters, whatever their in- 
come or education, tend to be steered to- 

areas rather than to an inte- 
grated neighbourhood. 

The cities where they are left behind are 
of every sort. Many, like the curate's egg, are 
good in parts, but pretty bad overall. They 
have desolate centres, lonely and dangerous 
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by night. They have mean slums, dangerous 
by day or night. Black families in the cities, 
whatever their income, are exposed to far 
more ugliness, crime and bad educat 
than white families in the suburbs. 
Only the most prejudiced reading of 
contemporary history blames the ravaging 
of some of America's northern cities on the 
black invasion from the South. The mi- 
grants were not shiftless: they tended to be 
an industrious lot, until the jobs ran out. Ra- 
cial strife helped to lay some city centres 
waste. This was compounded by neglect, 
lack of interest, poor management and a 
weakening economy. The people with the 
money, influence and self-confidence to 
shout in protest had moved away. In several 
big cities black mayors took over from white 
mayors (America now has more than 7,000 
black elected officials, including 300 may- 


ors), but without noticeable improvement. 


Inner-city macho mess 


Say “inner-city blacks” and the stereotype 
that enters many minds is the dismal se- 
quence of a single woman on welfare, living 
in the crowded corner of a mean apartm 
with a son who is bound for a sticky end anu 
a daughter who, becoming pregnant, will be- 
come a single woman on welfare, living in 
the crowded corner .... It is a caricature, 
but too close to reality for comfort. 

Half of all black children (as against 
1696 of white children) live in families 
headed by a woman, and two-thirds of these 
children live below the official poverty line. 
The median income of households headed 
by a black woman is only a third as high as in 
those headed by a black married couple. 
One hopeful trend among a host of dreary 
ones: the fertility rate of black teenage girls 
has declined over the years—though it re- 
mains twice the white teenagers’ rate. 

White women, like black women, are 
more likely than they were in the past to be 
single mothers. But the history of their sin- 
gleness is different: white women tend to be 
on their own because a partnership has bro- 
ken up; black women tend never to have 
had a live-in partner. The men do not stick 
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around to share responsibility. 

Why not? The kindest answer is that 
since the young black inner-city man may 
well be unemployed or underemployed, he 
cannot afford to support a child—and wel- 
fare payments offer an alternative for moth- 
ers, and a let-out for fathers. But there is 
plainly more to it than that. The inade- 
quacy, and the vulnerability, of young black 
men is probably the main single reason that 


it is so hard to break the vicious circle of 


black urban poverty. 

Most immigrant groups have taken the 
traditional way out: education. Many young 
black men take a shorter one: crime. Al- 
though—another of the rare good trends— 
more black boys now stay on to finish 
high school, those schools do not 
have a good record of keeping them 
out of trouble. And while college 
enrolment has increased among other 

norities over the past ten years, 
~«a..d held steady among black women, 
the enrolment of black men has 
dropped back. Black men account for 
31596 of America's college students, 
but 4096 of its prison inmates; nearly 
one young black man in four, reports 
a penal research group, is either in 
prison, on parole or on probation. 
The conclusion, say some, is that 
black men are being lured from edu- 
cation by the rewards of crime. 

Black apologists argue that the 
disproportionate number of black ar- 
rests, convictions and imprisonments 
signals bias among white prosecutors 
and white-led police forces. This was 
certainly so in the bad old days, but it 
is hard to find systematic, rather than 
anecdotal, evidence that it still is. The 
latest spurt in America's urban crime 
is drug-related—drug-dealers kill one 
another, drug-users rob to pay for the 

iff—and happens in the inner-city slums 
wnere drugs are mostly bought and sold. 
This is where blacks live, and where they rob 
and are robbed, kill and are killed. For the 
victims of drug-related violence also are 
mainly black. And the violence crosses class 
barriers: middle-class black families which, 
unlike white ones, have not been able to mi- 
grate to safer areas, are vulnerable—and all 
the more eager to quit the inner city, which 
gets even worse when they succeed. 


The roots of irresponsibility 


Bad enough in itself, this criminal way out of 


poverty is often also the way back—and not 
just for the convicted wrongdoer but for the 
black community. Young black men are 
seen as dangerous—a stereotyping that 
helps to trap potentially decent people in de- 
structive, and self-destructive, roles. Many 
youths, with no visible father, have no role 
model and are spoilt by their vulnerable 
child-mothers. “Being born without par- 
ents’, says a Harlem preacher, meaning 
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Miles to go yet, brother 


without a family structure headed by adults, 
“is like being born without a skin.” 
Teachers, often fearful of the precon- 
ceived image of a menacing, macho black 
youth, tend to overteact to the boys’ natural 
assertiveness, treating them coldly, sending 
them off to special-education classes. Physi- 
cal prowess is over-emphasised. Few schools 
have the resources to make up for the disad- 
vantages of an inadequate home. One or 
two cities are trying to enlist surrogate fa- 
thers to counsel black schoolboys one-to- 
one. Bur'these too are few. Many of the boys 
thus leave school unprepared for the com- 
plexities; and demands, of the adult world. 
And jobs are now harder to find in the 





inner cities than in the suburbs. Black ad- 
olescents, with neither the needed skills nor 
the confidence to make the most of them- 
selves, may yield to instant gratification, 
tumbling into the destructiveness that peo- 
ple have come to expect from them. 

“Save the boys,” writes Mr William 
Raspberry, a black columnist with the 
Washington Post. He taises the alarum, call- 
ing atténtion to the disintegration of the 
black family structure, a structure that held 
families together even through the degrada- 
tions of slavery. A black boy, it is said, is vul- 
nerable from the moment he is born. Black 
girls too need help—instruction in birth 
control or, if that does not work, support 
with: child-care. But the main problem for 
black girls is that black boys are not being 
guided—by their schools, by their families 


or by society—towards responsibility. 


Clapping on the wrong beat 

What hope can the politicians offer? Ever 
since 1964, when a civil-rights law proposed 
by one Democratic president was signed by 
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another, blacks have given the Democratic 
party near-total loyalty. More Democrats 
than Republicans opposed that law, but of 


the six Republican senators who voted — 
against it one was Mr Barry Goldwater, the 


Republican presidential candidate. Under 
Mr Goldwater's guidance, the party of Lin- 
coln—which from emancipation until the 
depression of the 1930s had the support of a 
majority of the few black Americans who 
were able to vote—set out, fairly success- 
fully, to cash in on the disgruntlement of 
segregationist white Democrats. 

Now, for the first time in 25 years, the 


Republican party is making a serious bid to ~ 


increase its tiny share of the black vote. Mr 
Lee Atwater, the party's chairman 
(and the man who helped Mr George 
Bush to win the presidency with scary 
advertisements about a black rapist), 
has made this a priority. If the Repub- 
licans had been able to double their 
10% of the black vote in 1986, he 
says, they might not have lost the 
Senate that year. 

Black voters, recognising that it 
would be healthier to play one party 
against the other, are not unin- 
terested. Younger blacks, of the post- 
civil-rights generation, are more likely 
than their elders to consider voting 
Republican. A 1987 study by the 
Joint Centre for. Political Studies (a 
black political think-tank) found that 
1896 of blacks aged under 30 identi- 
fied themselves as Republicans; only 
696 of blacks over 50 did so. 

President Bush is almost as popu- 
lar with black Americans as he is with 
white ones. Strange, wrote a black 
journalist, since Mr Bush is "almost a 
caricature of a white: stiff, over-edu- 
cated and sure to clap on the wrong 
beat”. Yet, for blacks, Mr Bush is a breath of 
fresh air after his predecessor: Mr Reagan, 
who believed that they had already had all 


the extra help they needed to catch up, and 


who seldom bothered to meet a black leader, 


į 


was probably more disliked by them than 


any president in modern history. Mr Bush 


has yet to do anything for blacks. But at least 


he says he is against bigotry, he worries 


about poverty and he has made it his busi- 

ness to visit poor black neighbourhoods and 

to talk with representative black leaders. 
Blacks are hoping for an administration 


that will not shrug its shoulders at the gap - 
between blacks and whites, nor, as its prede- — 
cessor did, assist in the rolling-back of the ` 
affirmative-action laws that were designed to 


help blacks close that gap. There is some 
hope—more, at least, than there was when 
one party could take black votes for granted, 
while the other took it for granted that it 


could not win them. Loosening the grip that 


the Democratic party has on the black vote 
might jog both parties awake. 


Tias M 
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INVESTING IN ASIA? THE PLACE IS THAILAND THE TIME IS NOW THE REASONS ARE RIGHT HERE 


G mes skills and independence have created a multifac- 
tored economy embracing the most sophisticated technology, 
in an atmosphere of freedom and stability, Boosted by a government 
which recognises that free enterprise and foreign expertise are neces- 
sary for a healthy society, the economic revolution has reached all 
parts of the country. 

The highest standards are maintained in technical industries, 
from gem-cutting and jewelry designing to the state-of-the-art pet- 
rochemical complex on the Eastern Seaboard. 

As Asia's only net food exporter, high-tech agro-industries are 
literally reaching the grass roots. For instance, tiger prawn production 
has brought over 13 billion Baht into the Kingdom, while the Thai 
poultry industry exports 100,000 tons to Japan, West Germany and 
the Middle East. 

Great opportunities exist today in industry, as well as meal-pro- 
cessing, agriculture, re-forestation and paper pulp, canning and food 
processing. 





The Board of Investment has played a major role for more than 
a quarter of a century in facilitating economic opportunities. Promo- 
tional privileges, incentives and tax concessions are only part of the 
job. The BOI can show you how investment can be safe and profitable 
for the international business community. 

The time is right, Thailand is right for the job. All that we need 
is your interest. 

For information, please contact: OFFICE OF THE BOARD OF 
INVESTMENT, 555 Vipavadee Rangsit Road, Bangkok 10900, Thailand. 
Tel: (662) 270-1400, Fax: (662) 271-0777 
New York Tel: (212) 466-1745/6 Fax: (212) 466-9548 
Frankfurt Tel: (069) 281-091/2 Fax: (069) 299-460 
Tokyo Tel: (03) 582-1806, 582-0976 Fax: (03) 589-5176 
Sydney Tel: (02) 247-8905, 247-8906 Fax: (02) 251-6905 


Office of the 
Board of Investment 














































£ ion course 


OUR TOKYO AND WASHINGTON CORRESPONDENTS 


ITHIN hours of the collapse of the 
WV Tokyo trade talks on February 23rd, 
— President George Bush was on the. tele- 
... phone to Mr Toshiki Kaifu, asking the Japa- 
^ mese prime minister to meet him. half 
way— halfway, that is, between Washington 

and Tokyo (or the nearest o can get and 

| be on dry land). Both the Japanese and 

cde "unerican governments denied there was 
any "crisis" in their relations. The presi- 
dent, say the Americans, just thought that 
with Mr Kaifu newly re-elected this would be 









a good time for a chat. Even if you believed | 


that, and nobody in Washington or Tokyo 
does, you would be worried. The extreme 
haste and lack of preparation with which 


the summit was proposed—it was to be held - 


in Palm Springs, California, on Friday and 
Saturday, March 2nd-3rd, just a week after 
Mr Bush's telephone call—make it likelier 
than not that the discussions in the — 
will be a dialogue of the deaf. | 


It is not that the two leaders às not get 


on well: when they met for the first time, in 


Washington last September, they did. But in 


raising the trade dispute so abruptly to the 
highest political level, the Americans may 


have — It is all well and good to 


impress on the Japanese that America is 
~ifed at Japan's foot-dragging in last week's 

sion of the Structural Impediments Initia- 
tive (su) talks. The American interpretation 
is that the Japanese negotiators had no po- 


litical mandate to make concessions. What .- 
> better way to get such a mandate than for 


Mr Bush to extract a promise of one from 
Mr Kaif? — 

The trouble is that Mr Kaifu may not be 

. ina position to promise anything. He may 

. ^ be prime minister, but as a member, not 










ling Liberal Democratic party, he is a 
party nobody. True, the Liberal Democrats’ 
performance in the election on February 
8th strengthened Mr Kaifu’s hand, and Mr 
Bush's sudden invitation could strengthen it 
further. But the two Japanese politicians 
who really count are Mr Noboru Takeshita, 

who heads the largest party faction and was 
prime minister until the Recruit scandal 

^ drove him from office last June, and Mr 
~~ Shintaro Abe, a former foreign minister, 

- who runs the second- biggest faction. 
| p Mr Bush asked S Kaifu to Palm 






j Inflated hopes in Palm Springs 


~> of that plan may yet. be salvage 
 mours in Tokyo at mid-week wer 


Kaifu is going to Cal ifornia without : 
. preparation and with little to offer the 
Americans; 


even the head, of a minor faction in Japan' $ 
practically no influence to use in persuading - 


Springs, Messrs Abe and Takeshita had 
been planning a visit to Washington. them- 


selves in the next few weeks. They— perhaps 
alone—have the experience and clout to 
_ work out a trade deal and sell it to the vested 


interests back home. It was the wheeler- - 


dealer Mr Takeshita, after all, who pushed ` 


through two deeply unpopular but long- 
overdue reforms last year, the new consump- 
tion tax and the liberalisation of beef aad 
citrus imports. | 

Mr Kaifu was not meant to > put ti inan Yap 


| pearance in America until after the ground- — 
_ work had been done by his colleagues. : 





Takeshita would. visit Washir 
March. 12th. But the stark. fact i 


and coming back home with 





the bigwigs in Japan's bureaucracy and busi- 
ness world to change their ways. The busi- 


 nessmen have become a particular worry for 
some / 


.merican officials, who sense that the 
Nissans and the Toyotas are now far less 
amenable than they used tobe to the "guid- 





ance" of Japanese bureaucrats. 


. The all-too-likely possibility, therefore, 
is that both sides’ prejudices. will be rein- 


forced by the Palm Springs meeting. The 


Americans will find that the promises made 
by a weak Japanese prime minister. remain 





— unfulfilled. The Japanese will be 
confirmed in their suspicion that whinin : 


negotiations are intended to. disman 


balance (Japan's labyrinthine distr 
system, for example, and A 
ings and investment). They reac 
- ng point at the end of 
can trade representative, Mrs- 
.— (who is not in Palm Springs this ^ 










.. then. Three more rounds of s talks 
| by the summer. 


i supposed to be mulling over what a 
301 of the 1988 trade act (“super-30! 
- products, supercomputers and satellit 
. interim report is due by the end of M 
- and a decision on retaliation by July, t 

. months if progress is being made. . 


new round of super-301 investigitions i 
«to start. 


-on Capitol Hill into something serio 


Americans are interested only in maki 
bullying assaults on Japanese society. 

If that is the way it goes, it will be par for. 
the course in such trade talks. The diff 
ence this time is that deadlines in American 
legislation. may force a showdown. The § 


"structural" barriers to a more even trad 


Y 


nerica's lo ow S 





supposed to make a report to C n 


- Meanwhile, na Bush au i 
any, it will take against Japan under 


its practices in restricting imports « 





under present law that can be put off b 


. These red-letter days have tu 
— otherwise be humdrum | 
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ator Max Baucus, a Democrat from Mon- 
tana, has introduced legislation that would 
force retaliation against Japan if the sui talks 
fail, and would require retaliation on the su- 
per-301 complaints in June whether or not 
progress was being made. 

What with Eastern Europe, Panama and 
now Nicaragua, Mr Bush is riding high, and 
ought to be in a position to ignore the anti- 
Japanese baying in Congress. But super-301 
has limited his freedom of action, and the 
electoral timetable is limiting it more. Sena- 
tor Richard Lugar, an Indiana Republican 
who is a former chairman of the Senate For- 
eign Relations Committee, says that Japan is 
Opening up in response to market forces— 
but not at a pace that matches the American 
political calendar. Congressmen are terri- 
fied of charges that they are not tough 
enough on Japan—and there are congres- 
sional elections this November. Mr Bush’s 
administration is gradually being backed 
into a corner. 

So is Mr Kaifu's. It foolishly stood fast 
against the Americans on several points 
where it should have given way: notably on 
strengthening Japan’s feeble Anti-Monop- 
oly Act, and on getting rid of the law that 
protects corner groceries and (incidentally) 
keeps out big American retail chains. True, 
more than a third of the regulations on the 
location, size and opening hours of Japan’s 
larger retailers are contained in local ordi- 
nances pushed through by planning officers 
looking after their friends. Abolishing the 
store law would not affect them. But, in a 
country where an example from the top car- 
ries so much weight, repealing the store law 
would have sent a powerful message to the 
city halls across Japan—and, perhaps more 
significantly, to America as well. 

Instead, Japan has left itself with noth- 
ing but unpalatable choices if it is to satisfy 
the Americans. More public spending? Ja- 
pan has rightly been rejecting American de- 

for more infrastructure investment. 
It has already embarked on a great overhaul 
of its housing stock, along with wholesale re- 
development of commercial property be- 
longing to its rundown heavy industries. 
Construction firms are already booked up 
for years to come. More huge projects would 
only make matters—and inflation—worse. 

Worse still, some Japanese officials now 
see their only possible concession as some 
form of managed trade. They are talking 
about government restraints on exporters 
and subsidies for imports. Congress would 
be happy, if not the world economy. 

How have the clever Japanese got them- 
selves into such a fix? There have been some 
unhappy personality clashes. Mr Makoto 

mi, the vice-minister for international 
affairs at the finance ministry, is said to be 
disliked as much by his own people as by the 
Americans. Japan’s new am or in 
Washington, Mr Ryohei Murata, has not 
been a tower of strength. Disastrously, the 
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| foreign minister himself, Mr Taro 
' Nakayama, a brainy enough fellow, has 


failed the most important test facing any 
Japanese foreign minister: making friends 
with the American secretary of state. Mr 
Nakayama and Mr James Baker are said to 
dislike each other heartily. 

Typically, Mr Nakayama—who is in 
Palm Springs this weekend with Mr Baker— 
was one of only two ministers from the pre- 
vious cabinet whom Mr Kaifu had forced 
down his throat by party leaders when he 
formed his new cabinet on February 28th. 
Neither Mr Bush’s team nor Mr Kaifu’s has 
anything but the best of intentions as they 
try to deal with each other this spring. That 
is how a lot of wars have started. 





Cambodia 


‘No will, no way 


FROM OUR SPECIAL CORRESPONDENT IN JAKARTA 


664 NOD knows, the rest of us have tried 

hard enough. The obligation now 
lies on the Cambodians to stop the killing in 
their country.” So said a dejected Mr Gar- 
eth Evans, the Australian foreign minister, 
after the Cambodian peace talks in Jakarta 
broke down in the small hours of March Ist. 
He is right—and, depressingly, the killing is 
unlikely to stop. 

The Jakarta meeting was an attempt to 
get the four Cambodian factions to agree on 
a detailed version of Australia’s proposed 
peace formula, which the five permanent 
members of the UN Security Council had al- 
ready blessed in outline. By the time they ar- 
rived in Jakarta, the four factions—the Viet- 
nam-backed government of Mr Hun Sen 
and a three-part opposition coalition led by 
Prince Sihanouk but dominated by the 
Khmers Rouges—had already agreed that 
the UN should play an “enhanced role”. The 
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Australians produced a 158-page document 
saying how this would work in practice. If 
the four had agreed on it, the way would 
have been clear for a resumed session of the 
full-blown Paris peage conference, which 
last met in August, to seal the deal. 

Instead, the two Cambodian parties 
that count—Mr Hun Sen and the Khmers 
Rouges—ended up deadlocked over one 
word in the final statement: "genocide". Mr 
Hun Sen and the Vietnamese foreign minis- 
ter, Mr Nguyen Co Thach, who was at the 
Cambodian prime minister's side through- 
out the meeting, wanted a sentence saying, 
"Appropiate arrangements should be made 
to ensure the non-return of the genocidal 
policies and practices of the Pol Pot regime." 
The Khmers Rouges naturally said forget it. 
They do not deny that an estimated one- 
sixth of Cambodia's people were either mur- 
dered or starved to death during their rule 
of the country in 1975-78. But they sa 
was a "mistake", or the Vietnamese were w 
blame, or the Americans. 

Mr Hun Sen and Mr Thach knew the 
wording was unacceptable to the Khmers 
Rouges. Why, then, did they insist on it? 
One reason is that the Vietnamese genu- 
inely feel the Khmers Rouges should be fac- 
ing the World Court for war crimes, not 
wearing well-cut suits and tucking into hotel 
buffets in Jakarta. Mr Thach's acute anten- 
nae can sense that sympathy for this view is 
growing in the West. Besides, things are go- 
ing all right on the battlefield; Mr Hun Sen’s 
troops, aided by Vietnamese advisers, this 
week recaptured the western town of Svay 
Chek from the rebels. And the Vietnamese 
felt they had already made enough conces- 
sions—particularly an unequivocal yes to 
UN verification of their troop withdrawal 
from Cambodia (which, they now confess, 
was not as total as they had earlier claimed). 

The Khmers Rouges arrived with glc-- 
brochures and a propaganda video, anc 
was clear that even they had been reading 
the newspapers. They now 
believe in “liberal economy, 
liberal democracy and plu- 
ralism", Mr Khieu Sam- 
phan said. They do not, 
however, any more than Mr 
Hun Sen, believe in giving 
up much. 

Mr Khieu Samphan 
was careful to give the im- 
pression that he supported 
the Australian proposal, 
the heart of which is that 
the UN should run Cambo- 
dia until free elections can 
be held. Yet, after the talks 
ended, he admitted that he 
had "not had time to look 
at the Australian docu- 
ment." He also continued 
to suggest that a four-party 
government should rule 
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during the interim period. 

The Phnom Penh regime rejects that, so 
it is back to the deadlock of six months ago. 
The Security Council big five are due to 
meet in Paris again March 1 Ith-13th to talk 
about Cambodia. China and Russia might 
be persuaded to lean more on their respec- 
tive clients, the Khmers Rouges and the 
Vietnamese, but would there be any point? 
An imposed settlement would mean the loss 
of many peace-keepers' lives. It would also 
give the Khmers Rouges another chance to 
fan the still intense fires of Khmer resent- 
ment against foreign interference. 

The outside world is also going to have 
to ask how much it is willing to pay for peace 
in Cambodia. The Japanese, for instance, 
are fed up with everyone assuming they will 
pick up the bill when they are not even rep- 
resented at the talks. The bill is large: the 
Australians calculate that an adequate UN 

sence would cost $987m for 12 months, 
5 billion for two years—more each year, 
probably, than Cambodia's GNr. Mr Evans 
spoke for many when he said at the end, 
"there are limits to my masochism, I’m 
afraid." 


/ China 
Traitor 


FROM A CORRESPONDENT IN BEIJING 


D A secret speech last month, just after 
the Soviet Communist party's decision 
to abandon its monopoly of power, Mr Jiang 
Zemin, general secretary of China's Com- 
munist party, called Mr Mikhail Gorbachev 
“a traitor” to communism. It is rare for a 
Chinese leader to introduce personal abuse 
into a commentary on foreign affairs. In 
1958, when China was determined to break 

e from what it regarded as Soviet domina- 
uon, Chairman Mao would only say, “We 
must not eat pre-cooked food." Mr Jiang’s 
robust remark is a measure of China's hor- 
ror at what is happening in Russia and East- 
ern 





ope. 
The remark is unlikely to have been 
made in a fit of spontaneous anger. Even if it 
was, it has been retained in the copies of the 
speech now being circulated among top offi- 


cials. The Soviet president's "rejection of 


the socialist system" need not, however, 
lead to a cold war between Russia and China 
of the sort that broke out in the 1960s (and 
occasionally turned hot). As the speech was 
made in secret, China can, if it wishes, deny 
its existence. After all, Mr Jiang called for a 
convenient policy of "do-nots" towards 
Russia: do not follow Russia's reforming ex- 
ample, do not have so much contact with 
Russia—but also do not make public criti- 
cism or comments. China has commented 
favourably on the second round of troop re- 


duction and “confidence building” talks 
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with Russia that ended in Beijing last week. 
The next round is planned to take place in 
Moscow in April. 

For its part, Russia wants to retain cor- 
dial ties with China, even it means swallow- - 
ing a certain amount of hypocrisy. A Soviet . 
official in Beijing denied any knowledge of 
Mr Jiang’s speech, although if he is doing his 
job properly he should have borrowed or ' 
filched a copy of it by now. A crucial test of 
the state of relations between the two coun- 
tries will be whether the planned visit to 
Moscow by the Chinese prime minister, Mr 
Li Peng, goes ahead in April. 

The best guess is that it will. The Chi- 
nese foreign minister, Mr Qian Qichen, said - 
in Geneva on February 27th that the 
changes occurring in other communist 
countries would not affect China’s links 
with them. Its policy of non-interference in 
other countries’ affairs would continue, he 
said. He remarked wryly that China had had + 
the odd difficulty with Eastern Europe even : 
when it was run by communists. 

Neither, said Mr Qian, did China feel, 
isolated. Presumably he felt compelled to 
make this denial, although the facts are oth- - 
erwise. China is now the undisputed leader 
of what is left of the Marxist-Leninist world. 
It is lonely at the top. 





Pakistan 
Miss Bhutto's | 
distractions i 


FROM OUR ISLAMABAD CORRESPONDENT 


current political joke in Pakistan is 
that, after more than a year in office, all 
Miss Benazir Bhutto has been able to deliver 
is a baby. Although the prime minister has 
made no awful mistakes, neither has she ac-. 
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complished It was only on February 
24th that she faced up at last to the troubles : 
in Sind—and Sind is her home province. 
Her decision to replace im Ali 
Shah as the chief minister of Sind followed. 
months of disorder there. Characteristi- 
cally, Miss Bhutto took her time in responde 
ing to charges by both the opposition and 
her own party that the Qaim administration - 
was incompetent. She sacked Mr Qaim only. 
after a fresh bout of ethnic violence in Kara- 
chi, Sind’s capital, on February 7th had left - 
scores of people dead and more than half 
the city under army control. E. 
Even this change was cosmetic. The new, 
chief minister, Mr Aftab Mirani, a distant - 
relation of Miss Bhutto's, assumed charge 
without any apparent plan to restore peace. 
Nor, apart from bland exhortations, did he 
signal any intention to reopen lines to the 
Mohajir National Movement (representing - 
migrants from India), whose clashes with — 
Miss Bhutto's supporters set off the latest - 
violence. 
The prime minister is performing no : 
more impressively on the national stage. She 
spends her energies skirmishing with an im- 
placable opposition. The opposition relishes — 
this. As one of its leaders puts it, "The next 
best thing to ousting Bhutto is to render her - 
ineffective.” * 
The opposition is seeking to put her f 
ther on the defensive by having some mis- 
chievous fun with the constitution. Under a _ 
constitutional quirk dating back to a decree 
by the late General Zia ul Haq, the president — 
loses his power to nominate a prime minis- - 
ter on March 20th. The opposition says this - 
means that Miss Bhutto will need eithér a 
fresh vote of confidence or re-election by the © 
National Assembly. Miss Bhutto insists, 
probably correctly, that it means no such — 
thing. She defeated an opposition vote of 
no-confidence last November, and has no 
intention of inviting another one. M. 
Very well, says the opposition, the vio- 
lence in Sind and elsewhere, particularly in 
Punjab, is a clear sign that the government is | 
inept. Should it not seek a fresh parliamen- 
tary mandate? Miss Bhutto is not having this. 
either, knowing that she could either be 
voted out or see her slim parliamentary ma- 
jority whittled down further. * 
All this involves time and effort for a 
working mother. But it gives her an excuse. 
to put off tackling the country's real trou- 
bles. One is corruption, Another is taxes: 
few Pakistanis pay them. A third is educa- 
tion: three-quarters of Pakistanis are illiter- 
ate. A long-promised cabinet reshuffle is still 
awaited. No policy or legislative agenda 
been set by a government lurching from one 
crisis to another. The new dawn promised - 
on Zia's death has yet to arrive. In her sec- 
ond year of office, Miss Bhutto still acts like _ 
a mere politician rather than a national lead- 
er—and a vulnerable politician at that. —— | 
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India 


Handlooms for all 


FROM OUR INDIA CORRESPONDENT 


HE Congress party of Mr Rajiv Gandhi, 

which was defeated in November's gen- 
eral election, looked like taking another 
beating in this week's state elections. Eight 
of India's 25 states, all of them previously 
held by Mr Gandhi's party, went to the polls 
on February 27th. As counting of votes con- 
tinued through the week, it was clear that in 
at least five states the party was trailing. 

What appeared to be good news for the 
government of Mr V.P. Singh was received 
with mixed feelings by businessmen. For five 
years under Mr Gandhi, the economy 
boomed. Industrial output went up by more 
than 896 a year. Now industry, and most 
other non-agricultural parts of the economy, 
fear the good times may be over. 

Share prices in India's young stock- 
markets are drifting steadily lower. Thou- 
sands of investors who had paid a deposit to 
buy shares of new issues are refusing to com- 
plete their deals. The main sufferers are five 
companies that had announced new issues 
ranging from $160m to $500m each. The 
earlier success of some 40 new issues had en- 
couraged these five companies to think big. 
Two intended to set up steel plants, two are 
in fertilisers and pesticides, and one is in 
heavy engineering. All five are now cutting 
back on their plans. 

An early indication of government 
thinking was the appointment to its plan- 
ning commission of three men known to be 
enemies of modern industry and supporters 

of the village and handloom industries fa- 
- voured by Mahatma Gandhi. They said they 
wanted 5096 of public investment to go to 
the rural sector (against the present 3796) 





More money for the villages 
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with the object of making a "direct attack" 
on poverty. They did not mind if India's 
growth rate went down as a result. 

It is too early for the economy to be af- 
fected. In any event, timely rains in February 
have guaranteed a bumper spring harvest. 
The output of foodgrains is expected to ex- 
ceed 180m tonnes this year (against 1 70m in 
1989). This should keep prices down and 
dampen wage demands in industry—per- 
haps leading to an increase in industrial out- 
put this year too. But a fall in investment 
could mean less less growth in 1990-91. 

The Pepsi-Cola incident has troubled 
industrialists. Two of Mr Singh's ministers 
objected to a plan by the American com- 
pany to join two Indian companies in setting 
up an export-oriented food venture in the 
troubled state of Punjab. Pepsi, they said, 
should leave the country. After weeks of 
procrastination the Pepsi plan was given 


government approval. On February 20th 
the finance minister, Mr Nadhu Dandavate, 
hastened to add that that the government 
would honour all the commitments of its 
predecessor. But some prospective foreign 
investors who had been eyeing the Indian 
market have lost interest. 

More encouragingly, the budget this 
month is expected to take a new approach 
in an effort to bring down a government def- 
icit now estimated to equal 3.7% of anr. For 
years both Mr Gandhi and his mother had 
raised tax rates and pushed up the adminis- 
tered prices of goods produced by the public 
sector to try to get more revenue. That lifted 
the inflation rate but not much else. There 
have been no increases in administered 
prices this year, and statements by Mr 
Dandavate and Mr Singh suggest the gov- 
ernment is going to concentrate instead on 
cutting its non-development spending. 





America's Philippine bases 


Looking over the eviction notice 


R RICHARD CHENEY, America's 

defence secretary, was polite on his 
return from two weeks in Asia: “I sense that 
the political dynamics and the current envi? 
ronment are such that it's difficult to find 
elected leaders who are willing to stand up 
publicly and embrace the continuation of 
the current arrangement." Impolite transla- 
tion: Philippine politicians, more jingoistic 
with every passing speech, are in the mood 
to kick America out of its Philippine bases 
when the agreement on them expires in Sep- 
tember next year. 

The hotbed of anti-American sentiment 
is the Philippine Senate. But even President 
Cory Aquino, who (it had been assumed) 
was playing for time in an effort to out- 
manoeuvre the Senate and keep the Ameri- 
cans on, is feeling less hospitable. In a silly 
sulk over some American criticism and cuts 
in America's aid budget, Mrs Aquino re- 
fused to see Mr Cheney when he came to 
call—even though she owes her job partly to 
the fact that the American air force inter- 
vened in December to help defeat the latest 
rebellion against her. With Philippine poli- 
tics sinking ever deeper in a swamp of per- 
sonal rivalries, the chances are increasing 
that the Americans will have to leave. 

That prospect worries most other coun- 
tries in the region—from Japan through 
South-East Asia down to Australia. The big- 
gest reason is that the bases, principally the 
air base at Clark Field and the naval one at 
Subic Bay, help America to project its power 
from the Pacific to the Indian Ocean and 
the Gulf. This military umbrella is worth 
keeping open: around 5096 of East Asia's oil 
passes through the Malacca, Sunda and 
Lombok straits (see map on next page), and 


almost 9096 of Japan's oil supplies cross the 
South China Sea. Moreover, if war should 
ever break out in Japan or South Korea, the 
Philippine bases could give support from 
outside the combat zone. 

Close Subic Bay, America's largest for- 
eign naval base, and Clark Field, and the 
umbrella begins to look less than water- 
proof. There are alternatives in the Pacific 
to Subic and Clark, but they would not be as 
good and they would cost a lot. According 
to a deliberately low estimate by a former de- 
fence secretary, Mr Frank Carlucci, it would 
cost $2.5 billion just to make the move—the 
harbour at Guam, for example, would have 
to be deepened to take aircraft carriers— 
and $590m in annual operating costs, cc 
siderably more than in the Philippines. ke- 
deployment to existing American bases in 
Japan, Guam and Hawaii would put Ameri- 
ca's forces at least another 1,500 nautical 
miles away from South-East Asia—which 
would mean a 15-2096 cut in the time a ship 
spends "on station" in the region, and 
fighter aircraft out of range of a land base. 

A second alternative would be to de- 
velop or expand facilities in Micronesia and 
the Northern Marianas, on the islands of 
Palau, Saipan and Tinian. But Palau's con- 
stitution forbids anyone to "use, test, store 
or dispose of’ nuclear weapons there. Be- 
sides, those islands are dauntingly distant 
from where any fighting is likely to be. 

A third option would be to go to en- 
tirely new sites near the South China Sea. 
But where? Because of China's sensitivities, 
Taiwan is out of the question. Singapore, 
which has volunteered facilities, has little 
space to offer. And while Singapore is ide- 
ally located to support American action in 
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would provide neither the Philippines’ 
cheap labour nor its hedonistic facilities for 
rest and recreation". 
.. Still, a Singapore something is better 
than a Philippine nothing, and at least Sin- 
gapore is willing to admit that global geopol- 
‘itics is not the only reason to worry about a 
shrinking American presence in Asia. Even 
in the Pacific, after all, the superpower con- 
st may be toned down in the next few 
ars: Mr Gorbachev's Russia claims it has 
already cut 50 ships from its Pacific fleet and 
withdrawn all its jet fighters and bombers 
from its base at Cam Ranh Bay in Vietnam. 
But America has not only counterbalanced 
Russia; it has also kept several regional pow- 
ers from each other's throats, a job it will 
have more trouble doing if it is banished 
from the Philippines. As Mr Goh Chok 

Tong, Singapore's first deputy prime minis- 
ter, told the ruling People’s Action party on 
February 25th: “If there is a vacuum, new 
regional powers will emerge. It is in the hu- 
man being; it is in the nature of civilisation 
and in the nature of history.” 

- Mr Goh is right. With America as 
South-East Asia’s guarantor, the countries 
of ASEAN have had the good fortune of 
spending a smaller portion of their GNPs on 
defence than almost any other developing 
sountries—and that despite having, in Viet- 
nam, a bellicose neighbour that has terrified 
them all. Take away America 
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Johnny on the spot 


, AFRESTED, fingerprinted, taken to 
MN jail on charges of murder and rebel- 
lion: in most countries Senator Juan 
.. Ponce Enrile would be hiding his head in 
|. shame. But in the Philippines politics is 
= soap opera, and who better than Mr 
. Enrile, an accomplished lawyer and the 
. sole opposition senator, to star in the in- 
evitable courtoom scene? On February 
27th, as the police waited to march him 
= away, a smiling "Johnny" Enrile cele- 
_ brated his new role with a speech to the 
Senate and a press conference. "As I leave 
you today," he declared, “I pledge to you 
that no jail shall stop me from trying my 
s voice the grievances of the Filipino 


people. 
_ . The grievances are real enough. Half of 
the nation's 60m people live below the of- 


-ficial poverty line; a third of the workforce 
. is underemployed; corruption is near-uni- 
versal; and a foreign debt of $27 billion 
: me up around 3096 of the country's 
. yearly export earnings. MOMS 

- The question is about Mr Enrile's 
. method of redressing the grievances. The 
. senator was in government for 20 years, 

. first under Ferdinand Marcos and then, 
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as regional policeman, and 
all sorts of tensions would 
emerge. Thailand, worried 
that its accord with America, 
under the Manila pact of 
1954 was becoming worth- 
less, might flirt with China . 
to counter Vietnam; Indone- 
sia, perpetually afraid of 
China, might cuddle up to 
Russia and Vietnam. 1 

Singapore would feel 
even more insecure than it 
already does as an essentially 
Chinese island in a Muslim 
Malay ocean. Rich Japan (al- 
ready the world's biggest de- 
fence spender after America l 
and Russia) is an obvious W z^. 
candidate to flex its muscles, F 
and so, too, is India, As Mr e 
Goh points out, the Indians 
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might well want to stretch a military Kafi as 
far as Fiji, a troubled island-state half of 
whose population is Indian. Thailand, Ma- 


laysia and 


their defence spending (Malays 
be worried about [5 


Singapore are already increasing 

alaysia is said to 
Indonesia). And China 
and Vietnam have already clashed over the 


Spratlys, a group of largely uninhabited is- 


lands in a potentially oil-bearing part of the 
South China Sea; the islands are claimed by 
China, Taiwan, Vietnam, the Philippines 


^ Jt x i 
briefly, under Mrs Cory Aquino, who 
he had helped to depose Marcos. An aide 
to Mr Enrile during the Marcos years was 
Colonel Gregorio “Gringo” Honasan. 
The police say the senator entertained 
Gringo to dinner in his house on Decem- 
ber Ist. At the time Gringo was leading 
his latest coup attempt against Mrs 
Aquino. Had it not been for some timely 
overflights by American warplanes, he 
would probably have succeeded. 

As it was, the rebellion by Gringo and 
his Reform the Armed Forces Movement 
(known, in a society fond of Sylvester 
Stallone, as “the Ramboys") left. more 
than 100 dead and 500 wounded. It emp- 
tied hotels of tourists, haltéd a three-year 
improvement to the economy and put a 
question-mark over Mrs Aquino's ability 
to survive until the election due in 1992. 
But to arrest Mr En 
Aquino's officials suspect he had a part in 
at least two previous coup attempts— 
smacks of anger and desperation. Two 
weeks ago the theme of Mr Enrile's birth- 
day party was “a coup”, with hundreds of 
guests turning up in combat gear. Mrs 
Aquino has claimed publicly that there 
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and Malaysia. i 

But will the policeman really have to 
switch his beat? The Philippines’ economic 
plight ought to make its government think 
twice before throwing out the Americans 
and their $1 billion-plus-a-year contribution 
to the country’s economy. Yet everyone in 
South-East Asia is uncomfortably aware 
that these days Philippine politicians are 
hardly thinking once, let alone.twice. 
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was no political motive in the arrest. She 
is widely disbelieved. 

. Keeping Mr Enrile out of mischief for, 
long, however, will depend on making the 
charges stick. He is accused of conspiring 
to "join, promote, maintain, cause and/or 
direct" rebel troops and civilians to over- 
throw the president; of harbouring 
Gringo (who is still at large); and of caus- 
ing the death of a child and injuries to 
four other people when rebel aircraft at- 
tacked a radio station. The murder charge 
means Mr Enrile can be denied bail. If 


convicted, he faces life imprisonment. In 


jail Mr Enrile, who administered martial 
law for Marcos and ordered the arrest of 
thousands of people, was philosophical: “I 
have risen. Now I am down." ` 

With, perhaps, nowhere to go but up. 
The Philippines is a litigious society in 
which court cases never seem to end. In 
any event, the Supreme Court ruled in 
—— that the ier of rebellion e 
murder cannot be tied together in a single 
charge. On March Ist the court ordered 
the government to explain why Mr Enrile 
had been arrested. If he walks free, he will 
fancy his chances as the next Philippine 
president. After all, Ferdinand Marcos 
reached the presidency after being acquit- 
ted of murder. | | 
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Cathay Pacific. 


The Airline for a world where a French hero 
is an American named Chang. 





At 17, Michael Chang con- 
quered the French Open and 


captured the hearts of fans of all 


nations. He's a rising star in an 
increasingly cosmopolitan world. 

The world of Cathay Pacific. We 
pioneered ultra long-haul inter: 
continental flight. Bringing the 
world closer to our home, Hong 
Kong. Our every flight is international. 
With flight attendants from 10 Asian 
lands whose service is almost as 
legendary as Mr. Chang's. And who are 
dedicated to a single purpose: helping 


you arrive in better shape. 
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“Future generations must 


be inheritors, 


not just survivors? 


GEORGE SCHALLER 


Snow leopards in the Himalayas. Tigers in 
the wilds of India. Mountain gorillas and lions in 
Africa. Jaguars in the swamps of Brazil. 

George Schaller, pictured above with a snow 
leopard, has spent many years 
in remote and rugged places 
studying the natural history 
of rare animals — and fighting 
for their survival. 

He sees these animals as 
symbols of the habitats in 
which they live. Preserve their 
habitats and thousands of 

other plants and animals will 
PANDAS ARE LEFT ALive. be assured of a home. 

As the Director for Science of Wildlife 
Conservation International, a division of 
the New York Zoological Society, Schaller 
and the staff have helped establish more 
than 50 wildlife reserves around the world. 

George Schaller points out that the 
destruction of environments is now so dras- 
tic that, in the decades ahead, the nature of 
life on earth will be irrevocably changed. 





DR. GEORGE SCHALLER AND A SNOW LEOPARD 


For Schaller, saving fragments of 
nature is a matter of great urgency. 

Recently he faced one of his greatest 
challenges, working with Chinese scientists 
to save the giant panda, of which there are 
fewer than 1,000 still alive in the world. 
Currently he is working on the Tibetan plateau in 
order to help preserve the wildlife of those remote 
uplands. 

Since his work takes him to some of the most 
forbidding places on earth, choosing the right 
equipment is crucial to success. 

It is not surprising that Schaller wears a 
Rolex. “My watch has got to be absol utely reliable, 
as animal observations are invariably recorded 
under the most demanding conditions. My Rolex 
has never let me down” 

Inhospitable conditions seem Wi 
to pose no problem for George = 
Schaller. Or his Rolex. ROLEX 
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Megastate west 


SAN FRANCISCO 


STIRRING of excitement murmurs 
through the politics of California, that. 
national bellwether. One sénator is mired in 
scandal, the other is running for governor in 
an open race whose winner will preside over 
the apportionment of a clutch of new con- 
eressional seats, issues from oil spills to red- 
ods to corruption abound, and to cap it 
-an the state's presidential primary is about 
to be granted the attention its inhabitants 
feel they deserve. The only problem is that 
voter apathy is also growing. ' 

With the approval of the national Dem- 
ocratic party, California hopes to move its 
primary to the first Tuesday in March, 
rather than its customary tail-end spot in 
June, where it has had little influence on the 
choice of candidate in either party. The idea 
has been approved by both houses of the 
state legislature. But a last-minute, and 


characteristically local, worry has held up. 


the approval of the Republican governor, 
Mr George Deukmejian. 


The worry. concerns reapportionment 


of congressional seats. The state has grown. 


by 4.6m people since 1980 to more than 
29m, which will give it perhaps as many as 
seven éxtra representatives to add to the 45 
it now sends to Congress. Its increasing 
daminance of national politics, with more 
in 50 congressmen, will reinforce Califor- 
nia's reputation as a trend-setter. 
Adding those seven extra seats will re- 
quire the legislature to draw new boundaries 


for every congressional district. It seems un- 
likely that there is enough time for reappor- 
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tionment to be designed and accepted be- 
tween the conclusion of the 1991 legislative 
session (which must end in September) and 
March 1992. 

One way to avoid this is to split the 1992 
primary into a presidential one in March 
and one for state offices later, perhaps in 
June or September. However, voter turn-out 


- (54906 at the last presidential election) would 


drop if the state candidates were on a ballot 
that lacked the star attraction of presidential 
candidates. It also costs $40m to stage an 
election in California. Some legislators hesi- 
tate before holding three in one year. 

At base, what troubles Mr Deukmejian 
is the memory of what happened in the early 
1980s when Democrats dominated both the 
legislature and the governor's office and 
could draft boundaries to their advantage. 
When the legislature, ordered to do so by 


the courts, got around to another try, it de- 


- vised a system so safe for everybody then in 


office that there has been almost no turn- 
over in either congressional or legislative 
districts. Republicans are determined to 
hold on to the governor's post so that they 
can veto such gerrymandering. 

It is difficult to imagine that anything as 
dry and technical as reapportionment of po- 
litical districts could inflame passions, but i: 
has. At least seven different "reform" pro- 
posals have been circulated as initiatives to 
seek voter support. So far, two of them have 


| 





— 
gained enough signatures to qualify for the 
June primary election. One would put the — 
task of reapportioning political boundaries ~ 
in the hands of a new commission. Another — 
would require a two-thirds vote in each legis- ~ 
lative house, thereby protecting Republican | 
interests, and would restrict the money legis- 


T" 


lators could earn apart from their salaries. 
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Shrimp stings and personalities ` 
Californians are even more shocked than | 
others at the role money now plays in poli- 
tics. In part this dismay centres on the plight 
of Senator Alan Cranston, for three decades. 
a towering figure in Democratic circles, but. 
now being investigated by the Senate ethics E 
committee over his acceptance of large sums _ 
from a lobbyist. His support in opinion polls. 4 
has fallen to an all-time low. T 
The troubles of smaller fry are attracting | | 
even more interest. A state legislator, Mrjo- - 
seph Montoya, has been convicted of extor- _ 
tion and racketeering in connection with 
money he received from special interests, i 
purportedly in exchange for his vote. The 
Montoya case brought into the open a 
“sting” that the FB1 had been running in the - 
state capital for a yeat or more. Having con- 
trived a false front for a hypothetical — 
shrimp-selling operation, FBI agents 
equipped with hidden tape-recorders went ~ 
through the process of offering legislators - 
money while asking for their votes. Mr 
, "t 
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AMERICAN SURVEY 


.. Montoya may not be the only victim. 

Such disclosures have appalled the gen- 
= . eral public. Respect for politicians is low. 
- . Campaign costs are high. Once in office an 
elected official begins to fret over amassing 
money for the next election. In 1986, the 
last year when the governorship was at 
stake, Californians spent a total of $105m 
on elections just for state officials. 

This year the total accumulated by Janu- 
ary for the governor's race alone was $13.9m 
and rising. One reason for Republicans' 
confidence that their candidate, Senator 
Pete Wilson, is likely to win is that he has 
- raised nearly two-thirds of this. Of the two 
contenders for the Democratic nomination, 
Mr John Van de Kamp, the state attorney- 
general, has raised $3.3m; Mrs Dianne 
Feinstein, a former mayor of San Francisco, 
$2.3m, about half of this of this her own and 

her husband's money. 
A Senator Wilson enjoys several advan- 
tages beyond his ample campaign chest. By 
. announcing his plan to run early, he fended 
off any rivals. He does not face a June pri- 
_ mary contest, as the Democrats do. In addi- 
tion, his wide acceptance among voters has 
been recently registered: he won re-election 
. to the Senate in 1988 with more than 5m 
. votes. Polls have showed him consistently in 
. the lead—until February. 

| Then the Mervin Field California Poll 
astonished all by showing that Mrs 
-. Feinstein, long trailing in third place, had 
_ suddenly jetted to the top in the public's fa- 
your. Whar tilted the odds was $500,000 she 
— spent on television commercials in three 
- Carefully chosen media markets, especially 
_ in Los Angeles where she is less well known 
— than in northern California. 
This may be a flash in the pan. She is 
— not as well known in populous southern 
— California as Mr Wilson, one-time mayor of 
San Diego, or Mr Van de Kamp, formerly a 
-. district attorney in Los Angeles. But being a 
—. woman, she has a large automatic constitu- 
 ency. Her claim to administrative talent is 
slightly dimmed by the fact that her succes- 
sor as mayor discovered a serious deficit in 
- city funds when he took office. But one asset 
in Mrs Feinstein's favour is a lively and 
forthright presence on television. This 
could prove important. Much of Califor- 
mia's political history has been formed 
-. around personality. 
Campaigning for governor of California 
- is a mixture of glitzy entertainment and the 
shrewd definition of particular media mar- 
- kets. Campaigns depend on telemarketing, 
—. computerised direct mail and high-salaried 
| professional campaign managers, indepen- 














dent of the parties, who know how to create 

"news events" that will be covered by televi- 

sion cameras for "free media" use on the 

evening newscasts. 

P: But recent election-law reforms have 
made a party's freedom to spend greater 

than a candidate’s, which has strengthened 
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party power—contrary to the whole tradi- 
tion of indifference to parties in California's 
history. It was this that attracted a former 
governor, Mr Jerry Brown, from ascetic 
meditation to the unlikely job of chairman 
of the state Democratic party, where he now 
busies himself with fund-raising and or- 
ganising—especially fund-raising. He has 
garnered some $3m in a few months and 
hopes to collect about $7m to.spend this 
year, The party had a $250,000 deficit when 
Mr Brown took on the chairmanship. A 
televised drive to get a steady flow of con- 
tributions has generated a flow of about 
$75,000 a month. 

While Mr Brown seeks cash, others are 
trying what is usually futile in California: lo- 
cal organisation of party enthusiasts. Demo- 
crats still outnumber Republicans on official 
lists, 7m to 5.4m. But the gap between the 
parties is shrinking. For the first time since 
1934, Democrats acknowledge, fewer than 
50% of the electorate are registered Demo- 
crats. Oddly enough, the Field poll, which 
makes a continuing effort to track those 
who "lean towards" one party or another, 
has not discovered a pronounced shift to 
Republicans. Instead, it finds what one of its 
pollsters calls “a disengagement from poli- 
tics by the general public. The level of inter- 
est in public issues seems to be declining." 





The economy 


olow-bicycle race 


WASHINGTON, DC 


ICH is the bigger short-term eco- 

nomic worry: inflation or recession? 

This familiar question is especially pointed 
for the American economy today. The latest 
figures confirm that economic growth in the 
fourth quarter of 1989 was agonisingly slow, 
below 196 at an annual rate. Durable-goods 
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orders, admittedly a volatile number, fell by 
a record amount in January. Worse still, cor- 
porate profits, the source of most invest- 
ment finance, were down 1096 in 1989 and 
seem to be sliding further. Some regions, no- 
tably the north-east, look to be in the grip of 
a recession. 

Yet inflationary pressures stay strong. 
The chairman of the Federal Reserve, Mr 
Alan Greenspan, in his latest testimony to 
Congress, describes the 1989 inflation per- 
formance as disappointing. Thanks to a 
sharp rise in food and energy costs, January 
saw the biggest jump in consumer prices for 
eight years. The annual rate seems to be 
stuck at 4!/5-596. Because productivity 
growth remains in the doldrums, unit la- 
bour costs are also rising at 596, faster than 
in most other countries—which makes the 
trade deficit even harder to cure. As usual, 
little help can be expected from fiscal policv: 
Congress and the administration are 1 
even pretending to negotiate over the fea- 
eral budget for 1991. 

The Fed is following a strategy that re- 
sembles a slow-bicycle race: squeeze infla- 
tion out of the system by running the econ- 
omy as slowly as it can without toppling over 
into a full-blown recession. That fate must 
be avoided not least because it could have a 
devastating effect on debt-laden corporate 
America. Perhaps to help stave it off, Mr 
Greenspan insists that the risk of recession 
reached a peak last autumn and is now fall- 
ing. Consequently, he is firmly signalling 
that no fall in interest rates should be ex- 
pected for the next few months. And he 
strongly advises against any suspension of 
the Gramm-Rudman deficit-cutting law, 
something that would be permitted if two 
successive quarters record annual economic 
growth below 196. 

Although Mr Greenspan rightly says 
that this firmness is primarily dictated + 
domestic events, the fact that German a 
Japanese rates look like rising strongly rein- 

























All of these securities having been sold, this — appears a. as a matter of record only. 
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16,000,000 Shares 
Pudder New Europe Fund, Ir 1c. 


Common Stock 
(8.01 par value) | 








Scudder, Stevens & Clark, Inc. — Investment Ma 


LB Fonds Beratungsgesellschaft m.b.H.— Economic Adviser — 
Austria and Regional Adviser for Eastern Europe | 
(an indirect wholly-owned subsidiary of Osterreichische Landerbank Aktiengesellschaft) == 
Banco Portugués de Investimento— Economic Adviser for Portugal 


These securities were offered in the United States, Europe and Asia. — — 





United States Offering 
8,000,000 Shares 


Bear, Stearns & Co. Inc. Alex. Brown & Sons Daiwa Securities America Inc. Dillon, Read & Co. Inc. 
Donaldson, L L ufkin à Jenrette Drexel Burnham | Lambert Goldman, Sachs & Co. Kidder ņ Peabody & Co. Lazard Fréres & Co. 
Merrill I I Lynch Capital Markets — Securities Morgan Stanley & The Nikko $ Securities Co. 
Nomura Securities International, Inc. | Paine Webber Incorporated Siemon Brothers Inc  Shearson Lakonan n Hutton Inc. 
Smith Barney, Harris Upham & Co. Wertheim Schroder & Co. Dean Witter Reynolds Inc. 
Yamaichi International (America), Inc. Allen & Company Oppenheimer & Co., Inc. 


European Offering 
4,000,000 Shares 


Credit Suisse First Boston Limited Prudential-Bache Capital Funding 
Banque Indosuez N M Rothschild & Sons Limited 


Asian Offering 
4,000,000 Shares 


CS First Boston (Hong Kong) Limited Prudential-Bache Capital Funding 


Jardine Fleming International Inc. ChinTung Limited Daewoo Securities Co., Ltd. Daishin Securities Co., Ltd. 
Dongsuh Securities Co., Ltd. G.K. Goh (Stockbrokers) Pte Ltd. Hanshin Securities Co., Ltd. Hyundai Securities Co., Ltd. 
Kokusai Securities (Hong Kong) Limited The Lucky Securities Co., Ltd. — New Japan Securities International (H.K.) Ltd. 
Okasan International (Asia) Limited Ssangyong Investment and Securities Co., Ltd. Tong Yang Securities Co., Ltd. 
Wako International (Hong Kong) Limited Wardley Investment Services (Hong Kong) Limited 
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-forces it. Democratisation round the world — 
is increasing the demand for investment, . 
-+ which has to be financed from a limited sav- 
` ing pool. That points to continued high 
world interest rates. It also strengthens the 
case for a cut in the" federal budget deficit, 
which is still draining America's own limited 
savings. | | 
= The Fed's policy looks, as usual, per- 
fectly sensible. But the Bush administration . 
thinks the inflation danger is exaggerated. It 
- also doubts whether slow economic growth 
is the best or only way of eliminating it. Mr 
Bush's economic and budget strategy is en- 
ely: predicated on continued strong 
growth. If growth comes down significantly, 
balancing the budget without tax increases 
will be much tougher. The Fed, by contrast, 
reckons that inflation, even at under 5%, is 
itself the biggest threat to economic growth. 
If it sticks to its guns, it is heading for a colli- 
‘on with the president. . 















Homeward bound 


Y ARELY 11 years ago an ousted dic- 
tator named Anastasio Somoza 
stitched the first Nicaraguan thread into - 
the colourful Latin fabric that is modern- 
day Miami. He and an aeroplane-load of 
family members and henchmen arrived 
on the run from the Sandinists, who had 
just taken Nicaragua's capital, Managua. 
Last week, as the Sandinist regime 
came to an end, immigration-weary Mi- 
amians heard an unfamiliar word: exo- - 
dus. Bus stations were jammed with pas- 
sengers bound for Central America; | 
airlines reported hundreds of inquiries 
about fares to Managua, and families. 
spoke about reunification and new 
opportunities in rebuilding Nicaragua's 
economy. Official Miami heaved a sigh 
of relief, having feared that an election 























immigrants. 


sands of Nicaraguans from every class 
were remaking whole suburbs of Miami 
in the image of their homeland. . 
Sweetwater has become Little Managua, 
replete with restaurants serving 
"necatamales", "chorozos" and other | 
—. "comidas nicaraguense.” About one in 
| every ten Hispanic-owned businesses in 
|: Miami is run by a Nicaraguan, many of © 
them employíng only one or two other 
people. | 7 
The numbers are elusive, if not elas- 
tic. Planners place the Nicaraguan exile 
population at about 90,000 based on fed- 
eral and local records. But most sources, 
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victory for Mr Daniel Ortega would re- . 
sult in a further flood of Nicaraguan —— 


Over the past 11 years, tens of thou- | i 


Diplomacy 


Pangloss v 


Metternich 


WASHINGTON, DC 


| T. game everybody in Washington 


wants to play these days is called Euro- 


diplomacy. Reports on who. said what to- 


whom are embellished with nods and winks; 
misinformation is rife. | 


After their acte at Camp David, . 


West Germany’s Chancellor Helmut Kohl 


and President George Bush gave a joint. 
press conference, which, since it was in full - 
view of the world's media, might have been | 
thought to be open to only a limited number _ 
of interpretations. Not a bit of it. The key 
question of textual exegesis turns on the 
Polish border. Mr Kohl continued to say. 
while he was in America that only a unified — 
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including Nicaraguan ones, say the ofi- 
cial tally misses about half the total, 
which they place at 175,000, second. 


among Hispanic immigrants only to 


those from Cuba, their brethren in po- 
litical exile. And Nicaraguan children ` 


now comprise by far the largest foreign- - 


‘born group entering the region's public - 


schools ^ . = x we. & 
..Many of Miami’s Nicaraguans now 


want to go back. Some may have no 

choice: those whose hopes of staying in 

the United States rest on a claim to po- 

litical asylum, which is all but certain to 

be denied now that the threat of persecu- 

tion has virtually disappeared 
. election result. 
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Well, I’m not going anywhere 


be exasperated by Mr Kohl's equi 


- mans that, however much Ar 





| guans across the whole country who are: 


found in the fact that the government's | 
 , review of requests for asylum works at a. 


claims each year. - 


say if—Fidel Castro falls, the exodus. 


- found that only one in four Cubans here 


with the 


The Justice Department believes that © Commerce. 
















sovereign German state could cont 
eastern border along the Oder-Nei: 
Mr Bush promptly said that, so far: 
ica was concerned, the matter was 
the Oder-Neisse line was the bot 
that put him and Mr Kohl at odds wit 
other? Certainly not, said the pre: 
their views were “aligned”. He m 
proved right. _ he 
- The State Department holds two 
on the meaning of the Bush-Kohl exch 
One is that the administration cont 




















































on the border but is convinced tha 
all right on the night. The other is 
Bush's remarks were a sign to the W 
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nerica 





what they leave undone; 
What seems to ha 


although he would not embarrass hi 





there may be 80,000-120,000 Nicar 








awaiting the outcome of such claims. Per- 
haps half of these are in Miami. For _ 
those who want to stay, solace can be 


glacial pace, considering barely 250 


For every Nicaraguan in Miami, there 
are about five Cubans. When—few now _ 


could become a tide. But the Cubans. 
have been in Florida longer. A poll taken: 
in early February by Miami's. largest 
Spanish-language ^ television. station 


would. return to live in a post-Castro 
Cuba—a proportion that was as disap- 
pointing to Cuban nationalists as it was 
heartening to the Miami Chamber of 






































































ndeed, since he returned to Bonn, Mr Kohl 
has spoken of a joint declaration by the 
West German and freely elected East Ger- 
an parliaments that, before unification, 
would pledge respect for Poland’s post-war 
OO rders. 

« "The realisation that there are genuinely 
resolved matters among the European 
owers (a word back in vogue) has made it 
spectable to talk of the new Europe in 
her than Panglossian, best-of-all-possible- 
ids terms. Metternichian balance-of- 
wer politics—the idea that a united Ger- 
any might be offset by a pattern of 
lliances in Europe—is once more being dis- 
assed, and not just by the British, who, as 
r Henry Kissinger says, take in the balance 
power with their mother's milk. 

=A change has come over the tone of the 
York Times. In a series of articles it has 
ndered whether German reunification 
ght not be going dangerously fast. One 
jiece bluntly concluded that “what will reas- 
re Germany's neighbours is what always 
eassures neighbours: a stable balance of 
power... undergirded by a military struc- 





o dominate will be held in check". The un- 
lerlying question is what role, if any, Ameri- 
an troops will play in the new Europe. The 
Veitentichians s say that they are needed to 
hold the ring; the Panglossians that a Eu- 
rope whole and free will one day not need 
military alliances with anybody. 

- The Panglossians came out in force on 
‘ebruary 26th for a standing-room-only 
speech by Mr Walter Momper, the mayor of 
. West Berlin. He, at least, does not mince 
words. He places German ‘unification i in the 
context of a European federation in which 
he rights of the European Parliament and 
-ommission would be strengthened at the 
expense of national institutions. Existing 
pital cities would be "regional centres". 
ilitary blocks would be dissolved; Ameri- 


n troops might not remain. 








mments after meeting Mr. Charles 
ughey, Ireland’s prime minister who is 
rrently president of the European : Com- 
inity. “Transatlantic co-operation,’ — 
Bush, was now “more important than 
a.. the United States will remain a Eu- 











an power”. He endorsed M 





ne — 


=ast German election on March 18th, “And, 


“Quack quack 


re that insures that Germany's potential 


- Aware that this sort of talk scares a lot 
Europeans, Mr Bush was careful in: his 


Ar Haughey’ s- 
posals for regular meetings between the 
ky of —— iei and hi 












& HAT is the — aa best use of 

our time?" asked the Rev Jesse Jack- 
son, royally deciding that it was not the dirty 
murky business of ruling Washington, DC. 
He may be right; his mistake is to have taken 
so long to make up his mind not to run for 
mayor. By dithering he has laid himself wide 


open to the charge that he, once again, 
ducked a challenge. 


It was some challenge. Expectations 
were too high: Mr Jackson, seen as the one 








4 1990 HERBLOCK, THE WASHINGTON POST 


Mineman bd tren Pons tt 


New York 


Apple crunch 


Two rep ports from the city - 


E S ACH time: : Mayor David D : Dinkins « of 

A2 New York c 

.. Cuomo of New York state go to the office, 
they are greeted by their economic advisers 
with news of fresh disasters. The projected 

budget deficits for both state and city loom 





city.and Governor Mario 


larger on each recalculation. The credit rat- 
g of New York state (AA-) is already below 


“New Jerseys (AAA) and Connecticut’s 


(AA+). The rating agency, Standard & 
Poor’ s, is threatening to reduce it further, 
The city’s finances are in an even more 
perilous condition than the state’s. When 
Mr Dinkins took office in January he faced a 
deficit on a $28 billion budget. of $1,018m 
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wW ? magne haul the city out 
of its drug-cursed slough, could not easily 
have got away with being less than a "magic 
mayor’. His friends saw the job as a trap 
that would derail his career, banishing him 
to the innocuous — of the 1992 presi- 
dential race. 

But the timing of his decision—after a 
publicised visit to South Africa to greet Mr 
Nelson Mandela shortly after he walked out 
of prison—was inept. The sneers at his pref- 
erence for globe-trotting wrote themselves. 
He has tried to counter them by focusing on 
statehood for the District of Columbia— 
though with Washington in its current 
mess, this goal looks farther off than ever. A 
fellow-warrior in the campaign is Mr Walter 
Fauntroy, the district’s non-voting delegate 
to the House of Representatives (and quite 
possibly a competitor for the mayor’s job) 
who has called on people living in the dis- 
trict to put pressure on Congress by wit 
holding their federal taxes. 

Mr Jackson is on a different track. On 
February 27th Washington's city council au- 
thorised elections. for two "shadow" sena- 
tors and one "shadow" congressman whose 
job would be to lobby for statehood (but the 
council failed to appropriate any money for 
these shadows). The idea, which has been 
turned down on two or three previous occa- 
sions, sounds a bit phoney. But in 1956 
Alaska lobbied for statehood in the same 
way, and so did Tennessee in 1796. 

Mr Jackson, who is not prepared to 
commit himself on anything these days (in- 
cluding his presidential ambitions), has 
sounded cautiously interested in running 
for shadow, so long as the money is found. If 
he does, it will at least add an election to his 
curriculum vitae. And Alaska’s shadows 
were transformed, after statehood, into real 
senators or governors. 


What's: a Ne y Yorker to do? No money in the till, and houses can’t be sold. 


for fiscal 1991 (the year beginning July 1 
1990). Unless he can cut the deficit below 
$100m the city will again, by law, be bossed 
about by the New York State Financial 
Control Board, the body set up to nanny it 
when it came close to bankruptcy in 1975. 
This would be a humiliation for Mr Philip 
Michael, New York's budget director. He 
left his. job : as head of the Financial Control 
Board, which in 1986 was relegated to the 
role of adviser to a solvent city, to join the 
Dinkins administration. _ 

During the fat years of the 1980s both 
the state and city governments increased 
their spending at a much faster rate ethan i in- 
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Source: New York State Financial Control Bos 


flation. The city in particular had no real al- 

native. The Reagan administration had 

int sympathy for the woes of urban Amer- 
ica. Mr Ed Koch, Mr Dinkins’s predecessor, 
found himself increasingly on his own as he 
struggled to cope with the crime and public 
health hazards created by crack addiction, 


AIDS and homelessness. The life expectancy 
of men in Harlem, the black and Hispanic 
quarter of Manhattan, is even lower than it 
is in Bangladesh. 

Both the city and the state are having to 
risk frightening away more businesses by 
raising their taxes, which already soar above 
the national average, to meet revenue short- 
falls. And Mr Dinkins will have to cut a pub- 
lic workforce that has grown larger than 
New Yorkers can afford (see chart). 

If he does not manage to raise or save 
money, a manageable problem will again be- 
come an unmanageable crisis. The balanced 
budget that the mayor hopes to achieve in 
fiscal 1991 already looks unconvincing. His 
sums assume that the city’s wage bill will rise 
by only 1.5%. This is wildly optimistic. Mr 
Barry Feinstein, whose branch of the Team- 
sters’ union tends to set the pace, is demand- 
ing a 17.5% rise for his 6,000 city workers. 
The mayor is also counting on a $300m 
windfall from a proposed property sale that 
is tied up in the courts. Should things go 
wrong, the city will not this time be able to 
look to Albany for help. The state also finds 
itself in Queer Street. 





Property pie 


ELLING houses was one of Manhattan's 

boom industries in the 1980s. No 
longer. In New York, as in other east coast 
cities, the price of houses is now falling. 

The decline could be a drawn-out affair. 
After a dizzy rise in the years that followed 
‘the city’s near-bankruptcy in the mid 
1970s—the best properties rose as much as 
tenfold—the Manhattan market has been 
weakening ever since the October 1987 

ickmarket crash. The suburban markets 
in Connecticut, Long Island and New Jersey 
are even flatter. 

As is usual with property, sales fell be- 
fore prices. Would-be vendors refused to sell 
below what they, and their estate agents, 
thought their home was worth. Mr Clark 
Halstead, the managing director of Halstead 
Property Company, reckons that the vol- 
ume of sales in Manhattan has fallen by one- 
half since the crash whereas prices are down 
by 15-20%. 

But now sellers are beginning to capitu- 
late and buyers are more aggressive in their 
pursuit of bargains. New York Magazine 
published an article this month called “The 
Great Real Estate Scare of 1990”. And the 
weekly property section in the New York 
Times is shrinking: instead of the 25 pages 
common in 1987, the section is now down 
to as few as eight pages. 

Causes for the woe are not hard to find. 
New York, as America’s prime beneficiary 
of the boom in financial services during the 
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1980s, has lost 40,000 jobs on Wall Street 
since October 1987. Such losses have a fi- 
nancial impact as well as a psychological one 
(a sable coat was recently spotted in a Man- 
hattan unemployment line). 

To make matters worse, a rise is pro- 
posed for New York’s relatively low prop- 
erty taxes. And tax assessments have been 
revised upwards: buildings are now being as- 
sessed on the increase in values during the 
mid-1980s. Another depressant is the linger- 
ing effect of the 1986 tax reform which re- 
moved most of the tax perks out of owning 
properties for rent. 

The market is also suffering 
the results of the debt mania. As- 
piring yuppies, too young to bene- 
fit from the rent-controlled flats 
where much of the city’s bour- 
geois establishment lives, bor- 
rowed heavily to buy into Manhat- 
tan. New Yorkers, like other 
Americans, have indulged freely 
in home-equity loans, a dangerous 
gimmick dreamed up by banks to 
let debt junkies borrow whatever 
imaginary equity they have left in 
their homes after the mortgage. 

All these problems are made 
worse by New York’s peculiar co- 
operative system where "owners" 
do not own a property but only a 
share in the company (known as a 
co-op) which owns the building. 
The pitfall is that most co-ops 
have underlying mortgages, some- 
times very big ones. This means 
that people pay off a second mort- 
gage through their monthly main- 


Best at the top 


ee 


AMERICAN SURVEY 


tenance payments in addition to servicing 
their own mortgage. This is not so bad when 
buildings are well managed. But many are 
not, causing the nightmare for co-op inves- 
tors that the equity in their home will be 
wiped out by a default. 


Big is beautiful 
The market is flattest for the smallest units: 
the studios (bed-sits) and one-bedroom flats 
that developers, responding to demand, cre- 
ated all over Manhattan. Conversely, the 
bigger the flat the stronger the market. At 
the very top, prices have barely budged. Mr 
Edward Cave, whose own estate agency spe- 
cialises in properties worth a minimum o 
$1m, notes there are only about 2,500 "pre- 
mier” flats in Manhattan. By this he means 
flats with the essentials required by any self- 
respecting New York hostess: a minimum of 
three bedrooms with adjoining bathrooms, 
library, dining-room, drawing-room and the 
appropriate Upper East Side location. 
Many once grand flats have been subdi- 
vided'since 1929 in the belief that few peo- 
ple would be able to afford the army of ser- 
vants required. The 1980s changed all that, 
and top-notch properties remain in hot de- 
mand. Mr Cave says his average sale price in 
1989 was $2.35m, up from $1.7m in 1988, 
and the boom continues. He is about to sell 
a flat on Fifth Avenue (six bedrooms and 
five fireplaces) for $13m. To buy such 
places, the new owners not only have to pay 
the full price in cash but also have to prove 
to snotty co-op boards that they have liquid 
assets three times the value of the property. 
It will take more than Drexel’s demise to 
puncture the top end of the market. But it 
can happen. In the 1930s several ultra-smart 
co-op buildings went bust including swanky 
River House where Mr Henry Kissinger and 
Mr Peter Peterson now live. 
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„state governments than in either Congress or 


HE tenth amendment to the constitution declares that all 

powers not delegated to the federal government are reserved 
to the states. This is not how things have looked for the past 40 
years. Now there are signs that the worm has turned, so that 
when the National Governors’ Association met in Washington 
at the end of February it was to survey the paralysis in federal 
policy-making that is giving power back to the states. 

The governors' principal concern is education. So is every- 
body else's, but since state and local governments control 9396 of 
education spending, they have a right to take the lead. With a 
flourish, they adopted their long-expected goals for America's 
schools for the year 2000— such as reducing the high-school 
drop-out rate from 2596 to 1096, making every American adult 
literate, putting American students at the top of the world's 
league tables for maths and science. President Bush said the goals 
should be be posted in every school. The governors said little 
about how to reach such ambitious goals. 

The shift of policies from federal to state level can be seen 
elsewhere. The 1988 welfare-reform act was 
drawn up in close consultation with the state 
governors who are now implementing it. The 
same may happen with child care, if Congress 
ever fashions a bill. The state role in health care, 
transport and the environment is growing. Ev- 
ery state now has its own economic-develop- 
ment plan. Yet another "new federalism" is on 
the march. 

Politically, federalism is popular. Opinion 
polls suggest that voters have more faith in their 


the presidency. Politicians have been quick to 
respond to this. Eight current governors once 
served in Congress. Most seem to prefer their 
new job. Several more congressmen are running 
for governor this year. Admittedly, 17 ex-gover- 
nors sit in the Senate. But Senator Pete Wilson, 
who is running for governor of California, is not 
the first to think of moving the other way. 

This is partly because the state house has proved itself in 
recent decades a better ante-room to the White House than has 
the Senate. Both Ronald Reagan and Jimmy Carter were former 
governors elected president on a deliberate anti-Washington 
platform. In 1988 Governor Michael Dukakis of Massachusetts 
beat several congressmen to win the Democratic nomination. 
Yet though being a state governor in good times can catapult you 
to national favour, to be one in bad times (as Mr Dukakis is now 
discovering) has exactly the opposite effect. Governors, unlike 
senators, have real executive power, to use for good or ill. They 
are exposed. 


Localism, too 
It may be, as Governor Bill Clinton of Arkansas says, that for 
every school problem, there is somewhere a headmaster or a 
teacher who has produced a solution. The trick is-finding them 
and getting other schools to copy their example. Certainly there 
will always be a role for the national government, which must co- 
ordinate initiatives and spread best practice. But innovation and 
experiment are more likely to flourish in 50 different states than 
in a centralised system. 

The state-as-laboratory argument can be pushed below gov- 
ernor-level. The tenth amendment speaks of reserving powers to 
the people if not to the states. While nobody has the faintest idea 
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what this phrase really means, it does imply*that state govern- 
ments should not arrogate all powers below the federal level to 
themselves. School reform is more likely to succeed if states give 
teachers more powers. States grumble about the inflexible con- 
gressional regulations that accompany federal money for educat- 
ing the poor and disabled. They say rather less about their own 
(or their school boards’) tight rules, probably a more urgent case 
for relaxation. 

The states' biggest problem is money. This is ironic, since 
the federal government's intractable budget deficit has done 
more to launch the new federalism than the Reaganite philoso- 
phy which was meant to be its well-spring: Grants to states were 
an early target of the deficit-cutters. Since then Congress has 
fallen into the habit of ordering states to spend on things like 
Medicaid without offering any extra money. Many states have 
responded with tax increases. Now some of them, especially in 
the troubled north-east, are-in serious fiscal difficulty. 

Governors see several ways of solving their money problems. 





One is to look to Washington for more cash—hence a predict- 
able demand for a share in the peace dividend. There was much 
talk this week of raising the federal share of education spending 
from today’s 7% back to the 10% of ten years ago. 

Some governors, however, think it is inefficient to raise fed- 
eral taxes and return the proceeds to states. Since it is the same 
people who pay the taxes, why not cut out the middleman and 
raise them at state level? One answer is that it puts poor states at 
a disadvantage to rich ones. A second is that neighbouring states 
increasingly compete with each other for investment, and raising 
taxes drives away investors. A third is that local tax bases, espe- 
cially the property tax, are less buoyant and less reliable than, 
say, federal income tax—as both Mr Dukakis and Governor 
Mario Cuomo of New York are finding out. 

Mrs Alice Rivlin of the Brookings Institution has suggested a 
way forward. She proposes a national consumption-based tax, 
with all the proceeds passed back to states on a population basis. 
She reckons that such a tax could chop $50 billion off the federal 
budget deficit. Hostility to higher taxes will probably kill such 
ideas at birth. Yet the states are more likely to work their way out 
of fiscal trouble than Congress, partly because the governor’s 
mansion is increasingly attracting politicians who aspire to be 
genuine leaders. Many of the interesting elections this Novem- 
ber will be for governor, not for Congress. 
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Influential lobby. 


At the Regent, business is 
conducted beneath a spec- 
tacular ceiling of hand- 
painted silk. For in this 
grand lobby, with marble 
floors and soaring colümns, 


the decision makers meet. 


RENI 


BANGKOK 
A REGENT*INTERNATIONAL HOTEL 





THE LOBBY, REGENT OF BANGKOK 


AUCKLAND. BANGKOK. BEVERLY HILLS. CHICAGO. FIJI. HONG KONG KUALA LUMPUR. MELBCURNE. NEW YORK. SINGAPORE. SYDNEY. TAIPEI. 
BANGKOK: TEL (66-2) 251-6127, TLX 20004, FAX (66-2) 253-9195. 


HONG KONG: 366-3361, SINGAPORE: 737-3555. 
i menow ot The feading Hotels of the World” 
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WE CHOOSE ONLY 
IHE BEST 
WINES BECAUSE THEY 
TRAVEL WELL. 


Travelling over long distances can 
upset the balance of a fine wine. 

Turning a fine Bordeaux into a 
vin ordinaire. 

To avoid this we pick out only 
the very best wines. 

From the famed Chateaux of 
Bordeaux and Estates of Graves, for 
our First and Executive Class. 

Wines that won’t be the least 
perturbed by a long flight. And won't 
lose their subtlety when served at 
35.000 feet. 

So we can be confident they 
will complement all our four courses 
perfectly. 

No matter how far from home 
the wines have travelled. 

And to start you off on the right 


note, a glass or two of lightly chilled 





French champagne to whet your 


appetite before dinner. 


Garuda Indonesia > 


Proud to welcome you aboard. 





Local detail. Global perspective. 





Hong Kong, London and Shanghai 
since 1865. Japan since 1866. San 
Francisco since 1875. New York 
since 1880. The HongkongBank 
group's experience in the markets 
of the world extends over a century. 
Its member companies, too, have 
long and distinguished histories in 


their respective markets: James 
Capel in the UK, Marine Midland 
Bank in the USA, and The British 
Bank of the Middle East throughout 
the Middle East. 


This means that through any of 

our 1,300 offices in 50 countries, 
you can get access to advice from 
people immersed in those markets. 


For more information, contact 
your nearest office of the 
HongkongBank group. 


Intimate local knowledge. Global 
perspective. A management 
structure which produces fast 
decisions. That's our strength. 





HongkongBank 


The Hongkong and Shanghai Banking Corporation Limited 


Marine Midland Bank « Hang Seng Bank 
The British Bank of the Middle East « HongkongBank 
of Australia « Hongkong Bank of Canada 


Wardley « James Capel · CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 
CONSOLIDATED ASSETS AT 56 JUNE 1989 
EXCEED US$124 BILLION 


BNR mone 


"7 = WO SEEN 





€ 


INTERNATIONAL. 


Taking power. shakily 


FROM QUR CENTRAL AMERICA CORRESPONDENT 


HE broadcasters tried to cover the gap 
with jingles, but the president-elect's 
confusion was clear. While addressing the 
Nicaraguan people on a Managua radio sta- 
tion, Mrs Violeta Chamorro broke off to tell 
an adviser that she could not read the script. 
It was much the same when her defeated 
»ponent, President Daniel Ortega, paid a 
- sit to offer his congratulations. Mr Ortega 
expressed his concern about the 
demobilisation of the contra 
army, lingering on in Honduras 
by courtesy of the United States. 
Mrs Chamorro brushed the ques 
tion aside. One of those present 
remarked that there is no point 
discussing serious subjects with 
her. Such matters are best left to 
her advisers. The victorious lead- 
er of the National Opposition 
Union (UNO) is set to become the 
world'$ least informed president 
since Mr Ronald Reagan. 

She depends for everything 
on the men around her. (At 
present they literally carry her: 
she has a bone disease and a bro- 
ken knee.) Her leadership is a 
family business. Closest to Mrs 
Chamorro—fondly, people call 

er Dona Violeta—is her 38- 
year-old son, Pedro Joaquin, a 
journalist with a Canadian de- 
gree in sociology; he was political 
director of the contras until Au- 
gust 1988. Her election campaign 
was run by her son-in-law, Mr 
Antonio Lacayo, a businessman, who is re- 
garded as bright. 

Third in line is Mr Alfredo Cesar, who 
is married to Mr Lacayo’s sister. He is an 
economist and a social democrat, well re- 
spected among like-minded Central Ameri- 
can politicians. He was president of Nicara- 
gua’s Central Bank in the early days of the 
Sandinist regime, but redeemed himself as 
political director of the contras (after Mr 
Chamorro fils), then came home last year. 
Mrs Chamorro’s running-mate, Mr Virgilio 
Godoy, was once a keener Sandinist and 
served as minister of labour in the regime’s 
early days. Some UNO people therefore dis- 
trust him. He is not a member of the family, 
and Mrs Chamorro seems to dislike him. 


— 
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Graceful winner, graceful loser 


Mr Lacayo, the son-in-law, heads UNO's 
transition team. The Sandinists’ team is 
headed by the outgoing president’s brother, 
General Humberto Ortega. The meetings 
between the two have started surprisingly 
well. President Ortega says the Sandinists 
will respect the vote. But he has also said 
that his party would "continue to govern 
from below and . . . resist with all the force 





of the people any decisions that go against 
the popular will." Optimists interpret that 
as rhetoric, designed to hold the Sandinists 
together. Sceptics wonder. 

Sandinist power is based on the army— 
10,000 men, as well as the part-time militia, 
under the president's brother—and on the 
Ministry of the Interior, whose policemen 
are run by Commandante Tomas Borge. 
The party dominates the civil service anc 
trade unions. If it does not like what is going 
on it can bring the country to a halt. More- 
over, the constitution the Sandinists de- 
vised protects many of their "achieve 
ments”. It can be changed only by the votes 
of 6096 of the members of the National As- 
sembly, or 56 deputies. The elections gave 


UNO only 52 out of 90 seats; the party lost a 
few it should have won, not by fraud but be- 
cause the ballot-papers confused voters in 
the English-speaking Atlantic province. 

Mr Jimmy Carter, whose team of ob- 
servers followed the elections and will stay 
on until the transition, says that both Mr 
Ortega and Mr Borge have promised to 
stand down. (Mr Borge's policemen, or- 
dered to disperse some Sandinist rowdies 
with tear-gas, did so with gusto.) Other 
Sandinists differ. Mr Dionisio Marenco, the 
party's campaign manager, hints that an at- 
tempt to purge Sandinist officials could be 
dangerous: “If I were Mrs Chamorro, | 
would leave them in their places because 
that guarantees her stability.” 

In particular, the Sandinist 
party is pledged to defend the 
“integrity” of the army and the 
police, which seems to mean that 
it intends to continue running 
them. Mrs Chamorro has sworn 
to abolish conscription, which 
people detest, and drastically to 
reduce the size of the army. 
Whether or not Mr Borge and Mr 
Ortega leave quietly, the 
Sandinists will accept no military 
changes until the contras are 
disarmed. 

For Mrs Chamorro, the 
contras are history. “There is no 
reason for more war so those who 
took up arms must put them 
down and return peacefully to 
Managua,” she says. The 12,000 
fighters in the camps across the 


the message. Their spokesmen 
have said they are unlikely to 
come back until after Dona 
Violeta takes office; the United 


States seems minded to pay for — 


them until then. 

But the contras are split. Many of them 
loathe the Chamorros, who are rich and 
white while they are poor. The Ort 
brothers are more their class of people 


Some senior contras would like similar jobs - 


in the new-model army, which would seri- 
ously annoy their Sandinist counterparts. 
Even if the contras think Mrs 
Chamorro too ready to compromise with 
their old foes, the United States is likely to 
push hard for a quick and conclusive end to 
the army it created. The Americans pay and 
feed it, and Mr Bush's administration wants 
that to stop. But the Americans’ work was 
by no means done once the candidate they 
sponsored turned out the winner after all. 
NNNM e 
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Honduran border have yet to get . 
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Brazil | 
Menemising the 
risk 


im president-elect is making a name for 
himself as a man ready to take a risk. On 
March 15th Mr Fernando Collor de Mello 
will become the first directly elected presi- 


. dent of Brazil in a generation. His chosen 


political weapon is the hyperinflation that 

taken root as the administration of the 
outgoing president, Mr Jose Sarney, dithers 
to its end. As economic disorder grows, so 


. does a sort of collective panic. Mr Collor is 


exploiting that to win consensus for eco- 
nomic measures which might create a deep 


. recession, and would transfer wealth from 
. the rich to the poor. 


For a quarter of a centurv Brazilians 
have lived with high inflation. Ingenious 
mechanisms, involving elaborate indexation 
| of wages and interest rates, have pro- 


. tected the better-off while making the poor 
_ poorer. Now the annual inflation rate is top- 
ping 2,500%, and indexation is breaking 


down. Workers’ real earnings have fallen 


- dramatically. The middle class is nervous. 


- The president-elect reckons the moment is 


ripe for change. 
__ When the people voted in December 
the monthly inflation rate was 53%. The 





FROM OUR ARGENTINA CORRESPONDENT 


R CARLOS MENEM seems to 

have no idea what to do next, as 
Argentina's economy collapses. Inflation 
is soaring, recession is looming, the for- 
eign creditors are implacable. Inflation, 
and the riots that resulted as the poor 
saw shop prices soar daily upwards, 
scared the last president prematurely out 
of office last July. The inflation rate 
reached 20096 in the following month. 

The price race is on again. Officially, 
prices rose by 40.196 last December and 
by 79.296 in January. There is panic talk 
of 15096 in February. Once again the 
shops mark up prices day by day. The 
looting mobs have been small so far; but 
people are scared. 

One dollar cost 1,700 australs at the 
end of January, 5,500 australs this week. 
Dollars were once a hedge against infla- 
tion. Now they are so scarce that dollar 
prices rise as relentlessly as those in 
australs, Foreigners get the blame. Small 
bombs have gone off on the premises of 
Citibank and of Bunge y Born, the grain 
traders whose people vainly tried to run 


Down and out in Buenos Aires 


tie 
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To hell with inflation 


February rate will turn out around 8596. Mr 
Collor has not pushed to take over the presi- 
dency early, as Mr Carlos Menem did in Ar- 
gentina (see box). Mr Menem, elected be- 
cause he promised his people roses, came to 
power and handed them thorns—but to no 
avail. Mr Collor exploits that failure to scare 
Brazilians into sobriety. Optimists argue 
that the fear of hyperinflation will make it 
easier to cure the underlying ill, by a free- 
market shake-out. 

Mr Collor has preferred not to confront 

















given up trying to defend wages. Dis- 
gruntled army officers mutter obscurely 
of the national honour. 

Mr Menem's government has lost at 
least 150 ministers and senior officials 
since he took over. He has asked Mr 
Eduardo Angeloz, the Radical who ran 
against him in last year’s election, to join 
the government and apply the policies 


| 
Mr Menem then abused. Mr Angeloz in- | 
| 
| 







unions, scared of mass sackings, have 












sisted that he would join a government 
only if it were given a free hand by a “na- 
tional pact” involving business, the 
unions, the church, the army, and all the 
rest of those who hate the market eco- 
nomics he believes in. A lot of rich Ar- 
gentines, now taking summer holidays by 
the quiet beaches of Uruguay, will stay 
put until things get better at home. 
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the horrors at home. He has been off tour- 
ing the world. The Italians called him bello 
ragazzo, President Bush detected a likeness 
to the movie hero Indiana Jones, President 
Gorbachev opined that privatisation was a 
sort of perestroika, and Mrs Thatcher lec- 
tured him about the International Monetary 
Fund. None of this secured commitments to 
invest or promises of fresh loans: Brazil is 
already $5 billion in arrears with interest 
payments on foreign loans. Mr Collor prom- 
ises to start talking about the debt as soon as 
he takes office, but few bankers expect 
much in 1990, 

Domestic expectations, though, are 
high. A recent poll found 37% of respon- 
dents optimistic about the new president's 
chances. No less than 42% of those who 
voted against him now say they trust him. 
Rich, smooth and handsome, Mr Collor is 
as much a populist as Mr Menem. He is ea- 
ger to set what he calls a shirtless, barefoc 
army of “workers for national reconstruc- 
tion” on a war footing against the “elites” 
whom he blames for pillaging the country by 
speculation: they must pay the price of re- 
form. Inflation, Mr Collor implies, can be 
cured by sending a policeman round. 

There is a grain of truth in what he says. 
Brazilian economists tend to agree that the 
roots of inflation lie not only in the govern- 
ment's improvident spending habits, but 
also in the distortions caused by monopoly 
pricing and the amazingly unequal distribu- 
tion of the country's income. Local monop- 
olies behind tariffs and import restrictions 
transfer wealth to those who already have it. 
So does inflation-plus-indexation. If the 
government opens the door to imports and 
cancels indexation, the flow should reverse 
itself, from rich to poor. 

Mr Collor directs the people's anger 
against the domestic banks whose profits 
have soared with inflation. He prefers to ig- 
nore that the banks' lending is so profitable 
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because the government is financing a pub- 
lic-sector borrowing requirement estimated 
at 7% of pr. His supporters—including Mr 
Antonio Delfim Netto, who ran finance for 
previous military governments—argue that, 
once inflation starts to fall, the internal debt 
(now around 30% of cpp) will fade away. 

But that would work only if the govern- 
ment stops spending more than it earns. Mr 
Collor has not named his economics minis- 
ter; the job may go to his own economic ad- 
viser, Miss Zelia Cardoso de Mello (who is 
36, and no relation). She was on the team 
that devised the calamitous Cruzado Plan of 
1986, but still seems to believe that a govern- 
ment can fight inflation without the big 
spending cuts that would cause a recession. 

Brazil has hidden strengths. The infor- 
mal economy—no taxes, no restrictions, no 
scruples—turns over about $100 billion a 
year. There is little measurable unemploy- 

ent. People have stashed resources away; 
wunsumer demand might hold up surpris- 
ingly well if the government suddenly cut its 
spending. 

Mr Collor says he wants to cut inflation 
to 10% a month by June. The “gradualist 
tactics” he used to promise are now clearly 
inadequate. To turn the country round he 
must cut government spending and get in 
more taxes, as well as undoing the 
indexation of incomes to prices. He has the 
support of no sure majority in Congress; yet 
he likes the way he looks on television, and 
has often been told how President Reagan 
appealed to the people over the politicians’ 
heads. Brazilians, having at last chosen the 
president they want, will not readily get rid 
of him. But first he must know what to do. 





South Africa 


Ft dona ferentes 


FROM OUR SOUTH AFRICA CORRESPONDENT LUSAKA 


p may have had some advantages, 
after all. At least Mr Nelson Mandela 
would have been spared this week's embar- 
rassments had he been under lock and key 
in South Africa. 

Venturing abroad for the first time 
since his release on February llth, Mr 
Mandela made a triumphal visit this week to 
Zambia, in whose capital, Lusaka, the Afri- 
can National Congress (ANC) set up its 
headquarters after it was banned in South 
Africa in 1960. Among the dignitaries wait- 
ing to greet him was the chairman of the Pal- 
estine Liberation Organisation, Mr Yasser 
Arafat, who paid homage to Mr Mandela by 
presenting him with a golden sword— 
bejewelled, but manifestly lethal. Mr 
Mandela looked as though he had been 
handed a used nappy. He accepted it po- 
litely, holding on with his finger-tips. 

- Only two days earlier, addressing a 
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crowd of more than 100,000 in Durban, Mr 
Mandela had urged black South Africans to 
throw their guns, knives and pangas into the 
sea. On that occasion he was mainly con- 
cerned to end the fighting between support- 
ers of the ANC and followers of Chief 
Mangosuthu Buthelezi's Inkatha move- 
ment; in the past three years this has cost 
2,500 lives. On the same day, at another 
rally in the outskirts of Bloemfontein, a cita- 


del of Afrikaner power, he urged Afrikaners 


to forget the past and join the ANC to build a 
nor-racial and democratic South Africa. 
Mr Mandela’s embarrassment, how- 
ever, was not total. In a (pre-sword) speech 
at Lusaka airport, he singled out two men in 





ws 


Kaunda shows how hot to do it 


particular for praise: Zambia’s President 
Kenneth Kaunda, for giving sanctuary to 
the ANC and for helping to promote peace in 
South Africa, and Mr Arafat. Mr Arafat? 
Yes, he was a “friend and comrade”, and the 
PLO, like the ANC, was fighting a “unique 
form of colonialism”. To cheers, 
Mandela added: “We wish him success in 
his struggle.” 

Later Mr Mandela was asked if he was 
not afraid of alienating South Africa’s Jews, 
some of whom have fought bravely against 
apartheid. Insisting that there were many 
similarities between the struggles of the ANC 
and of the PLO, Mr Mandela replied that if 
the truth alienated South African Jews then 
that was “too bad”. Mr Arafat agreed. Re- 
ferring to the governments in Pretoria and 
Tel Aviv as "twins", he said: “We are strug- 
gling against the same enemy . . . racism and 


colonialism.' 





Tunisia 


Filling the gap 


OLONEL BLIMP's remedy for youthful 
rebels was military service. President 
(formerly General) Zine el-Abedine Ben Ali 
of Tunisia seems to think along the same 
lines. When anti-government protests 


INTERNATIONAL 


turned violent at the end of February, the 
police rounded up almost 600 student activ- 
ists "for interrogation". 

Around half of the captives found, to 
their amazement, that they were no longer 
students but soldiers; their exemption 
military service was revoked, and they were 
carted off to barracks without time to kiss 
their mums goodbye. The student union 
that ran their protest is affiliated to an Is- 
lamic opposition group, Ennadha (meaning 
Renaissance). "Military service is a patriotic 
duty," it trumpeted disingenuously, "and 
should not be used as a punishment." 

The conflict arose after students at sev- 
eral universities protested about libraries 
with no books, overcrowded hostels, and a 
heavy police presence. Tunisian students 
have always complained about these thi 
This time the protesters, miided 9 
Ennadha, were'also demanding the end of 
"secular" education and the sacking of the 
education minister. 

President Ben Ali refuses to legalise 
Ennadha because he believes it threatens 
the secular system. (In this he has fervent 
support from the prosperous middle classes, 
devoted to their liberal, “European” way of 
life.) Yet it is the largest opposition group. lt 
won 1396 of the vote in the legislative elec- 
tions last April—which the government 
rigged, so the Islamic movement's 
strength is probably greater, especially in the 
slums and the neglected countryside. 

Government blunders drive people into 
Ennadha’s open arms. When floods in the 
plains washed away livestock and thousands 
of mud-built homes at the end of January, 
many victims waited in vain for relief— 
food, tents, blankets—from the authorities. 
In Nefta and Sidi Bouzid angry crowds 
smashed up government offices and dis- 
persed only after the special police flew in 
with tear gas. 

Since he removed ex-President Habib 
Bourguiba from power in November 1987, 
President Ben Ali has liberalised things, re- 
leasing political prisoners and legalising sev- 
eral new opposition parties. But he has 


failed to reform the ruling party, or stop it - 


rigging elections. That has demoralised the 


secular opposition parties. The biggest, the — 
Democratic Socialist Movement (MDs), has - 
Ahmed 


crumbled since its leader, 
Mestiri, resigned in disgust at the poll-rig- 


ging. The five other secular opposition pat- — 


ties are tiny. Political life is polarised, 


the president's party and Ennadha at the ex- | i 


tremes and a yawning gap in een. 


Mr Ben Ali now wants to fill the gap. In | 








January he invited the opposition to reopen — 
a dialogue with the government about Tuni- _ 


sia's future. Three secular opposition parties 
accepted, and asked for revision of the bi- 


ased electoral laws. The ball is in the presi- ` 


dent's court. | 
The old disciplinarian must learn that 
pluralism is pluralism; the opposition, in- 
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democracy. 


The Yemens 
Unification in 
Araby 


FROM A SPECIAL CORRESPONDENT ADEN AND SANA 


T HE moustachioed face of an ex-enemy 
— A has joined the official portraits on 
Aden's walls. As the chances of unity be- 
tween the two Yemens grow tantalisingly 
good, southerners are changing their minds 
Colonel Ali Abdullah Saleh, the 
northern president. 
_ The traditionalist Yemen Arab Repub- 
lic, called North Yemen even though it isn’t 
{see map), has for 20 years faced up to the 
Marxist People’s Democratic Republic of 
Yemen. The elusive ideal of a single Yemen 
harks back to the time of the Queen of 
Sheba. More recent talk about unity has led 
to shots and bombs: each Yemen has 
wanted to rebuild the other in its own im- 
age. Now, after the latest unity declarations 
in November 1989, even doubters are begin- 
ning to think the Yemenis may bring it off. 
__ The South needs unity so badly that it is 
ready to accept near-absorption with few 
cavils. Its economy is in tatters. Last au- 
tumn, before the border with the North was 
opened, farmers were refusing to deliver 
produce for the miserable prices they could 
zet, and for weeks the only food in Aden 
‘market was potatoes, bread and onions. The 
revolution in Eastern Europe has robbed 
the only avowedly Marxist Arab state of its 
support and its ideological lodestone. 

© Czech and East German advisers are 
leaving in droves. The Russians have been 
disengaging. Their military bases are said to 
oe closed. With fewer military advisers now 
in the South than in the North, their one 
big remaining project is the painfully slow 
[v ction of a pipeline from the Shabwa 
oilf € Ids to the sea. 
-. Sana would be the capital of the unified 
tate, but South Yemenis hope that seedy 
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Qat about that? 
FROM A SPECIAL CORRESPONDENT 

T IS not toothache that swells the Ye- 

menis' cheeks, but the leaves of qat, 
their favourite shrub. Catha edulis 
grows best above 2,000 metres, on ter- 
races in the Yemeni highlands; less good 
stuff is picked on the African side of the 
Bab al Mandab straits, in Ethiopia and 
Somalia. It is a mild narcotic which, 
when chewed, induces slight euphoria 
and, say its salesmen, heightens sexual 

esire. - 

In North Yemen hardly a man fails to 

chew his qat every afternoon; far from 












Aden, as a free port, would win back some 
of its former glory. A new trading centre 
there could compete seriously with Dubai 
for traffic between India, East Africa and the 
Gulf. A United Nations team is working on 
plans which—if they seemed solid, and if 
Aden got some sort of special status—would 
ease South Yemen's fear of absorption. 

The North has 9m people, the South 
2m and another 2m live abroad. With the 
South's economy liberalised, rich Yemenis 
in Saudi Arabia, the Gulf and South-East 
Asia might return to or at least invest in 
their homeland. South Yemenis may like 
the North's money, but they see it as socially 
and administratively backward. The pro- 
jected constitution will find ministerial seats 
for most leading politicians in both coun- 
tries, while giving 8096 of seats in the parlia- 
ment to northern constituencies. This does 
not worry the conservative interior of South 
Yemen, but Adenis are different. 

Aden, with its own glasnost, is rapidly 
outstripping Sana in human rights: parties 
are being organised, political prisoners have 
been freed. The secret police, the 
mukhabarat, once a Stasi clone, are due to 
be disbanded by the end of March; nothing 
similar has been mentioned in Sana, where 
the security advisers are mostly from Iraq. 
Notwithstanding Aden's communist bu- 
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being wasted, the afternoon hours are 
considered conducive to good negotia- 
tions and the writing of poetry. In Aden, 
where life is more earnest, qat is legal 
only at weekends, and working hours 
have been changed to discourage its use. 
When the British ran the place, they 
wanted the peasants to use their land for 
another indigenous plant, coffee, which 
can be profitably exported. 

Some urban Yemenis spend up to a 
third of their pay on qat, thus enriching 
rural Yemenis, a surprising proportion 
of whom therefore make their 
living on the land; qat held its 
price last year while coffee 
slumped. Research seems to 
show that cigarettes do more 
harm to the lungs, alcohol to 
the liver, coffee to the heart; by 
suppressing the appetite, their 
favourite Yemenis 
thin. | 
As for the sour taste, qat- 
chewers, like beer-drinkers, say 
you can get to like it once you 
are used to it. Perhaps they 
could market qat as an exotic 
health product. Look what the 
Koreans did for ginseng. 












reaucracy, justice is reckoned to be juster 
than in the North. Adeni women enjoy a 
more equitable status than most others in 
the Arab world, and worry about northern 
fundamentalism. 


Saudi sanction 
The big question is whether Saudi Arabi 
the largest power in the region, will allow 
the two Yemens to get together. King Fahd 
such up wg tiga in — € be 
r the merger was "absolute an 
unlimited". Yet, in Aden as in Sana, people 
doubt whether the Saudis would welcome a 
state of more than 11m Yemenis, linked 
within the Arab Co-operation Council to 
Iraq, pumping enough oil to give it a certain 
independence—and with an elected, influ- 


ential parliament. 
There are reports of growing opposition 
to the merger among tribal leaders in North 


Yemen; they have always looked to Saudi 
Arabia for subsidies, and perceive their own 
government as a meddler in their lucrative 
smuggling trade. There are also stories that 
Saudi citizenship, with all its perks, has been 
offered to South Yemenis who are willing to 
go —* over — To circum — 
such opposition the Yemenis may s up 
their merger, leaving the details for later. 
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All power to the president 


HE assumption of sweeping presidential 
powers by Mr Mikhail Gorbachev 
would do more than just widen his personal 
authority. It would signal the end of the 
dominance of the Communist party. To be 
sure, Mr Gorbachev will remain party boss 
as well as (presumably) becoming president. 
it in future his power will rest more on his 
-state job than on his party one, which he 
may even in time be tempted to give up. 

On February 27th Mr Gorbachev bul- 
lied, cajoled and eventually railroaded the 
Supreme Soviet, the parliament that meets 
regularly, into agreeing in principle to the 
post of executive president with new pow- 
ers. He also managed to bring forward to 
March 12th-13th the session of the Con- 
gress of People's Deputies, the Soviet super- 
parliament, that is needed to approve the 
change in the constitution. According to 
the current draft, the new president would, 
among other things, have the power to: 

@ "Exercise general control over the rights 

and obligations of Soviet citizens, and over 

the country's constitution, sovereignty, se- 

curity and territorial integrity.” 

@ Propose to parliament the appointment 

and removal of the prime minister and other 

top officials. 

^ “Declare general and partial mobilisa- 
on...and a state of emergency" (the lat- 

ter would have to be referred to the local 

parliament of the affected region). 

e Send laws to the Supreme Soviet and, 

even if it rejected them, sign them anyway. 

These powers are far more sweeping 
than those of any president of a western de- 
mocracy. There are few checks or balances. 
The obvious check, a democratic parlia- 
ment, is still in its infancy; its power to im- 
peach the president would apply only if he 
acted unconstitutionally. True, parliament 
will continue to bear the main responsibility 
for passing laws. But in a conflict the presi- 
dent would almost certainly prevail. 

He is to have a new Presidential Council 
consisting of senior ministers—in practice, 
many of his closest allies. It would appear to 
outrank the formal government (the Coun- 
cil of Ministers), much as the Politburo has 
done in the past. An advantage for Mr Gor- 
bachev of transferring power from the Polit- 
buro to the Presidential Council is that he 
will have far greater control. 
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Not surprisingly, there was fierce debate 
about Mr Gorbachev's plans for his own 
aggrandisement. Opposition was led by Mr 
Sergei Stankevich, one of the few deputies 
with a knowledge of western parliaments. 
With a pointed reference to “the great to- 
talitarian tradition of this country”, he ar- 
gued that “if the law is adopted in its present 
form, the president can do almost any- 
thing." But Mr Gorbachev rounded on his 
critics and won the day. 

The danger of dictatorship should not 
be exaggerated. It would require a pliant bu- 
reaucracy at local level to carry out the dicta- 
tor's order. At the moment the local bureau- 


" 


Too much in the hands of one man? 


cracy is in such disarray that it is incapable 
of carrying out any orders consistently. 

Mr Gorbachev argued that a stronger 
presidency was needed to protect 
perestroika. Maybe he is right. But he also 
has another motive for switching his power- 
base from the party to the presidency: the 
party is being destroyed by popular opinion. 


A Communist collapse 


The clearest indication of this came in the 
election for the Supreme Soviet in Lithua- 
nia on February 24th. Sajudis, the Lithua- 
nian National Front, was expected to win. 
But the size of its victory was stunning. Its 


candidates won 72 of the 90 seats decided in 
Saturday’s first round of voting, enough for 
a majority in the 141-seat local parliament 
whatever happens in the second round. Mr 
Algirdas Brazauskas's Communists, who 
had broken with the Soviet Communist 
party in an effort to win votes, mustered 
nine seats (though a few others won seats 
with Sajudis's backing). The anti-indepen- 
dence Communists who had remained loyal 
to the pan-Soviet party won just seven seats. 

The result will encourage Lithuania to 
press even more boldly for independence. 
Sajudis rejects the cautious law on secession 
now going through parliament in Moscow. 
[n the slimmed-down government Sajudis 
has in mind (it plans to cut the number of 
ministers by two-thirds) there will still be 
Communists, but only those who want to 
work for independence. Under Sajudis's in- 
fluence, the new government is likely to seek 
sovereignty as quickly as possible. 

This would then be an early test of how 





Mr Gorbachev exercises his new powers. Be- 
fore doing anything drastic, he has other 
ways of trying to restrain the rush to inde- 
pendence. Economic pressure, for example. 
At present a mere 4.5% of Lithuanian GNP is 
exported outside the Soviet Union, mainly 
to Eastern Europe. Trade links with the 
West are still slight. Sajudis wants to achieve 
political sovereignty by the autumn, but 
establishing an independent Lithuanian 
currency may take longer. 

There is talk in Vilnius of Moscow im- 
posing a blockade of raw materials, hard cur- 
rency and industrial components to try to 
"make a horrible example" of Lithuania. 
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But a full-scale blockade would cause an in- 
ternational outcry. Subtler forms of eco- 
nomic pressure are likelier. 

Taking full control of the Lithuanian in- 
terior ministry and KGB will be a priority for 
the new government. In contrast to Latvia 
and Estonia, most of the police in Lithuania 
are ethnic Lithuanians, and will doubtless 
obey their own government. This will make 
it harder for Mr Gorbachev to respond 
should Sajudis carry out its threat to back 
up pressure for independence with civil dis- 
obedience if Moscow refuses to negotiate. 
The new Lithuanian government is ex- 
pected to give legal backing to Lithuanian 
conscripts who refuse to obey this spring’s 
draft; Sajudis leaders are even talking of for- 
bidding military service by Lithuanians. 

In Moscow, too, they are touchy about 
military service. As the authority of the 
Communist party wanes, the army is the 
main remaining bastion of the Soviet state. 
Any attempt to break ranks will be fiercely 
resisted. Mr Gorbachev is already deploying 
the army to keep his troublesome southern 
republics in order. If he decides he has to 
flex his presidential muscle in the north as 
well, he may need the army there too. 

The Lithuanians fear that, even if he 
does not use force, he will use his presiden- 
tial clout to put new obstacles in the way of 
secession. They are therefore bringing for- 
ward their second round of voting in order 
to have their new parliament in place before 
Mr Gorbachev becomes a super-president, 
presumably at the March 12th-1 3th meeting 
of the Congress of People’s Deputies. (This 
time parliament is picking the president; in 
four years’ time the promise is to have a di- 
rect election.) President Gorbachev will find 
it hard, if not impossible, to convince the 
Lithuanians and other Balts that he means 
what he says about creating a looser federa- 
tion when he is grabbing more power than 
ever for himself at the centre. 





The cheek of Lithuania 
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Soviet local elections 


Going their own way 


. TALLINN AND RIGA 


In Latvia and Estonia voters believe the local elections due on March 18th 
will be the last before these Baltic republics leave the Soviet Union. Our 


Moscow correspondent reports 


OU know you are in 

the West. The fields 
are small and meticulously 
trimmed, unlike Russia’s 
sprawling Steppes. Though 
it is winter, few people wear 
the characteristic Russian 
fur hats. With its coffee 
shops and cobblestones, 
Riga, Latvia's capital, looks 
like — turn-of-the-century 
Amsterdam. Tallinn, in Es- 
tonia, comes straight out 
the Brothers Grimm. Both 
republics were independent 
countries between 1920 
and 1940 and still remem- 
ber the values of democracy 
and nationhood. 

In Estonia 096 of Esto- 
nian-speakers polled by a 
business-consultancy firm, Mainor, said 
they wanted the republic to stay as it was, 
8196 said they wanted independence. Politi- 
cal debate has long passed the point at 
which independence was a question. The 
Popular Fronts of both Latvia and Estonia 
say that, when their members are elected to 
their respective parliaments, they will de- 
mand negotiations on independence with 
the government in Moscow. 

Even before the elections the existing 
parliaments have declared their annexation 
to the Soviet Union illegal and said that So- 
viet laws are valid only if ratified by the local 
assemblies. Both have passed laws they 
know to be unconstitutional. Estonia is 
working on its own tax regime and even 
plans to introduce its own currency this De- 
cember, at which time the rouble will cease 
to be legal tender in the republic, even if the 
country is not independent by then. 

In the other Baltic republic, Lithuania, 
the election held last weekend humiliated 
the Communist party. In Estonia and Latvia 
the campaign itself has resulted in the Com- 
munists' self-destruction. In Latvia the party 
has split into three distinct factions: diehard 
conservatives, backed by some Russian- 
speakers, who want Latvia to remain as it is; 
so-called new federalists, who want to stay in 
the union but renegotiate the terms; and the 
Communist faction to which the majority of 
native Latvians belong. This group wants to 
re-establish the independent Communist 
party of Latvia, which existed between 1921 
and 1940, and demands full independence. 

In Estonia virtually nothing is left of the 





Let a hundred Estonian flags flutter 


Communist party. According to Mainor's 
pollsters, only 996 of the population sup- 
ports the party. The top Estonian-speaking 
members of the party have set up their own 
organisation, called Free Estonia, which a 
leading member of the group, Mr Mikk 
Titma, says is more pro-capitalist than the 
non-communist Popular Front. 

The political maps of Estonia and Latvia 
are more complex than that of Lithuania. 
There, 80% of the population are native 
Lithuanians. Bur in Estonia 40% of the 
population are Russian-speakers. In Latvi^ 
the proportion is nearer 50%. 

Voting will not necessarily follow ethnic 
lines. ‘The nationalist groups are winning 
more support among Russian-speakers than 
they expected. In elections last December to 
the city council of Riga, where two-thirds of 
the population is Russian, the Popular 
Front candidates won half the seats; 53% of 
Russian-speakers say they support the idea 
of full independence for Latvia (against 96% 
of native Latvians). 

Clearly, Russian-speakers are less enthu- 
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siastic about the prospect of independence 
than the natives. They will probably provide 
some support for anti-independence Com- 
munists. In Estonia the party's collapse 
means their votes are likely to go to an orga- 
nisation called Interfront, which has threat- 
ened civil disobedience in the north-east, 
where Russians are in a majority. 

Dozens of parties are springing up as the 
Communists’ monopoly of power disap- 
pears. Latvia has about 30, Estonia 16. The 
Popular Fronts are finding it harder to act as 
a unified opposition to the Communists. 
The Popular Front of Latvia is just about 
managing to hold the groups together by 
presenting a list of candidates that it sup- 
ports from all sorts of parties. It will cer- 
tainly win the largest number of seats, but 
the question is whether it can win the two- 
thirds majority needed to change the local 
constitution (that is, to declare indepen- 

»nce). In Estonia the nationalist groups are 
ely to win two-thirds of the vote, but there 
the Popular Front is being challenged by the 
so-called Citizens’ Committees. 


Privatising the election 

These groups argue that, because the Molo- 
tov-Ribbentrop pact that enabled Stalin to 
seize all three Baltic republics in 1940 is ille- 
gal, the Republic of Estonia has never for- 
mally ceased to exist; its laws (in the con- 
stitution of 1938) are still the laws of 
Estonia. The local Supreme Soviet, they 
claim, is the representative body of the So- 
viet state and has no legal status in Estonia. 

The result is that in Estonia the election 
to the Supreme Soviet has a rival: another 
election, privately organised by the Citizens’ 
Committees. This election is not about how 
to declare independence through the Su- 
preme Soviet but how to re-establish the “‘le- 
gal" government of the independent repub- 
lic, Last year the most radical of the 

ationalist groups, the Estonian National 
independence party and the Estonian Heri- 
tage League, began setting up their own elec- 
toral register according to the rules of the 
1938 constitution. They invited all those 
who were citizens of Estonia at that time and 
their descendants to register (thus excluding 
the * of the population who have arrived 
since). 

On the basis of this electoral roll, they 
have organised their own election which 
took place this week. This is for a "Con- 
gress” which is designed to pave the way for 
what the organisers call legal parliamentary 
elections later. At first, none of the powerful 
nationalist groups took this election seri- 
ously. But, as time went on and more and 
more Estonians registered, it became clear 
that the Congress was far from Utopian. At 
the last minute, the Popular Front decided 
to put up its own candidates after all. In the 
event, 500,000 Estonians went to the polls 
(Estonia's entire population is only 1.6m), 
willing to elect a body which has no connec- 
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tion with the established organisations of 
power. There have been governments in ex- 
ile before and rival governments in one 
country, but the Estonians have managed to 
conduct a rival, private nationwide election. 
Latvians and Lithuanians say they want to 
do the same thing. 

The Congress meets on March 11th, a 
week before the official election. It will reas- 
sert Estonia's independence and ask the 
government in Moscow to start talks with its 
representatives. They hope that it will be 
easier for Mr Gorbachev to deal with their 
claim never to have been in the Soviet 
Union at all than to deal with the Supreme 
Soviet's demands for secession—which has 
implications for other republics. Whether 
their hopes are justified is doubtful. But 
these days in the decommunising half of Eu- 
rope, politics is the art of the impossible. 





German unity 


A tale of two 
cities 


ERLIN in 2004. The capital of a united 

Germany plays host to the Olympics 
for the first time since the Hitler games in 
1936. The Germans celebrate by taking the 
most medals. Visitors pack the stores in 
Unter den Linden and Friedrichstrasse, the 
new luxury shopping area in what used to be 
the communist East. They tour the spruced- 
up Reichstag, seat of the all-German federal 
parliament, and stroll through the green 
belt running through most of the city centre 
where the Wall used to be in the bad old 
days. By night they have the choice of Eu- 
rope’s liveliest cabarets, most varied cuisine, 
a score of theatres and three opera houses. 

The steel-and-glass headquarters of the 
biggest German firms and of a dozen inter- 
national organisations dominate the sky- 
line. The once-puny Berlin stock exchange 
has become the country’s most active, 
thanks to the listing of thousands of new 
firms formed over the previous decade in 
what used to be East Germany. The new 
Berlin airport is busier than Frankfurt's, the 
previous German leader; high-speed trains 
whisk passengers in a few hours to Ham- 
burg, Warsaw, Prague and Budapest. 

Is this the glittering future for Berlin, 
now that the Wall is coming down and unity 
seems just around the corner? It requires 
quite a leap of imagination from today’s Ber- 
lin. West Berlin has above-average numbers 
of jobless and foreigners (hence the rise in 
support for the far right in last year’s local 
election); housing is scarce and property 
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and city officials—that its services are in © 
danger of collapsing. Hardly a time for 
bright forecasts. A 
Maybe, but remember Berlin has sur- 
vived much worse: sacking and massacre in 
the Thirty Years War, street violence and 
hyperinflation in the 1920s, Nazi dictator- 
ship, relentless allied bombing, foreign occu- 
pation and communist blockade. Even a de- 
cade or so ago West Berliners seemed to be 
losing their, usually outsize, self-confidence. 
The population was aging and dwindling, — 
firms were moving out despite heavy subsi- 
dies. The-heroic “outpost of freedom" spirit - 
had largely evaporated. S. 
Yet in the 1980s West Berlin bounced 
back, helped by new political leaders and - 
general economic recovery. It consolidated 
its position as Germany's biggest industrial 


city, fostered young entrepreneurs with ven- | 
ture-capital funds, and boosted its previ- 
ously underdeveloped services. Now the 
east-west barriers are coming down. Berlin 
may soon be facing gold-rush fever, thanks — 
to its position in the centre of Europe, its 
economic know-how and its probable role as 
Germany's capital. With more than 3m in- | 
habitants, Berlin is already the biggest city - 
between Moscow and Paris. Pundits reckon | 
that over the next decade it may easily at- — 
tract up to 2m more. d 
The trek to Berlin has already begun. — 
Daimler-Benz, Germany's biggest company, - 
has just decided to site the headquarters of 
its services division at Potsdamerplatz, once - 
the busy heart of Berlin but for decades. 
stilled by the Wall. Lufthansa expects soon - 
to be able to start its first flights to Berlin 
from which it has been barred because of 
the city's four-power status. Foreign compa 
nies are planning to base new operations in 
the city. Government officials are urging 
that new east-west bodies, such as an envi- 
ronmental institute and a disarmament - 
monitoring agency, be sited in Berlin too. 
Economically, East Berlin has a lot of 
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catching up to do. But it has some of 
Europe’s finest buildings, such as 
the Pergamon museum, the state 
Opera and the Schauspielhaus con- 
cert hall. Those too add to Berlin’s 
clout as a future capital. 


Good-bye to Bonn? 

Against that hefty competitor, what 
chance has little Bonn, the 
Bundesdorf (federal village) on the 
Rhine? Bonn has long had an unfair 
press. Forget the silly jibe about be- 
ing "half the size of a Chicago ceme- 
tery and twice as dead". The climate 
is not as vile nor the diplomats quite 
as spiteful as John le Carré, once an 


unwilling resident, suggests in his A time for the blues in Bonn 


"Small Town in Germany". Few 

towns with a similar population (300,000) 
have a more pleasant situation, better sport 
and cultural facilities, even (latterly) more 
recommendable restaurants. But that hardly 
gives Bonn the lustre of the comet starting 


| FROMA CORRESPONDENT IN EAST GERMANY 


| A EAST GERMANY disintegrates, a 
| familiar tension in its politics has re- 
| surfaced: the divide between the rural 
north and the industrial south. The 
southern regions of Saxony and Thurin- 
| gia have historically produced a more dy- 
namic political culture than the rural 
| north. Densely populated, this heartland 
| of industry has long been an eastern ver- 
| sion of the Ruhr. It is here that much 
| western investment is now being aimed so 
| asto revitalise the industrial base and cre- 
| ate a new Wirtschaftswunder. 
| The cities of Leipzig and Dresden were 
| the motor for last autumn's revolution; 
| weekly demonstrations continue there. 
| The town of Weimar has adjusted quickly 
| to the familiar atmosphere of many politi- 
| cal parties campaigning with posters, 
| meetings and visiting western politicians. 

Visitors are immediately aware of the cha- 
otic electioneering of which Weimar has 
ample experience. 

In Mecklenburg, up on the Baltic 
coast, events have been moving at a 
slower pace. Always regarded by their 
southern cousins as politically slothful, 
people there remain cautious about the 
current turmoil and have adopted a rural 
scepticism towards the coming election. 
| Distrustful of all the emerging parties, 

they are worried about their future as 
ers on state-owned collectives. Some 

parts of the north have shown more signs 
| of political activism: the port of Rostock is 
| one example (Mr Wolfgang Schnur, a 
| founder of one of the main new parties, 
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to re-emerge in the east. 


Bonn's fans are fighting a rearguard ac- 
tion against a move to Berlin with two main 
arguments, one financial, the other political, 
After being “provisional capital” for 40 


Another sort of divided Germany 


Democratic Awakening, is from Rostock), 
But in general the contrast with the south 
is striking. 

In the port of Wismar the only evi- 
dence of elections is the odd hand-printed 
leaflet left in a restaurant. Here the reborn 
Social Democrats, tipped to win on 
March 18th, are seen as another version 
of the communist party, prepared to pro- 





tect old comrades and neglect the prob- 
lems in rural areas. Out in the forgotten 
villages connected by mud lanes, life con- 
tinues amid uncertainty. What will hap- 
pen to this fertile region once it comes, via 
Bonn, under the influence of Brussels and 
the common agricultural policy? A 
labourer on a collective farm near Schwe- 
rin is pessimistic: "New methods will be 
brought in and we'll be swallowed up by 
the EC and the West. We can't compete." 








years, Bonn with magnificent mis- 
timing began to give its government 
quarter a less makeshift look just be- 
fore the Berlin Wall was breached. 
The bill for the possibly unnec- 
essary building work now going on 
in a muddy morass amid a forest of 
cranes is more than DM2 billion 
($1.2 billion). Besides, say the pro- 
Bonners (some no doubt with a wor- 
ried eye on the value of their prop- 
erty), think of the revenue lost to 
Bonn if the 100,000 or so govern- 
ment officials, diplomats, journal- 
ists and lobbyists trudge off with 
their families to Berlin. Bonn would 
be driven to its knees. 

Those groans count locally, but 
not much elsewhere. The political 
argument may carry more weight. It is that 
Bonn has been the ideal capital in a federal 
system that has served the Germans s 
premely well. It has never been as dominar.. 
as London and Paris are and as Berlin would 





Despite the bleak outlook, the major- 
ity have chosen to stay. "The fewest have 
left from here. We are bound to the land 
and don't just up and leave. Those in the 
south who left will all come flooding back 
after unification—that's as certain as the 
poor in church," says a gardener from a 
village near Wismar. 

Resentment about the south is com- 
mon. Mr Mario Moller, a former shipyard 
worker, remembers freighters arriving in 
Wismar laden with scarce citrus fruit from 
Cuba which were immediately taken off 
to Berlin; a strike by dockers demanding 
that a shipment of bananas remain in the 
ocality was a major incident of dissent 
here. Machinery and manpower allocated 
by the plan to the north were often re- 
routed to East Berlin as the communists 
rebuilt the capital for prestige and as a 
tourist attraction. 

The neglect the north has suffered 
through central planning and Comecon 
(livestock was sent to Romania for slaugh- 
ter and returned as tins of goulash) is a 
problem a new government must tackle. 
Only by correcting regional imbalances 
within a federal system can the scepticism 
and resentment of the north be overcome. 
There will be hopes of help from Brussels 
and through federal West Germany's own 
Bundesausgleich system, which redistrib- 
utes wealth among the various Lander 
(states). But it will not be easy. Like farm- 
ers everywhere, people in Mecklenburg 
see politicians as incompetent city folk 
with no understanding of their problems. 
The northern farmers can console them- 
selves with one thought: at least the air 
they breathe is cleaner than that in the in- 
dustrial, and filthy, south. 
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probably be even assuming, as seems cer- 
tain, that the federal system itself is main- 
tained. By sticking to their inoffensive capi- 
tal, it is argued, the Germans would also 
help calm the fears of their neighbours, es- 
pecially those in the West who might see a 
move to Berlin as evidence that the whole 
nation was reorienting itself to the East. 
There is a lot in that. Konrad Adenauer, 
West Germany's first chancellor, chose 
Bonn as the capital not just because he was a 
Rhinelander but also because he felt the 
Germans must be linked firmly to the west- 
ern democracies, especially France. Still, all 
recent opinion polls show a clear majority of 
West Germans would prefer Berlin as capi- 
tal—and presumably a still bigger majority 
of East Germans would do so too. Bonn may 
well keep some federal institutions as a con- 
solation prize, but Berlin looks set to reas- 
sume the leading role it had in the 74 years 
` m Bismarck to the collapse of the Third 
ich in 1945. Adenauer, buried in a village 
near Bonn, must be turning in his grave. 





Soviet troop withdrawals 


Going, going 


ITH a speed that would have aston- 

ished everyone a few months ago, So- 

viet forces are withdrawing from Czechoslo- 
vakia. On January 9th Czechoslovakia's new 
president, Mr Vaclav Havel, asked the Rus- 
sians to get their troops out by the end of 
the year; the following week Mr Edward 
Shevardnadze, the Soviet foreign minister, 
went to Prague to negotiate; on February 
26th, during Mr Havel's visit to Moscow, 
the two countries signed an agreement on 
the pull-out. The same day the first tanks 
trundled on to railway wagons and were hus- 
d out of Czechoslovakia in front of the 
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world's cameras. 

To be fair, the hustle was not all due to 
Mr Havel. In December 1988 (it seems ages 
ago now) the Soviet Union announced it 
would pull 50,000 of its troops out of East- 
ern Europe by the end of 199] as part of an 
overall cut of 500,000 men from its armed 
forces. These withdrawals started last 
spring, including a token 300 men from 
Czechoslovakia. Mr Havel's achievement 
was to get an agreement to withdraw all of 
the 73,500 remaining Soviet troops instead 
of just a handful of them (western observers 
expected that no more than 10,000 of the 
50,000-man cut were to come from Czecho- 
slovakia) and to get the Russians to agree to 
go by the middle of 1991. 

The commander of the Soviet forces in 
Czechoslovakia, giving details of the with- 
drawal plans, said there were some 4,000 So- 
viet armoured vehicles in Czechoslovakia, at 
least 1,000 more than most western intelli- 
gence sources had reckoned. The first 
troops to leave came from the Czestochowa 
Tank Division (named after a Polish town in 
which it distinguished itself during the sec- 
ond world war). The Soviet Union has an- 
other tank division and three motorised rifle 
divisions in Czechoslovakia, along with 
some five squadrons of combat aircraft. All 
of these forces are a legacy of the 1968 So- 
viet invasion, and the Czechs are delighted 
to see them go: according to one report, the 
train crews volunteered to work without pay 
to carry the tanks to the border. 

The Hungarians expect to sign an agree- 
ment on March 10th which will provide for 
all 60,000 or so Soviet combat forces to be 
out of Hungary by the end of this year. How 
keen the Poles are to see the Russians leave 
is less clear. In January Mr Lech Walesa, the 
Solidarity leader, said that the Russians 
should go home. But the Solidarity-led gov- 
ernment now seems in no hurry to see the 


back of them. 





EUROPE 


It has undoubtedly come under pressure 
from Moscow to allow some troops to re- 
main to ensure the security of the supply 
lines from the Soviet Union to East Ger- 
many. But the Poles themselves are increas- 
ingly worried about the refusal of Mr 
Helmut Kohl, the West German chancellor, 
to say unequivocally that a united Germany 
would respect Poland's eastern border, 
which was altered at the end of the second 
world war to take in a bit of what had been 
Germany in 1939, So long as unease about 
Germany remains, the Poles may welcome 
the Russian troops as defenders, rather than 
chase them out as occupiers. 





Central Europe 


Networking 


WARSAW AND PRAGUE 


ESS than a year ago, Polish-Czechoslovak 
Solidarity was an organisation of 
dreamers, mountaineers who hiked back 
and forth across the Tatra mountains carry- 
ing legal publications from Poland and ille- 
gal ones from Czechoslovakia. Now one of 
the groups members is to become the 
Czechoslovak ambassador in Warsaw; its 
Polish leader is to be the next political atta- 
ché to Prague. In the presidency there he 
will find Mr Vaclav Havel, who twice at- 
tended secret border meetings with Mr 
Adam Michnik (now a Polish senator, with 
a photograph of Mr Havel on his office wall) 
and Mr Jacek Kuron (now Poland’s labour 
minister). Both the Poles and the Czechoslo- 
vaks have similar links to the leaders of the 
Hungarian Free Democrats. The whole ex- 
dissident network includes Lithuanians, Es- 
tonians, Ukrainians, Russians, East Ger- 
mans, Bulgarians and now Romanians. 
Long dismissed as “merely symbolic”, 
these relationships between former dissi- 
dents may now form the basis for something 
more substantial. On his recent trip to War- 
saw and Budapest, Mr Havel proposed a 
meeting in Bratislava, due to take place in 
April, to which leaders of Poland, Czecho- 
slovakia and Hungary will be invited, along 
with western observers. The idea is to dis- 
cuss mutual problems—political, economic, 
ethnic, environmental—and to co-ordinate 
the three countries’ “return to Europe”. 
Rather than “organising a race to see who 
can catch up with the West faster”, says Mr 
Sasha Vendra, an adviser to Mr Havel, “we 
can do it more easily if we do it together.” 
Mr Havel's idea is not the only one 
floating around the capitals of the former 
Soviet satellites. A proposal to form a Pol- 
ish-Czechoslovak federation has already 
fallen flat; the Czechoslovaks have no inten- 
tion of tying their economy to the Polish di- 
saster. To the north the Poles have taken 
preliminary steps towards the creation of a 
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OM A SPEC AL CORRESPONDENT 


T'HE Czech writer Milan Kundera 
& once described a character who was. 
born at one.address, grew up at another 


_and was married at a third. “All the time 





‘Kundera, “TH 
. name, trying to lobotomise i" — 

(o Newly democratic Czechoslovakia 
has already turned Red Army Square 
into Ian Palach Square, after the student 
who burned himself to death in protest 
at the Soviet invasion of 1968. So many 
Masaryk streets (after Thomas Masaryk, 
Czechoslovakia's first president and its 
national hero) have sprung up in Prague, 
Brno and elsewhere that locals will have 
to wage court battles over who can use 
the name. The Square of the Soviet 
ank Drivers. is also due to, be changed, 
but the Nc 





originally commemorated the Bolshevik 


now mark the Czech revolution of No- 
vember 17 1989. - | 

Pressure for quick name changes for 
stations in Prague's underground grew so 
eat that officials recently had to point 
ut that each change would cost the city 





avellers simply pasted over the name of 





. group. Th 
vides another motive for getting together, to 


Danube federation—to include Hungary, - 
t to give Mr Havel's three- 


Will these emerging groupings amount | 
much more than mere talking-shops? Per- 


-techoslovakia’s liberalising 


; Mr Leszek Balcerowicz, | 





dt was the same street," wrote Mr - 
vy just kept changing its 


: vember 7th Street needs only 
a slight tinkering with the date. While it . 


revolution of November 7 1917, it can - 


Czech crowns for new maps . 
d..signs. Enterprising underground - 









. Europe formed an international infc 
tion network which will have offices in Mos- 






th -asterr 
torma- | 
cow, Warsaw, Prague and Brno, with cor- 
respondents in Vilnius and Budapest. They 
plan to translate and transmit information 
to each other by fax. A similar arrangement 
once helped keep the Czechoslovaks in- 
formed about events in Poland. Some be- 
lieve that a large meeting organised by Pol- 
ish-Czechoslovak Solidarity in Poland last 
October was the prelude to Prague's "velvet 
revolution" in November. | 
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l the Lenin shipyard and the Lenin steel 
mill, now the Gdansk shipyard and the 


vakia has q 







steel mill; While Czechoslo- 
uietly removed all statues of 
1¢ Poles tend to prefer more 
destructive methods. Crowds in Warsaw 
cheered when a crane recently knocked 
off the head of Feliks Dzierzynski, the 
Pole who founded the Soviet secret po- 
lice, and students happily set fire to Le- 
nin in Cracow.Hungarians keep matters 
simple, preferring to return to prewar 
names rather than invent new ones. The 









big Lenin steelworks, for example, has 
abandoned Lenin and restored its pre- 


war initials (but the former Mussolini 
Square in Budapest presents a problem). 
X All this can be confusing for tourists. 
In Vilnius, the capital of Lithuania, the 


locals have adopted the prewar narnes, 


but the official maps remain unchanged. 


To find your way about you need not 
only a map, but a history book. 








Italy - | "T m | 
Just like Java - 


FROM OUR ROME CORRESPONDENT 


HERE are moments in Italian politi 
life that resemble a ritual shadow tl 
atre, traditional to the island of Java. The 
shadows move, meet and fall apart, but the 
significance of their gestures is understood 
only by the initiated. After six months of ap- 
parent calm, the possible falling-apart of Mr 
Giulio Andreotti’s. coalition government 
needs a bit of explaining. . 

The menacing shadows are those of 
some members of the five-party government 
aliance, indeed of Mr Andreotti's own 
Christian Democratic party. His response 
has been an outward display of seraphic 
calm combined with some intense manoeu- 
vring of the Javanese shadow-theatre vari- 
ety. The result, however, is that in spite of 
last year’s promising start, Mr Andreotti's 
government has begun to look almost as 
wobbly as the three short-lived governments 
that preceded it. i 

The curreht obscurities of Italian poli- 
tics are in keeping with the political persona. 
of Mr Andreotti. He secured the prir 
ministership last July, and at the same tituc 
forged a firm, albeit probably not enduring, 
alliance with Mr Bettino Craxi's Socialist 
party. Since then Mr Andreotti has done his 
best to keep clear of conflict while devoting 
his energies to consolidating his power base. 
This has meant securing personal influence 
in ltaly's huge state-controlled industrial 
and banking sectors, while signalling his 
lack of sympathy with some of his predeces- 
sors plans for privatisation. | ` 

In a meticulous division of the spoils 
available through public-sector appoint- 













-hristian Democrats, 
Mir Ciriaco De Mita, lost his 
eader in February last year. 
ctims of the Craxi-Andreotti- 
nce, or CAF, as the ltalian press 
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o. The Board is proposing a final dividen | of. B. 35 per share — a total for the vedr af 2 Son per t (1988. 19.0p). The final 
-a dividend will be paid on 17 May 1990 to shareholders ori the register at the close of business on 12. April 1990. The proposed final - 
o dividend will cost £56.9m (1988 £49 om). roposed Group reorganisation, which was announced in November 1989; is sie 
| to approval by shareholders at me tings to bel eld on 17 April 1990 and full details will be sent "with the 1989 Report and Accounts. 


For reasons associated with this reor anisation it will not be possible to offer new ordinary shares in lieu of the 1989 final dividend. 
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calls it, include a well-known 
Mafia fighter, the ex-mayor of 
Palermo, Mr Leoluca Orlando, 
who was ousted last month by 
his fellow Christian Demo- 
crats, and Mr Biagio Agnes, 
who has lost his job as chair- 
of Italy's state-owned tele- 
vision and radio company, RAI 
In claimin 
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ing them, CAF may 
have overdone it. 

.. The dissatisfaction of the 
left-wing Christian Democrats 
əd into revolt when Mr De 
a and members of his fac- 
tion resigned from their party 
obs last month. They disagree with some 
central issues on the government's agenda, 
‘such as the tougher sanctions against drug 
'rs and contentious anti-trust proposals. 
Mr Craxi, however, says he will walk out if 
tk government does not honour its com- 
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; FROM OUR BRUSSELS CORRESPONDENT 


JACQUES DELORS is 
the most powerful presi- 
r dent the European Commission 
. has ever had. He has been the 
. driving force behind many of 
the commission's coups during 

his five years in the job—from 
- the Single European Act agreed upon in 
. 1985, to the budget reform of 1988 and 
. the current plan for economic and mone- 
. tary union (EMU). He dominates the com- 
. mission itself. 
| The EC needs such forcefulness. Far 

from being sidelined by events to the east, 
. the commission faces a daunting year. It 
. must co-ordinate aid for Eastern Europe- 
. ans, negotiate its future links with them, 
1 E a new deal with EFTA, absorb East 
ermany, complete the Uruguay round of 
. the GATT, and prepare for a fateful inter- 
|| governmental conference on Economic 
= and Monetary Union. Can evon maestro 

. Delors conduct such an opera? 

Delors is energetic, likes to think 
ahead and has no doubts about his own 
- abilities. Many of the other commission- 
ers are weaker characters who stick to 
their own particular brief and do not chal- 
lenge him on the broad sweep. 

But a big part of the secret of Delors’ s 
strength lies in the role of his small group 
of , or cabinet. All commissioners 
. delegate much of their work and some of 
|| their decisions to members of their cabi- 
| nets. It is not coincidental that two of the 
| most effective commissioners now in 
| Brussels—Mr Delors and Sir Leon 
. Brittan—both have cabinets of particu- 
larly high calibre. 


Fatalistic Andreotti 


The president’s men 






Mr Andreotti “cynically 
suggests that much of this skir- 
mishing can be attributed to 
the imminence of regional elec- 
tions in May. He is probably 
right. All five partners in gov- 
ernment, including the tiny 
Republican party, whose mem- 
bers voted against a govern- 
ment immigration law in par- 
liament last month, are 
compelled to compete for 
votes. But Mr Andreotti’s 
group also suspects Mr Craxi’s 
Socialists of promoting an early election so 
as to reap the benefits of the current disar- 
ray in the Communist party. Its leader, Mr 
Achille Occhetto, is seeking approval for an 
ambitious plan to refound the party under a 
new name at a party congress in Bologna 


* Many commission officials 
3 reckon that Mr Delors's chef de 
2 cabinet, Mr Pascal Lamy, is a 
o Bocuse among chefs, exercising 

& more power than any of the 

e other 16 commissioners. He 

controls access to the president; 
Mr Delors often uses him as a proxy in 
dealings with fellow-commissioners. Mr 
Lamy also dominates the Monday morn- 
ing meeting of chefs de cabinet, which sets 
the agenda for the Wednesday meeting of 
the commissioners and tries 
to take as many routine deci- 
sions as possible. Mr Lamy 
often gets his way, and not 
just because he speaks for 
the president. He has a pierc- 
ing mind and a forceful, oc- 
casionally explosive, style. 
One former commissioner, 
Mr Peter Sutherland, called 
him "Delors's Exocet”. 

Mr Delors and Mr Lamy 
make an effective combina- 
tion of Mr Soft and Mr 
Hard. At the Monday meet- 
ing, Mr Lamy will often ar- 
gue for economic dirigisme, 
or take a line which follows French na- 
tional interests (these sometimes amount 
to the same thing). Then, at the Wednes- 
day commissioners’ meeting, Mr Delors 
will cause surprise by being relatively lib- 
eral and conciliatory on, say, illegal state 
aid for Renault, or quotas for Japanese car 
imports. As president, Mr Delors must be 
seen to be impartial, so he uses Mr Lamy 
to promote his own interests—which in- 


Exocet Lamy 
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ud ee —— peer oppose 
Mr Occhetto's scheme. 

In any event, should the government 
fall this spring, Mr Andreotti knows he is 
the most likely person to lead an interim co- 
alition before the next election. Because he 
is a fatalist, he would not be unduly put out 
by the prospect of opening the Italian presi- 
dency of the European Community in June 
this year with an unimpressive display of in- 
stability at home. A problem solver, if not a 
strategist, Mr Andreotti will devote himself 
to solving the problems that the Commu- 
nity will be faced with by German unifica- 
tion (which he used to oppose, but with 
characteristic realism has come to support). 
Yet, should the disruption prove greater 
than foreseen, it would be in character for 
Mr Andreotti to quote St Augustine to re- 
mind his contemporaries of the transience 
of human endeavour. 





















clude assuring the French government 
that he has not forgotten Colbert. 

Mr Delors's deputy chef de cabinet, 
Mr Francois Lamoureux, works with the 
same almost-Jacobin dedication as Mr 
Lamy, but if anything packs even more 
powder into his dealings with other offi- 
cials. Mr Lamoureux wrote much of the 
Single European Act and is now working 
on blueprints for institutional reform that 
will be piggy-backed on to the treaty 
changes for EMU. It was Mr Lamoureux 
who interested Mr Delors in the principle 
of subsidiarity: that the EC should involve 
itself only in those policies that cannot be 
handled better at national or regional 
level. This has proved a use- 
ful weapon against those 
who accuse the commission 
of being power-hungry. 

The Delors cabinet 
claims that if it did not ruffle 
feathers it would be unable 
to make the Eurocracy work 
effectively. Each "directorate 
general", as the various divi- 
sions of the commission are 
known, has priorities of its 
own, and it is almost un- 
heard of for two of them to 
work together unless forced 
to. Mr Delors's achievement 
has been to impose some 
top-down cohesion on the bureaucracy. 

The president has few formal powers 
over the other commissioners. Strictly, he 
is primus inter pares. So he has depended 
on his cabinet to help him centralise 
power in the presidency. In the rueful 
words of one senior official, stung by a hit 
from the Exocet, "If Delors's cabinet were 
not such bullies the commission would 
not have so much momentum." 
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The greerting of British politics 


Our latest brief looks at an issue that has suddenly become one of 
Britain's main political talking-points 


N THE summer of 1988 Mar- 

garet Thatcher was short of 
holiday reading. Her officials 
handed her a pile of papers on 
climate change. As the only sci- 
ence graduate at the head of a 
big industrial country, the prime 
minister enjoys di ing scien- 
tific subjects. She had a speech 
to deliver to the Royal Society, 
Britain's most distinguished sci- 
ntific club, in September. Here 
vas the ideal subject. 

Thus did the environment 
burst into British politics. In 
fact, as this brief will show, the 
subject had long lurked in the 
background. Liberals and (with 
less justification) Labour had 
tended to regard the subject as 
their own. But the prime minis- 
ter's speech dramatically demon- 


strated her sense that public in- - 


terest in environmental issues 
was rapidly increasing. That in- 
terest showed up at the polls in 
June 1989 when the Green party 
won 1596 of the national vote 
(but no seats) in the elections for 
the European parliament. 

Having set out a marker, the 
government's next task was to 
turn rhetoric into policy. At this 
point, a difficulty emerged. Mrs 
Thatcher had a triumph at an in- 
ernational conference in Lon- 
jon on the ozone layer in March 
1989; and she made a powerful 
speech to the United Nations 
general assembly in November. 
But to contribute to interna- 
tional debate is easy: to translate 
international agreement into do- 
mestic policy, infinitely harder. 

The problem is two-fold. First, 
the machinery of government is 
ill-designed to cope with an issue 
that cuts across most depart- 
ments; second and more funda- 
mental, effective environmental 
policies must change the behav- 
iour of individuals in ways that 
they may welcome in theory but 
detest in reality. 


A clean machine 

Of all the ministries in White- 
hall, few have less direct sway 
over environmental policy than 
the Department of the Environ- 
ment. The department, a mon- 
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ster now employing 3,000 people 
in three hideous tower blocks, 
began life in the 1970-74 govern- 
ment of Mr Edward Heath. It 
was an amalgamation of the min- 
istries of housing, local govern- 
ment, public buildings and 
works, and initially, of transport. 
Its secretaries of state, starting 
with Mr Peter Walker, have de- 
voted most of their energies to 
rearranging local government 
and its finances. 

The department still controls 
planning, and the local authori- 
ties manage many activities with 


a direct environmental impact, 
from rubbish collection to street 
lighting. The department is also 
responsible for Her Majesty's In- 
spectorate of Pollution, the body 
that polices most of the law on 
emissions by companies and on 


the disposal of waste. 
But energy, transport and 
farming all have their own de- 


partments. Recycling is a matter 
for the Department of Trade and 
Industry. The Scottish and 
Welsh offices have large powers 
over their own environments. 
International negotiations are 
handled through the Foreign OF 
fice. And "green" taxation is a 
matter for the Treasury. 

Some have argued for the set- 
ting up of a separate "green" 
ministry, whose head would be 
able to avoid entanglement in 
poll tax or housing policy. Such 
a minister, though, would have a 
small budget and thus little clout 
in cabinet. Others have argued 
for a super-ministry, rolling to- 
gether all environmental respon- 
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sibilities. When tried in other 
countries (Sweden and Holland, 
for instance) the effect has been 
to transfer arguments from the 
cabinet to the department. 
When he took over as secre- 
tary of state for the environment 
from Mr Nicholas Ridley in July 
1989, Mr Chris Patten tried a 
different approach. He per- 
suaded a reluctant Mrs Thatcher 
to set up and chair a cabinet 
committee to draw up a govern- 
ment white paper on the envi- 
ronment by the autumn of 1990. 
On the committee sit all the min- 
isters whose departments im- 
pinge on the environment. The 
need to publish a white paper 
has already dramatically concen- 
trated minds in Whitehall. 


A greener market 

Neither of the main political par- 
ties has, in the past, made the 
environment its own. Each is 
now hunting for ways to set a dis- 
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tinctive stamp on the issue. An 
elegant attempt to define Tory 


June 1989. He rejected the sim- 
plistic idea that a party that be- 
lieves in free markets could not 
also believe in regulation of eco- 
nomic activity. "Like the preven- 
tion of violence and fraud, pollu- 
tion control is essentially an 
activity which the state, as pro- 
tector of the public interest 
against particular interests, has 
to regulate and police," he said. 
Mr Ridley developed that idea 
in his equally elegant reshaping 
of water privatisation. He set up 
a separate National Rivers Au- 
thority with the job of enforcing 
environmental standards on the 
water companies. Separation of 
regulators and providers is al- 
ready being vindicated. Staff at 
the new authority, after years of 
sharing offices with water engi- 
neers, are now toughening stan- 


For both Tories and Labc 
the green debate acquired a new 
twist with the publication last 
August of a report by Professor 
David Pearce, commissioned by 
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mechanisms could ) 
make polluters carry the ful 
costs of dirtying the earth. — — 
But, as Mr Ridley points out in 
his pamphlet, making the pol 
luter pay ultimately means mak- 
ing the consumer pay. Both par- 
ties are being influenced by 
Professor Pearce's report; but 
each is starting to realise its po 
litical implications. The govern: 
ment, about to sell the electricity 
industry, is not keen to raise 
taxes on energy. Raising the cost 
of motoring is even more sensi- 
tive. The prime minister is a fer- 
vent enthusiast for the freedom 
cars give people; and Mr Bryan 
Gould, Labour's environment 
spokesman, is member of Parlia- 
ment for Dagenham, heart of the 
British car industry. Ec 
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A word for all seasons 
One reason the environme t is 
so hard to fit neatly into the ex- 
isting pigeon-holes of politica 
life is that it covers so many is 
sues. For some, the word in- 
stantly conjures up visions ol 
green fields vanishing under con- 
crete; for others, Chernobyl; foi 
others again, belching sme 
from factories and cars. The 
environment has fed into British 


politics through three distinct 


smo € 


the anti-nuclear on- 
cern about public health an 
pollution. In all three—but espe- 
cially the first two—outside pre: 
sure groups have been influential 
(see box on next page). 

Interest in the preservat 


perhaps, from Britain's early 
urbanisation which gave Vic- 
torian middle-class town-dwell- 
ers a romantic view of rural life 
But it was the postwar Lab 
government, under Clemer 
Attlee, that set the statutory 
framework for the protection of 
the countryside. It passed the 
1947 Town and Country Plan- 
ning Act, making development 
subject to political control. It 
also set up the Nature 
vancy Council, one of two ofh- 
57 b 
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Br watchdogs (che other isthe 





Countryside Commission) that 


_, advise the government on rural 


green policy. 

In Britain, as in most coun- 
tries, opposition to nuclear 
power has been a theme of 
much green politics. Opinion 
polls frequently show that the 


_ disposal of nuclear waste is the 


public's greatest environmental 
worry. Attitudes to nuclear 
power show how concepts of rel- 


ative risk affect green politics: 


voters—even voters who risk 
their lives daily smoking ciga- 
rettes or driving fast cars—want 
great protection from the tiny 


_ chance of a British Chernobyl. 


Britain's anti-nuclear move- 
ment has concentrated on two 


—. campaigns: reducing the waste 
— discharged by Sellafield, a re- 


processing plant for spent nu- 
clear fuel on the Cumbrian 
coast; and fighting the Thatcher 


- government's plans to build a 


- new group of nuclear power sta- 


tions. They scored an unex- 
pected triumph, thanks to elec- 


= tricity privatisation. When the 


— A City looked at the true costs of 





.—. nuclear power, it took fright. 
The nuclear-power programme 


has been halted. Economics has 


4 won where years of green lobby- 


ing failed 


People power 


Up to now, the pollüdion 
that the government has tackled 
has had both its origin and its ef- 
fect mainly in Britain. The Public 
Health Act of 1848, which intro- 
duced national measures to con- 
trol the pollution of fresh water, 
and the Alkali Act of 1863, at- 
tacking air pollution, broke new 
ground by establishing the con- 
cept that a person could get the 
state (in the form of the Alkali 
inspector) to intervene if a neigh- 
bour was polluting. Britain has 
never had a general right for 
third parties to take polluters to 
court (unlike in many American 
states, where environmental lob- 
byists are frequently lawyers). 

The Victorians, rich and 
dirty, grew interested in green is- 
sues as their air grew blacker and 
their rivers smellier. Similarly, it 
was the killer fog of 1952 which 
led to the passing of the first 
Clean Air Act in 1956. More re- 
cently, environmental policy has 
had to address problems that 
arise in Britain, but mainly affect 
other countries. Once, air pollu- 
tion was tackled by building 
higher chimneys on power sta- 
tions so the pollutants blew far- 
ther away; river pollution, by en- 
couraging dirty factories to set 
up on the coast so that their 
waste would float out to sea. 


HE environment is the route by which many ordinary people 
become involved in political activity. Sometimes this may be 


That has become harder. Pres- 
sure from Norway and West Ger- 


many eventually led Britain to: 


agree to limit the output of sul- 
phur dioxide, which contributes 
to acid rain; pressure from coun- 
tries around the North Sea has 
forced Britain to agree to reduce 
the dumping and burning of rub- 
bish at sea. 


Foreign bodies 

Britain's policy on pollution will 
increasingly be shaped in Brus- 
sels, not London. This is partly 
because of rising concern about 
the way dirt’ blows and flows 
across boundaries: with three EC 
countries Sharing the Rhine, for 
instance, continental Europe 
naturally tends to see pollution 


as an international issue. 
More important has been the 


growing awareness that greenery . 


impinges on trade. If one coun- 
try imposes vpn de controls on 
its producers t another, it 
will suffer a competitive disad- 
vantage; whereas if one insists on 
higher product standards, it may 
benefit its own manufacturers. 
Green lobbyists in Britain 
have been quick to spot Brussels 
as a way to put pressure on their 
government at home. Friends of 


the Earth has waged an astute 


campaign to coax the European 


Commission to take a tough line 
with Britain's breach of Ec rules 
on nitrates in drinking water. 
Reluctance to agree to EC policies 
in the past has allowed the green 
lobby to ditb Britain the “dirty 
man of Europe”. Ministers tartly 
reply that, unlike some EC coun- 
tries, they agree only to policies 
they think they can implement. 

As green issues become inter- 
national, it will become harder 
for any country to reconcile 
greenery and sovereignty. There 
will be international pressure for 
agreements to reduce the emis- 
sion of "greenhouse" gases, to 
stop polluting the sea, to transfer 
cash and technology to the third 
world and Eastern Europe to 
help them clean up. Govern- 
ments that are reluctant to sign 
will be pilloried at home. 

Green groups will always asl 
for more than the government 
can deliver. Voters, with their 
notorious double standards, will 
demand policies (less traffic, less 
industrial pollution) for which 
they will be reluctant to pay the 

rice. Had Mrs Thatcher seen 
here a commitment to the envi- 
ronment would lead politicians, 
she t have spent the sum- 
1988 reading Agatha 

Christie instead. 





local: a proposal for a new road or housing estate may induce an 
outburst of NIMBy—not in my back yard. Sometimes it may be 
global: worry about the rainforest, or the whales. 

The conventional political parties have not benefited from the 
growth of greenery. The Green party has: in February 1989 it had 
9,100 members, in December 18,000. But the party, with its 
determination not to choose a single leader and its ramshackle 
finances, has no seats in Parliament and is unlikely to acquire 
them. Greenery seems to be more naturally expressed through 
lobbying bodies than conventional politics. All told, membership 
of Britain's green lobbying groups has risen from about 2m in 
1980 to 5m by 1988 (see chart). Their combined income is around 
£170m, and they employ 1,500 staff. 

Some of Britain's biggest green groups have long histories. 
They sprang from a concern tc preserve the countryside (as with 
the National Trust, founded in 1895 by Octavia Hill), and to 
make it accessible to people from the towns (as with the Ramblers 

iation, which grew out of a mass trespass on Kinder Scout, 
in the Peak District, in 1932). Most influential of all groups is the 
Royal Society for the Protection of Birds. Its membership 
(680,000) is much smaller than that of the National Trust (1.8m). 
But passionate birdwatchers roost in high places: they include Mr 
Michael Heseltine, Mrs Thatcher's first environment secretary. 

The main gains in membership and money have come not to 
these traditional bodies, but to newer and more militant groups. 
Greenpeace, launched in Canada in 1971, now has 327,000 mem- 
bers in Britain, six times as many as in 1985, and an annual in- 








come of well over £3.5m. Friends of the Earth has grown even 
faster, from 39,000 members in July 1988 to 190,000 by the end of 
1989. These newer groups often work internationally: the huge 
clout of the World Wide Fund for Nature, for example, comes 
from its world-wide view. Greenpeace has led international cam- 

paigns against development in Antarctica. 

Some of the older green groups have realised that the specific 
issues on which they have campaigned in the past are too narrow, 
and have been drawn into political fights. Thus the spread of 
commercial tree-farming, encouraged by tax breaks, and the con- 
sequent loss of habitat for moorland birds led the RSPB success- 
fully to challenge the government's forestry policy. Meanwhile, 
the newer groups have come to realise that protesting is easier 
than policy-making. Greenpeace, good at fighting photogenic 
battles in rubber dinghies, has begun to talk to scientists and 
economists; Friends of the Earth commissions papers on ways to 
reform the Department of the Environment. 
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Two years ago, 
Scandinavian television was set free. 


Ow New Year’s Eve in 1987, SCANSAT/TV 3 made 
broadcast history overnight by introducing the 
first ever independent commercial television pro- 
gramming to millions of Scandinavian viewers. 
Today TV 3 is still the only areawide commercial 
alternative to state monopoly television in 
Norway, Sweden and Denmark; a region with 17 
million TV viewers. 

By offering Scandinavian cable audiences a 
good variety of family entertainment, feature 
films, international sport, and quality children’s 
programming, TV 3 has captured more than five 
million viewers. And during 1990, the number of 
viewers is expected to grow by more than 40 per- 
cent. 

Regular advertisers include some of the 


world’s leading corporations such as Canon, 
Electrolux, IBM, Mc Donald’s, SAS, Unilever 
and Volvo. Advertising revenues are expected 
to double during 1990 leaving SCANSAT/TV 3 
with breakeven operations just three years 
after its inauguration. 

SCANSAT/TV 3 is one of the newer subsidi- 
aries in the Kinnevik Group, a Swedish-based 
investment concern which historically has beer 
engaged in heavy industrial production and 
global trading. Kinnevik devotes a major por- 
tion of its management resources to the forma- 
tion of new ventures to complement its tradi- 
tional activities. It does so in the firm belief 
that some of these firms will take their place 
among tomorrow's leading companies. 
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KINNEVIK has annual sales of MSEK 8,000 and assets of MSEK 13,000. Headquartered in Stockholm, operations are conducted through wholly- or 
partially-owned subsidiaries. Kinnevik's traditional business areas include: forestry and the manufacture of pulp and paper, steel production, as 
well as the importation, retailing, leasing and service of automobiles and earth-moving machinery. During the last ten years, Kinnevik has organi- 
zed 16 new companies around a number of new products and services, principally in the field of information and communications, ranging from 
telephony to television. These companies are active in the operation of cellular mobile phone and digital messaging systems since 1981, in establi- 
shing DBS satellite operations since 1985, in operating credit card phone and credit transaction systems since 1986, in providing SMATV services 
since 1987, in publishing since 1987, in satellite TV broadcasting since 1988, and in independent TV production since 1988 
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On a different tack 


TED a country long admired for its social 
consensus and economic vigour, is being shaken 
by an economic and political crisis. Mr Ingvar 
Carlsson's minority Social Democratic government 
resigned in mid-February after its plan for a two- 
year wage and price freeze was defeated in parlia- 
ment. Mr Kjell-Olof Feldt, the highly-respected fi- 
nance minister and architect of Sweden's economic 
reforms in the 1980s, has decided to quit politics. 
As this survey went to press, it looked likely that the 
Social Democrats, who have held power for 52 of 
the past 58 years, could form a new government, but 
whoever takes office will inherit a nasty economic 
mess. Sweden has been swept by a wave of strikes in 
support of big pay rises. Inflation looks set to reach 
896 this year, the current-account deficit is widening 
rapidly, interest rates are at 16% and output is stag- 
nating. Has the famous Swedish model collapsed? 

Economic liberals had long warned that the 
Swedish economy had all the ingredients for eco- 
nomic paralysis: the highest taxes of any industrial 
country, the most generous welfare state, the nar- 
rowest wage differentials and the highest trade- 
union membership. Yet for years Sweden pros 
pered, offering high living standards, low 
unemployment, an egalitarian welfare state and a 
host of strong, dynamic companies. 

The key to this success lay in the original four- 
part Swedish model. The Social Democrats used a 
capitalist engine in the productive bits of the 
economy—allowing market forces, not bureaucrats, 
to decide whether firms failed or thrived. This was 
combined with an active labour-market policy to 
move workers quickly from declining to expanding 
industries, centralised pay bargaining to set wages in 
line with what the economy could afford, and a 
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comprehensive welfare system. 

The economy ran well on this formula until the 
1970s, when Sweden’s industrial competitiveness 
deteriorated sharply. In their attempt to counter 
mounting job losses, the non-socialist governments 
of 1976-82 made all the mistakes for which socialist 
governments are usually famed but which Sweden's 
Social Democrats had assiduously avoided. Subsi- 
dies were pumped into industry and public-sector 
projects were expanded. The results were predict- 
able: the budget and the external current account 
went deep into deficit and inflation rose. 

When the Social Democrats inherited this mess 
in 1982, Mr Feldt, their new finance minister, re- 
jected both Keynesian reflation to create jobs and 
Thatcher-style tactics of fighting inflation with un- 
employment. Instead he chose the "third way : to 
reduce inflation and unemployment simulta- 
neously. The krona was devalued by 16% and the 
budget deficit of 13% of GDP in 1982 was turned 
into a surplus of 1% by 1988. It seemed to work: 
exports boomed, and unemployment and inflation 
fell. The Swedish model was back in fashion. 

Sadly, it now seems that the devaluation 
brought only a temporary reprieve. Since 1985, GDP 
has grown by an average of 2.3%, well below the 
OECD average of 3.5%. Growth is forecast to slump 
to only 1-112% in 1990 and 1991. Big wage increases 
and sluggish productivity growth have pushed up 
inflation and eroded industry's international com- 
petitiveness back to where it was before the 1982 
devaluation. Sweden's current-account deficit is 
forecast to widen to 4% of Gpp by 1991. The “third 
way" has failed: the country is on the brink of a cost 
crunch, horribly similar to that of the late 1970s. 

What has gone wrong? Many observers blame 
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the breakdown of centralised wage bargaining, but 
the real problems lie deeper. The first and most 
controversial is that the commitment to full—or 
overfull employment—is fuelling wage inflation. Al- 
though Sweden's excellent labour-market policies 
have delivered a better trade-off between unemploy- 
ment and inflation than in other countries, it can- 
not completely escape that trade-off. Sweden’s un- 
employment rate (currently 1.5%) has been driven 
below the rate compatible with stable inflation. 

But the fact that the economy started to over- 
heat at a growth rate of just 2% points to the second 
problem: supply-side rigidities. The disincentives 
caused by the tax and benefit systems have cramped 
productivity and exacerbated labour shortages. For 
two decades Sweden has been near the bottom of 
the OECD growth league, with the result that its GDP 
per head (adjusted for differences in purchasing 
power) has now slipped below the OECD average. 

wage and price freeze would have solved 
neither of these problems; experience shows that in- 
comes policies always fail. The only way to cool 
down the overheating economy is a tighter fiscal 
policy, and to allow unemployment to rise to take 
the heat out of the labour market. To be fair, Mr 
Feldt tried to tighten the screw a year ago, but his 
measures were defeated by the opposition parties. 

But even Mr Feldt rejected higher unemploy- 
ment to fight inflation. He believed he could reduce 
cost pressures by increasing incentives and pro- 
ductivity, and was trying to drag Sweden forward 
through a radical programme of “free-market” re- 
forms. He deregulated domestic financial markets 
and scrapped the foreign-exchange controls which 
had isolated Sweden from international markets for 
half a century. Even more dramatic is the tax re- 
form, due to be completed next January, which will 
encourage Swedes to work harder and to save. 


Frustrated Feldt 
If Mr Feldt had had his way he would have gone 


much further in exposing the economy to market 
forces, not least in the bloated public sector. So it is 
ironic that the champion of free-market reforms 
should seemingly have proposed a price and wage 
freeze. The truth is that he did not. Instead he 
wanted tough spending cuts, but this was opposed 
by both trade-union leaders and by Mr Carlsson 
who then cobbled together the package. 
Before he quit, Mr Feldt was the longest-serving 
minister in any OECD country. Mr Feldt's 


experience and his determination to liberalise the 
Swedish economy are a serious loss both to his party 
and to the economy. But his patience had run out; 
being forced to introduce a wage freeze was the last 
straw. In the past year he has been increasingly frus- 
trated by battles with the traditionalists in his party, 
particularly trade-union leaders, who feared that he 
was abandoning socialist principles and turning the 
Social Democrats into a party of big business. 

Have the Social Democrats changed their spots? 
Mr Klas Eklund, who was Mr Feldt's political ad- 
viser and popularly known in the Swedish media as 
"the right-wing ghost of the party", argues that 
there had not been a major turnaround in policy, as 
the Social Democrats have always allowed the mar- 
ket to play a big role; and that if the party is to re- 
main the political force of the future and not just of 
the past, it needs to revamp its ideas to face up to 
the challenges of the 1990s. In particular: 

@ In the world at large, the market economy has 
won the battle against the planned economy. Swe- 
den now needs to rethink how market forces can 
play a bigger role in its economy. 

e With the increasing global integration of markets, 
Sweden can no longer pursue very different policies, 
on taxation, say, to other countries; nor can it af- 
ford to have a much higher inflation rate. This may 
leave less room for a specific Swedish model. 

@ Sweden has reached a ceiling on its tax revenues, 
so problems can no longer be solved by opening the 
public purse; demands for better public services 
must in future be met by better use of resources. 

To admit the need for change is not to deny the 
past success of the Swedish model (the active la- 
bour-market measures can still be admired), but to 
accept that in the new economic climate she needs 
more fashionable clothes. Mr Feldt was quick to un- 
derstand this and it would be a disaster for Sweden 
if the current political crisis brings deregulation and 
tax reform to a halt. 

Efforts to form a new government continued as 
this survey went to press. One option was a coali- 
tion of the Moderates (Conservatives), the Liberals 
and the Centre party, but even together the non- 
socialist parties do not have a majority in parlia- 
ment. The real snag, however, is that they make un- 
comfortable bed-fellows. They disagreed on tax 
reform, and are split on two big issues: the Euro- 
pean Community and nuclear power. The Moder- 
ates are in favour of both, the Centre party against. 


Most likely, the Social Democrats will get an- 
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other chance, with the support of the Communists 
and also possibly the Centre party. But that could 
be bad news for Sweden: without Mr Feldt, this new 
government would almost certainly take a step 
backwards from deregulation and reform. 

A general election will only be called as a last 
resort. The Social Democrats are at an all-time low 
in the opinion polls, with 3496 of support compared 
with 4396 in the last election, so an election now 
might produce a non-socialist majority. But the 
prize of winning an early election—the task of im- 
posing unpopular austerity measures in the midst of 
an economic crisis, and then having to face the vot- 
ers again in September 1991 (when, under the con- 
stitution, the next scheduled election must still be 
held)—is not to be relished. 

A new government will have two other things 
to worry about. At the same time as the Social Dem- 
ocratic government tried to liberalise the economy, 
it simultaneously tied two lead weights to its feet. 
One was energy policy where Sweden is committed 
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to close down all nuclear-power reactors, even 
though they generate half of the country’s electric- 
ity. The second was its refusal to consider member- 
ship of the European Community as the EC creates 
its internal market. Both decisions could put indus- 
try at a serious disadvantage. 

These are examples of how too many Swedes, 
oblivious to their relative economic decline and the 
changes in the world economy, still believe that the 
Swedish model can adjust to anything and can de- 
liver what other countries find impossible. They 
think they can combine negligible unemployment 
with low inflation, can stay outside the EC yet still 
enjoy all the benefits, and can scrap nuclear power 
at no cost to industry. Sweden's corporate giants, 
however, do not believe in fairy tales. Already wor- 
ried about wage costs and the uncertainties over en- 
ergy costs and the EC, companies are investing 
abroad rather than in Sweden. Their continued 
prosperity is thereby guaranteed. Can the same be 
said of the Swedish economy? 





The model starts to show her age 


A FIRST sight it is amazing that the Swedish 
labour market ever worked at all. The narrow- 
est wage differentials in Europe, the highest taxes 
and unemployment benefits, and the highest rate of 
trade-union membership sound like a recipe for la- 
bour-market rigidity and unemployment. But the 
Swedish labour-market model, shaped by two trade- 
union economists in the late 1940s, was specifically 
designed to deliver low unemployment and low in- 
flation. So it did: during the past 30 years Sweden's 
jobless rate has never been higher than 31296, and 
until the 1980s its average inflation rate was slightly 
lower than the European average. 

Now, however, the Swedish model seems to be 
showing her age. Since the early 1980s unit wage 
costs have risen by three percentage points a year 
more than in Sweden's trading partners. In 1989 
the average wage rise topped 10%—twice the Euro- 
pean average. This year opened with a wave of 
strikes in banking and public services, with de- 
mands for 1596 pay rises. This prompted Mr 
Carlsson's government to propose a package which 
included not only a wage and price freeze, but in its 
original form went to the rather un-Swedish-like ex- 
treme of banning strikes. This ban was later 
dropped, after fierce trade-union protest. Wage in- 
flation is clearly the country's biggest problem; can 
the Swedish model be repaired? 

The original model had three distinct features 
as far as the labour market was concerned: the so- 
called "solidaristic" wage policy to narrow wage dif- 
ferentials, active labour-market measures to redirect 
the unemployed to new jobs, and centralised wage 
bargaining. The solidaristic wage policy was origi- 
nally conceived as equal pay for equal work, irre- 
spective of company profits. According to conven- 
tional wisdom, small wage differentials inhibit 
labour mobility, but the model's architects argued 
that narrow wage differentials would actually speed 
up the movement from low- to high-productivity 


sectors by weeding out unprofitable firms and fa- 
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vouring high-productivity ones. 

Unfortunately, the unions pushed wage solidar- 
ity too far and extended it to general wage 
equalisation, compressing wage differentials not just 
within a job category but i t occupa- 
tions and skills. The differential between the aver- 
age wages of skilled and unskilled blue-collar work- 
ers narrowed from 54% in the 1960s to 25% in the 
1980s. This has undermined the incentive to train, 
and the flat career structure in salaries makes it hard 
to motivate workers. If the steeply progressive tax 
system is also taken into account then net-income 
differentials have been squeezed even more: last 
year a cabinet minister took home, after tax, only 
about twice as much as a blue-collar worker; in 1939 
the ratio was eight to one. 

The second and by far the most crucial feature 
of the model is the active labour-market measures to 
help shift workers from declining industries into ex- 
panding ones. Rather than simply handing out cash 
benefits to the unemployed, these policies help to 
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push them back into jobs. A nationwide govern- 
ment employment exchange helps to match the job- 
less with vacancies; retraining schemes and reloca- 
tion grants help to make labour more mobile; and 
temporary public-sector schemes and private-sector 
recruitment subsidies create jobs. Some critics argue 
that this is just unemployment in disguise, but even 
if all those on such schemes are included, the total 
jobless rate is still less than 5%—well below the EC 
average of 1096. Yet this misses the real point of the 
measures, namely to keep the unemployed in touch 
with the market, to improve their chances of 
employment and so prevent long-term joblessness. 

The longer somebody is out of work, the more 
difficult it becomes to find a job and so the less hard 
they search. In effect, they withdraw from the la- 
bour voe and so put = PTT ay on 
wages. preventing long-term joblessness, Swe- 
den's labour-market measures have helped to re- 
duce unemployment without pushing up inflation. 
Only 896 of Sweden's unemployed have been job- 
less for more than a year, compared with one-half, 
on average, in EC countries. True, the labour-mar- 
ket measures cost the government almost 2% of 
GDP—more than in other countries—but because 
they keep unemployment down, spending on job- 
less benefits is much smaller than elsewhere. 

But Sweden is no soft touch for the jobless. A 
vital ingredient of Sweden’s success is that it com- 
bines the carrot—the promise of training or a 
job—with a stick. Although Sweden has some of 
the most generous unemployment benefits in the 
world, it also has strict eligibility rules. Benefits are 
not open-ended, but are paid for a maximum of 300 
days and are subject to a strict work 
test to discourage scroungers. If a 
recipient refuses to take a training 
place or a job, benefits may be 
stopped immediately, 


Centre of gravity 

The Swedish model’s third limb is 
centralised wage bargaining. Swe- 
den has traditionally been regarded 
as having one of the most 
centralised systems in the OECD. It 
certainly has the highest trade- 
union membership, with 90% of 
blue-collar workers and 80% of 
white-collar workers belonging to a 
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union. Until the early 1980s the Lo, the blue-collar 

e-union confederation, negotiated pay nation- 
ally with the sAF, the employers’ federation, and set 
a norm for other workers. Central bargaining was 
essential to implement the solidaristic wage policy, 
but more important, it was believetl that centralised 
bargaining could deliver a lower aggregate wage in- 
crease in line with what the economy could afford. 
Unlike negotiations at individual-company level, 
the Lo had to take account of the wider impact of 
wage increases on international competitiveness 
and jobs, which, in turn, encouraged wage restraint. 

In the 1980s, however, centralised wage bar- 
gaining has broken down. There has always been a 
sizeable element of wage drift—wage increases nego- 
tiated locally on top of the national deal—but in 
recent years wage drift has accounted for more than 
half the total increase. In addition, the Lo and SAF 
failed once again to agree on a national norm this 
year, with the unions refusing to restrain their wages 
despite the deteriorating economic situation. 

In any case, as Professor Nils Elvander of Upp- 
sala University points out, in recent years there has 
been a dramatic increase in new forms of remunera- 
tion which have strengthened the link between 
company profits and workers’ pay, and started to 
weaken the traditional consensus among workers. 
Productivity-based deals, profit-sharing and con- 
vertible loan stock (which give employees the op- 
tion of buying shares in their company on favour- 
able terms) are spreading like wildfire. More than 
half the firms listed on the Stockholm bourse have 
issued convertible stocks. Some 40% of blue-collar 
workers who are eligible have subscribed to them, 
and 70% of white-collar workers. 

The Lo blames decentralisation for the wage ex- 
plosion, and it urges a return to central bargaining. 
Cynics say that this is because it wants to regain its 
former power, but economic evidence also seems to 
be on its side. The above chart, concocted by the 
OECD, suggests that either completely centralised or 
completely decentralised wage systems deliver the 
best results in terms of wage flexibility and hence 
the best trade-off between unemployment and infla- 
tion. The worst type of wage-bargaining system is 
one somewhere between the two extremes—which 
is what Sweden has been drifting towards. 

But it would be impossible to return to the ro- 
mantic 1950s and 1960s when the Lo and sarf deter- 
mined wage rises. Today the white-collar and pub- 
licsector unions have gate-crashed that cosy 
twosome. Pay talks are often dominated by disputes 
about relative pay, and public-sector unions have 
become too powerful, For centralised bargaining to 
work well, wages must be set by the sector that is 
exposed to international competition, and then the 
rest of the economy must step in line. Instead, as 
public-sector jobs have expanded (to 35% of the 
workforce), wage leadership has partially shifted to 
this sheltered sector where big pay rises do not price 
workers out of jobs and hence there is no reason for 
restraint. In this environment, centralised bargain- 
ing becomes flawed. 

Sweden’s swollen public sector has introduced 
new rigidities. Mr Hans Tson Söderström, the head 
of SNS, a private-sector economic think tank, argues 
that for the 1982 devaluation of the krona to work 
properly, the non-tradable goods sector should have 
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released labour into the newly competitive export 
sector. Instead, the public sector remained, he com- 
plains, like an immobile concrete wall. With no 
spare labour, wage pressures soon emerged. 

If Sweden cannot return to centralised wage 
bargaining, then the OECD's chart suggests that it 
might do better to decentralise completely rather 
than drift in some kind of limbo. Mr Ulf Laurin, the 
chairman of SAF, argues that pay bargaining should 
be pushed down entirely to company level where 
wages can fully reflect profits and local demand and 
supply. He believes this would sharpen the pressure 
of international competition on the wage-setting 
process and so help to restrain wages. Even more 
important, though, it would allow pay differentials 
to widen between regions and skills and so help to 
relieve skill shortages in some areas. 

Small- and medium-sized employers are less 
keen on decentralised bargaining. They, like the Lo, 
argue that when unemployment is so low a complete 
free-for-all would lead to leap-frogging demands. 
But the truth is that, in a tight labour market, tin- 
kering with the bargaining system would probably 
make little difference one way or the other to aggre- 
gate wage rises. The virtue of decentralised bargain- 
ing is simply a better wage structure. 

The uncomfortable conclusion is that Sweden's 
real problem is its commitment to full employment. 
Sweden has undoubtedly achieved a better trade-off 

een unemployment and inflation than most 
countries, thanks to its active labour-market poli- 
cies. It has reduced the rate of unemployment con- 
sistent with stable inflation—which economists 
clumsily call the "non-accelerating inflation rate of 
unemployment” (NAIRU)—which has risen almost 
everywhere else in the past 20 years. Critics are 
therefore wrong when they claim the Swedish 
model has completely collapsed. 

The active labour-market measures, a far more 
important ingredient of the model than wage soli- 
darity or centralised bargaining, are alive and well. 
But, argues Professor Assar Lindbeck, Sweden has 
over-exploited its favourable trade-off, pushing its 
jobless rate below its NAIRU. Since the 1970s govern- 
ments have consistently pursued accommodative 
policies—devaluation or public-sector job 
creation—to prevent unemployment. And by virtu- 


- m 


Wage costs are in the Lapp * the gods 


ally eliminating the threat of unemployment, the in- 
centive to restrain wages has been destroyed. Even 
Sweden cannot completely escape the choice be- 
tween inflation and unemployment. 

The Social Democrats, of course, reject the use 
of higher unemployment to fight inflation. Mr 
Carlsson’s government also wisely rejected the alter- 
native of regular devaluations to maintain competi- 
tiveness: it held the krona stable against a basket of 
currencies. But if industry’s competitiveness contin- 
ues to deteriorate, Sweden may soon face this 
choice. Mr Feldt hoped to relieve labour shortages 
and cost pressures by reducing absenteeism (on any 
day, one in four workers is absent from work) and 
improving work incentives, to try to reduce the 
NAIRU further. This is unlikely to be enough. A 
tighter fiscal policy and an acceptance of higher un- 
employment would be more effective. An analysis 
by the OECD suggests that Swedish wages are so sen- 
sitive to unemployment that a jobless rate of just 
242% (compared with the current 11296) should be 
enough to drag Sweden's inflation rate down to that 
of its main trading partners. To anybody but the 
Swedes, that would seem a small price to pay. 





A less taxing time ahead? 


TRE tax-reforming fever which has been sweep- 
ing around the globe reached the biggest tax 
collector of all last year. In 1989 Sweden's top rate 
of personal income tax (7296) was the highest in the 
world; under Mr Feldt's package of reforms (which, 
if an election is called, could be put at risk) it was 
due to be cut to 5096 by next year. 

Sweden's income-tax system had not only be- 
come inefficient, in that it discouraged hard work 
and thrift, but it also did little to foster equality—its 
original aim. Though taxes were steeply progressive 
on paper, there was plenty of opportunity for be- 
coming rich by exploiting loopholes in the system: 
for example, by borrowing and then offsetting inter- 
est payments against high rates of tax, while invest- 
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ing the money in tax-exempt institutions or lightly- 
taxed assets, such as housing. Although net earned- 
income differentials are small, inequalities in wealth 
have widened in Sweden in recent years through 
capital gains in the stockmarket (which are taxed at 
a lower rate than earnings) and widespread tax 
dodging. It is a myth that it is impossible to become 
rich in Sweden: Stockholm has more Porsches per 
person than any other city in the world. What has 
been impossible is to get rich through honest grind. 

A top marginal income-tax rate of 72%—al- 
ready trimmed from over 80% in the early 
1980s—had sent some high-earning financiers and 
tennis stars fleeing abroad. For those left behind, 
high tax rates eroded the incentive to work and 
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save, undermining the Lutheran 
work Princi aine hir Sweden to 
become rich. A skilled industrial 
worker on just Skr160,000 
($25,000) faced a marginal income- 
tax rate of about 60%. Adding in 
the 23.5% value-added tax and the 
43% payroll tax (which, though 
paid by the employer, falls, in ef- 
fect, on the worker) produced a to- 
tal tax wedge of about 8096 be- 
tween the value of an extra hour's 
work to the economy and the value 
to the worker in terms of his in- 
creased spending power. It is little 
wonder that Swedes work fewer 
hours than any other nationality in the world. 
Swedish doctors work an average of only 1,600 
hours a year, compared with 2,800 in America. It 
pays them to stay at home and paint their own 
houses, rather than work longer hours and employ a 
tax-paying decorator to do the job. 

The “tax reform of the century” was supposed 
to be introduced in two stages in 1990 and 1991. 
The Social Democrats had pushed through the re- 
forms with the support of the Liberals and the Cen- 
tre party, but if an election was held now the second 
half of the package could be at risk. If, fingers 
crossed, the reforms are fully implemented, then by 
January 1991 8596 of workers earning less than 
Skr180,000 ($29,000) a year will pay no state in- 
come tax; they will pay only the local income tax 
which averages 30%. On higher incomes there will 
be a single rate of state income tax of 2096, implying 
a total top marginal tax rate (including local taxes) 
of 50%. Everybody will take home bigger post-tax 
pay packets, but this is to be fully p im by 
tighter limits on tax-free allowances, higher taxes on 
fringe benefits, and by extending vAT to certain 
hitherto exempt goods and services. Capital taxes 
are also to be increased: income and capital gains 
will be taxed at a uniform 3096, deductions for capi- 
tal losses are to be restricted, and interest payments 
will be deductible only at a maximum tax rate of 
30%. This should reduce the incentive to borrow 
and so help to lift Sweden's personal-savings ratio. 

The Social Ocratic government claimed 
that the distributional effect of the reforms would 
be small. The majority of households would pay 
roughly the same amount in total tax as before. The 
two exceptions would be the very poor and the very 
rich. The lowest paid would gain little from lower 
tax rates as they currently pay little income tax, but 
they would have to pay higher indirect taxes. The 
government planned to raise child allowances to 





help this group. So 


the only real losers would be the 
est earners who would be taxed more heavily 
on their fringe benefits and capital gains. 

Company taxes are also to be reformed. If the 
package is implemented fully, the corporate tax rate 
will be cut from 5796 (including the special tax to 
finance the wage-earner funds, through which trade 
unions accumulate shares in Swedish companies) to 
3096 by 1991. At the same time, many company tax 
deductions, such as stock relief and investment re- 
serves, will be eliminated. Most big firms would end 
up paying roughly the same tax bill as before. Small 

, Which could not previously take full advan- 
tage of investment allowances and interest deduc- 
tions, would be better off. 

These changes would encourage a more effi- 
cient allocation of capital between firms (discussed 
later in this survey). But most big Swedish compa- 
nies are less excited about the corporate tax changes 
than the personal income-tax reforms which they 
hope would make it easier to motivate workers and 
so help to relieve labour shortages. Employers com- 
plain that it is almost impossible to persuade work- 
ers to do additional overtime, for they prefer to take 
time off in lieu rather than get paid for any extra 
hours they clock up. Various studies suggest that 
the reduction in tax rates could increase the “labour 
supply" by between 596 and 1096 as people are en- 
couraged to work longer hours. More important, 
the tax reform would have its biggest impact on 
those skilled workers who are in shortest supply. A 
senior nurse, for example, would see her marginal 
tax rate halved from around 60% to 30%. 

While the Liberals and (rather grudgingly) the 
Centre party backed Mr Feldt's reforms, the Mod- 
erate party, traditionally the loudest advocate of 
lower taxes, would have nothing to do with it. The 
party's leader, Mr Carl Bildt, argued that the re- 
forms would not cut the average tax burden, which 
would still be 55% of GDP in 1991—the highest in 
any industrial country. Moreover, the average 
worker would still face a total marginal tax rate (in- 
cluding payroll tax and VAT) of around 65%. 

In other words, this package would only be the 
start of tax reform. But the total tax burden can be 
reduced only after public spending has first been 
pruned—something which cannot be done over- 
night. In the meantime Mr Feldt has tried to give 
Sweden a tax system that is both fairer and more 
efficient—an achievement that should not be un- 
derestimated. Mr Sóderstróm, the head of SNS, 
which has long been urging tax reform, agrees that 
the reforms are a great leap forward. But Mr Feldt's 
successor must now prepare himself for another, 
even greater leap. 








something rotten in the welfare state 


HE public sector would have been Mr Feldt’s 

next priority for reform. Sweden has the most 
lavish welfare state in the world—and inevitably the 
most expensive. Public spending amounts to 61% of 
GDP, down from 68% in 1982 but still the highest in 
the OECD. However, now that Sweden has reached 
its tax ceiling, governments can no longer improve 


Se i ae T) +? è 


public services simply by doling out more money. 
The Moderates are the only party to argue 
openly for a deep cut in public spending. Their lead- 
er, Mr Bildt, says that total public spending must be 
cut by a fifth, in order to allow the ratio of taxes to 
GDP to fall into line with the European average. Mr 
Feldt had no specific goal. Indeed, the immediate 
THE ECONOMIST MARCH 3 1990 


— 





XML. 





Sen - 
NON 
s "a KON 


U 7A V 
E a à N 


T m9 v 
La ^ 3 Y. 


"^ 


ONIA 


Vaniligt jo 
meod è 


“Ochs: sist.pd å menynys 


p”. 





5 5 — 7 ONF "NU RS ie, 538 3 
x mam CEP - Oe — A. TUTTI AIT PS ere re ar 2 s Wal Eu a F 
— Ser 2^" 11 e^ zb + as 7 : sE, — T 5, 4 , “is, + A di au 1 \ AEN of e" UC 7 
. ^ we 1 m | ^ < k 


THE SWEDISH FOR 





A series of sweeping modernizations and multiple 
mergers have taken place throughout the Swedish 
forest industry in the last decade in a successful bid for 
improved international competitivness. 

Now, standing out against this background is the new 
three-dimensional MoDo, one of the foremost pulp and 
paper corporate groups in the world. 

This new group is made up of three leading forest 
companies: MoDo (one of the foremost producers of 
pulp and paper in Europe), Holmen (one of the leading 
producers of magazine paper in Europe) and Iggesund 


(first in high quality paperboard in Europe). A span of 
products that serves as an effective triple shield 
against market fluctuations. 

The MoDo Group collectively owns expanses of forest 
equal to some 2.5 million acres. It is a group that has an 
annual output of more than 1.5 million tonnes of pulp, 
2 million tonnes of paper and 420,000 tonnes of paper- 
board. 

It is a group that musters an annual turnover of $2 
billion, three-quarters within Europe. And over 2,000 of 
the Group's 14,000 employees are found in EC countries. 


The MoDo group has plants and offices in Belgium, Cyprus, Denmark, France, Great Britain, 
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Sales of $2,3 billion. 20,000 employees. Produc- 
tion and sales in over 200 companies around 
the world, making it one of Sweden's largest 
industrial enterprises. That 's Alfa-Laval 
today. 

But Alfa-Laval is ready for tomorrow, too, 
expecting strong growth in our core businesses: 
Industry, Food, and Agri. We have recently 
acquired more than 20 companies in these 
—— the most part in the U.S. and Euro- 
pean Community. 


Alfa-Laval today and tomorrow. Perfectly 
positioned to solve problems in key areas of 
future concern, including food supply, environ- 
mental protection, and energy recovery. Get to 
know us better. 


CC ALFA-LAVAL 
INDUSTRY * FOOD * AGRI 
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There will be three pressures pushing it up in the 
1990s. First, Sweden’s aging population will in- 
crease the bill for pensions and health care; second, 
public-sector workers are demanding big increases 
in their pay, which has lagged behind the private 
sector's in the past couple of years; and third, and 
most worrying of all, a crisis of quality is emerging in 
public services. 

The burden of public-spending cuts since 1982 
has fallen particularly heavily on investment 
projects, and public infrastructure is falling apart in 
some cities. There are also serious staff shortages in 
education, health care and the police. Common 
complaints are that there are too few state nursery- 
school places and that waiting lists for operations 
such as hip replacements or eye cataracts can be 
more than two years long. True, compared with 
London, say, most public services seem to be run- 
ning fairly well. Sweden has many more nursery- 
school places and a higher ratio of teachers to chil- 
dren than other countries, and in most respects its 
health service is still one of the best in the world, 
with lower infant mortality and longer life expec- 
tancy than in any EC country. But that is irrelevant 
to Swedish voters. They perceive a deterioration in 
their services. 

[n the past, opinion polls confirmed wide sup- 
port for the welfare state, with most Swedes believ- 
ing that high taxes were a fair price to pay for public 
services and social-security benefits. This might sug- 
gest that high public spending and high average tax 
rates—as opposed to high marginal tax rates—are 
not a problem. The reason why Sweden has so far 
not experienced the middle-class revolt seen in 
other countries is because the standard of public 
services has been high and net-income inequalities 
were small. But the recent decline in the quality of 
services and the emergence of bigger income and 
wealth differentials are starting to change attitudes. 

In January 1989 Mr Feldt hinted that he 
planned to abolish the public monopoly in health 
and child care and allow the private sector to com- 
pete. (At present private services are discouraged, if 
not barred.) Such heretical ideas had public employ- 
ees, trade unions and the Ministry for Social Affairs 
foaming at the mouth. Their main objection is that 
private competition would lead to segregation, as 
private hospitals would have a financial incentive to 
treat “lower-cost” patients—young, healthier peo- 
ple—rather than the old and the very sick. To win 
business they would also have an incentive to offer a 
better service to those prepared to pay a premium. 
Mr Klas Eklund, who was Mr Feldt's political ad- 
viser, believes that these fears could be overcome by 
requiring certain guarantees of service quality from 
private firms. But Mr Feldt and Mr Eklund were 
forced to shelve their plans. 

The Social Democrats’ programme for the 
1990s bluntly rejects privatisation. But one idea be- 
ing considered is to separate responsibility for pro- 
duction from that of finance. For example, the gov- 
ernment could hand over money to 
government rather than direct to hospitals, and 
then local authorities would purchase the best-value 
services from competing hospitals. This would give 
them a greater incentive to become more efficient 
and to cut costs. 
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problem is simply to stop spending from rising. 





! i . THE SWEDISH 
Professor Assar Lindbeck, head of international 
economics at Stockholm University, dismisses this 
as glasnost without perestroika. Competition among 
bureaucrats, he says, will not work. The only sure 
way to improve efficiency is with free entry into the 
market, which means private competition. Will the 
"conservative" old guard of the Social Democratic 
party continue to block such ideas? Probably. But 
these are surprising days. Three vears ago, when 
your correspondent was last in Sweden, radical tax 
reform and the abolition of foreign-exchange con- 
trols seemed unthinkable. However, any govern- 
ment which attempts to reform the public sector 
will be taking on a much tougher fight: no fewer 
than 5596 of all voters are financially dependent on 
the public sector, either as an employee, a pen- 
sioner, or a recipient of unemployment benefit. 


Absence without malice 


The cost of the welfare state is only half the prob- 
lem. Another concern is that generous transfer pay- 
ments are destroying work incentives. On a typical 
day, one in every four workers is absent from his 
office or factory. About 1096 of workers are sick, 
while 1596 are looking after children, on study 
leave, on holiday, or off for one of the 101 reasons 
for which they are entitled to take leave. lt is little 
wonder that Sweden is plagued by labour shortages. 

In the past 50 years the Swedish labour force 
has increased by 3096, yet the total number of hours 
worked has fallen by 1596. The formal working 
week is still 40 hours, or about 1,800 a year—one of 
the longest in Europe—but the average Swede 
clocks up only 1,482 hours, the fewest in any OECD 
country. This is partly due to the high rate of partici- 
pation in the labour force. Some 8296 of Swedes of 
working age have jobs, compared with only 60% in 
West Germany and France and 7096 in Britain. As 
many as 86% of women with children too young to 
go to school have jobs, compared with just 2896 in 
Britain. Many of these work part time or need to 
take time off to look after their offspring, thereby 
pulling down the average number of hours worked. 

Another way of looking at the figures, says Mr 
Nils Lundgren, chief economist at PKbanken, Swe- 
den's second-biggest bank, is that women who 
might be 10096 absent from work in other countries 
are absent for only, say, 5096 of the time in Sweden. 
His analysis shows that if the total number of hours 
worked by Swedes is divided by the number of peo- 
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ple aged 16-64 rather than by the number of work- 
ers, then the average Swede works longer hours 
than his French, West German or British cousins. 

Though the so-called “laziness” of the Swedes 
may be partly explained by the higher participation 
rate in the labour force, absenteeism is also encour- 
aged by Sweden’s generous social-security benefits 
and rules on parental and educational leave. No 
other country smiles so much upon working par- 
ents. After the birth of each 
child, a mother and father are 
entitled to take 15 months’ paid 
leave between the two of them 
to look after the child. The first 
12 months are paid by the so- 
cial-insurance system at 90% of 
normal pay, the final three 
months at a fixed rate. Parents 
can also take up to 60 days’ paid 
leave a year to look after a sick 
child under the age of 12. 

If workers themselves are 
sick, they are paid 100% of their 
normal salary from the first day 
of illness. No doctor’s note is re- 
quired for the first week and 
there is no limit on the number 
of days’ sick pay that a worker 
can claim each year. In fact, be- 
cause of the way sick pay is cal- 
culated, shift workers may 
sometimes enjoy a higher net in- 
come by staying at home. Small 
wonder that Swedish workers, 
who have the longest life expectancy in Europe and 
look the healthiest, also claim to be the sickest. 

The average Swedish worker was off sick for 26 
days in 1988, up from 18 in 1983. The average 
worker in the engineering industry was ill on 29 
days, far more than in any other country and well 
above Britain's 11 days and West Germany's 18. 
Not only does this cost the government dear in sick- 
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ness benefits, it is also disruptive for employers. 
They can never be sure how many workers will show 
up on any day, forcing them to employ more work- 
ers than they strictly need. Absenteeism is one fac- 
tor Swedish businessmen always mention when 
they talk about shifting production abroad. How 
can Sweden be cured of this disease? 

The Swedish system of sick pay is much more 
open to abuse than in other countries. Not only is 
there no limit on the number of 
days that can be claimed but 
sick pay is doled out by the 
state-insurance system, not by 
the company as in America. So 
claims are badly monitored. 
Workers claim their sick pay 
from anonymous social-security 
offices, where often they need 
only speak to an answering ma- 
chine. One study discovered 
that 1096 of workers who had 
claimed sickness benefit had ac- 
tually been working (either in 
their usual job or a second job) 
on those days. And because 
Sweden has such a tight labour 
market, workers have little fear 
of losing their jobs even if they 
skive off regularly. 

To crack down on abuses of 
absenteeism and help to relieve 
labour shortages, the Social 
Democratic government was 
planning to make employers re- 
sponsible for sickness benefit for the first two weeks 
of illness. Firms would then have a greater incentive 
to monitor claims, while workers would perhaps be 
more reluctant to cheat their own company than 
the state. In a trial run carried out by the employers’ 
federation, absenteeism was cut by as much as a 
quarter when firms administered sickness pay. 
"Sick" workers were miraculously cured. 
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Locking out tomorrow’s giants 


Fo a small economy Sweden has a dispropor- 
tionate number of big successful companies, 
with more in the non-American Fortune 500 than 

r economies such as Italy, Spain and Holland. 
Many Swedish firms are world leaders in their main 
product line, such as Electrolux (household appli- 
ances) and SKF (ball bearings). Yet some economic 
doomsters worry that too many of them are still con- 
centrated in traditional industries, such as steel, 
pulp and paper and heavy engineering, and that 
Sweden has been slow to shift into modern high- 
tech businesses. 

Most of Sweden’s industrial giants were estab- 
lished before the turn of the century, based on the 
country’s abundance of natural resources, such as 
wood and iron ore, and on Swedish inventions such 
as self-aligning ball bearings and the cream separa- 
tor (Alfa Laval). Although new industries such as 
pharmaceuticals and biotechnology have prospered 
in recent years, high-tech products still account for 


a relatively small share of total output. 

An OECD study confirms that the share of high- 
tech products in Swedish exports is only two-thirds 
of the average for industrial countries. Low R & D 
does not seem to be the problem: at around 3% of 
GDP, it is among the highest in the OECD. This may 
partly reflect the fact that the big Swedish multina- 
tionals base their R & D for the whole group in Swe- 
den, while carrying out a large chunk of production 
abroad. But in general the OECD suggests that Swed- 
ish R &D is inefficient in generating the production 
and export of new products. 

The problem with this debate is that the 
categorisation of industry is obsolete. Mr Rune 
Andersson, who is president of Trelleborg, one of 
Sweden's fastest-growing companies, argues that al- 
though a telephone is a high-tech product, its as- 
sembly is low-tech, using relatively unskilled labour. 
By contrast, a sheet of paper, which is usually re- 
garded as a low-tech product, has an extremely high- 
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tech production process. Sweden has excelled in in- 
troducing technologically advanced production 
techniques in so-called traditional industries. Swed- 
ish firms are at the forefront in computer-aided de- 
sign and manufacture, with more robots per worker 
than any other country in the world except Japan. 
This high degree of automation has helped Swe- 
den’s share of the world market for basic industrial 
products to increase by a fifth in the 1980s. 

Mr Gunnar Eliasson, the head of the Industrial 
Institute for Economic and Social Research, be- 
lieves that the strength of Swedish business also lies 
with its skills in international marketing and the 
management of big companies. Electrolux, for ex- 
ample, has been called the best business school in 
Europe. Because firms soon outgrew the small 
Swedish market they came to see the entire world as 
their customer, forcing them to be flexible to differ- 
ent nations’ tastes. Some 80-90% of the sales of the 
big firms are outside Sweden, and a growing share of 
their production is overseas, with more than half 
the employees of the top 20 firms based abroad. 
Electrolux, for example, has made more than 300 
acquisitions in the past 15 years, making it the 
world leader in domestic appliances. 

A report last year by the powerful Metalworkers 
Union argued that Sweden, a high-cost country, 
could not be competitive in low-tech products; it 
called for government intervention to encourage 
companies to invest more in high-tech industries. 
Instead, the government would do better to listen to 
the advice of Professor Assar Lindbeck, who in 
1988 wrote: “It is not by planting trees or 
subsidising tree planting in a desert created by poli- 
ticians that the government can promote Swedish 
industry, but by refraining from measures that cre- 
ate a desert environment.” Rather than trying to 
back winners, the government should concentrate 
on removing obstacles to the mobility of capital and 
labour and then allow the market to decide where 
Sweden’s comparative advantage lies. 


Greening the desert 

While big business thrives, Sweden seems to be 
poor at starting new companies. Perhaps the main 
reason for the dearth of small firms is that Sweden’s 
tax system has been stacked against them. The old 
corporate tax rate (57% last year) was high by inter- 
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national standards, but generous deductions for in- 
vestment and interest payments cut the effective tax 
rate for most big firms to 20%. The snag is that new 
businesses do not make enough profit to take full 
advantage of deductions, so investment in big com- 
panies was, in effect, subsidised in relation to that in 
new businesses. It was easy for the Viking giants to 
expand, but hard for infants to get off the ground. 

Worse still, while the Swedish model goes to 
great lengths to make labour more mobile, the tax 
system hinders the reallocation of capital between 
sectors. Retained profits are taxed much less heavily 
than distributed profits because of “investment re- 
serves” which allow firms to avoid tax by setting 
aside money for future investment. Combined with 
lower taxes on capital gains than on dividends, capi- 
tal becomes locked into big firms. 

New businesses have also found it difficult to 
raise finance. High income-tax rates and the risk- 
averse nature of Swedes (nurtured on the cradle-to- 
grave security of the welfare state) have discouraged 
the setting up of venture-capital firms: why take 
risks for so little reward? 

Another way in which the tax system may have 
held back high-tech industries is that high marginal 
income-tax rates in combination with narrow pay 
differentials between skilled and unskilled workers 
have discouraged people from acquiring skills. Mr 
Eliasson worries that Sweden is falling behind in the 
skill composition of its labour force. He says that the 
most useful thing the government can do to encour- 
age new industries is to upgrade the workforce. That 
means not only better education and training, but 
bigger net-income differentials to encourage work- 
ers to train and to persuade them to stay in Sweden 
rather than be tempted abroad. 

The planned reforms, designed to cut tax rates 
and abolish investment reserves, would result in a 
better allocation of capital and make it easier to 
start up new businesses. But the tax system is not 
the only barrier to the movement of capital. The 
concentration of corporate ownership and powerful 
anti-takeover devices have created further obstacles. 

In 1988 a parliamentary commission on 
shareownership and corporate efficiency examined 
how shareownership in 100 or so of the biggest 
listed companies had become more concentrated. 
The percentage of shares held by the biggest single 
owner in each company has risen from an average of 
2096 in 1978 to 2996 in 1985. Paradoxically, individ- 


ual shareownership has simultaneously increased 
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from 14% of all adults to about 50%—the highest 
proportion in any industrial country—but these 
holdings are typically small. 

Moreover, the majority of Swedish companies 
issue shares with dual voting rights, so voting power 
is even more concentrated than shareownership. 
Take Electrolux, for example: an A share has 1,000 
times the voting power of a B share. This practice, 
which is used more widely in Sweden than else- 
where, ensures that control remains in safe hands. 
For example, the Wallenberg group holds 45.896 of 
the voting stock in Electrolux, even though it owns 
only 3.796 of the equity capital, making the com- 
pany virtually takeover-proof. Including shares held 
by associated parties, the largest owner's share of 
the voting stock in the top 100 companies rose from 
an average of 34% to 4796 over the seven years; and 
in nearly half the companies the biggest shareholder 
now controls a majority of the votes. 

The concentration of ownership has also in- 
creased at the aggregate level: a small handful of in- 
vestors control a big slab of Swedish business. Still 
by far the most powerful is the Wallenberg family, 
which directly or indirectly controls businesses 
which account for more than a third of the total 
value of the Stockholm bourse, including Ericsson, 
Electrolux and Stora. 


Protected from predators 


In principle, one might suspect that Sweden's con- 
centration of ownership protects firms from take- 
over, and thereby blunts the efficiency of the stock- 
market in monitoring companies and channelling 
risk capital between firms. Swedish businessmen 
hotly deny this. Mr Carl Wilhelm Ros, the chief fi- 
nancial officer at Ericsson, argues that the con- 
centration of power has been a positive factor in in- 
dustrial restructuring. Swedish firms, he argues, are 
protected from the short-term attitudes of Wall 
Street which force managers to watch quarterly 
earnings at the expense of investment and growth. 
The Wallenbergs and the Handelsbanken group to- 
gether control more than 80% of Ericsson, which, 
claims Mr Ros, has allowed management to take a 
longer-term view of investment. In particular, the 
two owners backed the company through some dif- 
ficult years in the 1980s. 

Sweden's multinational giants certainly offer 
few examples of mismanagement, and the par- 
liamentary commission found little evidence that 
the concentration of power adversely affected cor- 
porate efficiency. But the suspicion remains 
that to the extent that the concentration of 
ownership shields firms from takeover, it also 
blocks the mobility of capital and hinders 
structural adjustment. The commission did, 
however, make one recommendation that 
might help to encourage a more flexible own- 
ership structure: that institutions such as in- 
surance companies be allowed to hold more 
than the current limit of 596 in any one com- 
pany, so as to allow them to put more pres- 
sure on company boards. 

The commission was also unhappy about 
the increasing use of cross holdings as an 
anti-takeover device and recommended that 
these should be curbed. By taking strategic 
holdings in one another, some Swedish firms 
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erect fortresses around themselves: Volvo and 
Skanska, a construction group, have done just this. 
In the past decade listed non-financial companies' 
share-holdings in one another have doubled to al- 
most 10% of total market capitalisation. 

A more contentious subject is the restrictions 
on foreign ownership of Swedish companies. 
Alongside their dual voting structure, companies is- 
sue free shares and restricted shares. Foreigners are 
allowed to buy only free shares, which are generally 
B shares with lower voting rights. By law free shares 
are limited to 4096 of a company's equity capital or 
2096 of its voting stock. In addition, a foreign inves- 
tor must seek government permission to hold more 
than 1096 of a company's shares. 

The Ministry of Industry has been considering 
legislation to relax the rules on foreign ownership, 
but this is unlikely to go very far. In the longer term, 
if Sweden wants to move closer to the internal Euro- 
pean market, it will be forced to lift its barriers to 
takeovers in line with similar moves being consid- 
ered within the Community. At present, Electrolux, 
for example, is one of Europe's most aggressive raid- 
ers, but is itself protected from foreign predators. It 
will not be long before other Europeans call foul. 
But in any case, it is as much in Sweden's own inter- 
est to open up its borders if, as seems probable, iso- 
lating management from the scrutiny of the stock- 
market tends to block industrial restructuring. 

Since Swedes seem to be rather good at manag- 
ing big companies, why are they so afraid of being 
taken over? They say they want Swedish firms to 
remain Swedish. And they have a point—though 
not the one they probably had in mind: those com- 
panies. which are currently considering shifting 
some of their operations abroad to escape higher 
labour and energy costs would undoubtedly move 
much more speedily if their owners lived outside 
Sweden. That is a strong reason for better govern- 
ment policies to keep costs under control; but it is a 
bad reason to keep Sweden's doors closed to 
foreigners. 














Turning backwards 


HE Swedes were among the world’s first 

“greens”. They have been committed to pro- 
tecting the environment for years. That, however, is 
no excuse for the country’s muddled energy policy 
which, in seeking to save Sweden’s environment 
and protect its people, threatens to close down some 
of its biggest industries. 

The Swedish parliament has taken three seem- 
ingly incompatible decisions. The first is to shut all 
12 of the country's nuclear power stations by 2010, 
with the first two due to shut down in 1995 and 
1996. This will leave a big hole in the country’s en- 
ergy supply. Sweden produces more nuclear power 
per head than any other country in the world, ac- 
counting for half of its total electricity needs. Ironi- 
cally, nuclear power was itself expanded to cut the 
country's dependence on imported oil, which gener- 
ated 4096 of electricity in the mid-1970s; today oil- 
fired plants are used only in extreme peak periods. 

Hydro-electric power generates the other half of 
the country's electricity. In principle this could be 
expanded to fill the gap, but for environmental rea- 
sons the Social Democratic government made a sep- 
arate decision not to develop the four unspoilt riv- 
ers in northern Sweden. That would still have left 
oil, gas and coal as alternative fuels—except for the 
government's third decision: to limit emissions of 
carbon dioxide to their level in 1988. 

It is hard to see how these three unco-ordinated 
decisions can be reconciled with the Social Demo- 
crats' promise that the phasing out of nuclear power 
should not be allowed to weaken the competitive 
strength of Swedish industry. That goal is impossi- 
ble given the importance of energy-intensive indus- 
tries, like pulp and paper and steel, to the economy. 
Sweden is the world's third-largest exporter of for- 
estry products, accounting for 2196 of total exports. 
Higher energy costs would destroy these industries’ 
competitiveness. Mr Rune Andersson, the presi- 
dent of Trelleborg, a rubber, mining and building 
group, argues that in the 1990s Sweden will face a 
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worsening labour shortage as the number of young 
people decreases, and so it is like shooting oneself in 
both feet to put energy-intensive industries, which 
use relatively little labour, at a disadvantage too. 
Probably one or more of parliament's decisions 
will have to give way. The commitment to phase out 
nuclear power by 2010 was based on a referendum 
in March 1980. In fact the option voted for was 
rather vague, namely that there should be no fur- 
ther expansion of nuclear power, but the 12 reac- 
tors could be run for as long as was economically 
viable. Parliament decided that this meant 2010, 
even though some experts argue that most of the 
reactors could be run safely for at least another 10- 
[5 years. Then in the wake of the Chernobyl acci- 
dent in 1987, and to please the greens within the 
party, the Social Democrats decided to bring for- 
ward the closure of the first two reactors to 1995-96. 
A cabinet reshuffle in January signalled a possi- 
ble retreat on early closure. Responsibility for en- 
ergy was shifted from the Ministry of the Environ- 
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ment to the Ministry of Industry, headed by Mr 
Rune Molin, the deputy general secretary of the Lo, 
who has said in the past that he opposes closure of 
the reactors if it would harm jobs. But reversing this 
decision would be no easy matter. The nuclear 
power question has already brought down two gov- 
ernments in Sweden. It cost the Social Democrats 
the 1976 election, and then in 1978 it split the non- 
socialist coalition. Today, the only party publicly in 
favour of nuclear power is the Moderate party. 
Exactly ten years after the referendum on nu- 
clear power, Sweden still lacks a credible energy pol- 
icy to fill the gap. Neither of the two obvious 
options—greater energy conservation or a switch to 
alternative energy sources—provides a full answer. 
Although Sweden has one of the highest rates of 
energy consumption per person in the world, that 
says more about its chilly climate and its industrial 
structure than the way it wastes energy. The latest 
technology used in the pulp and paper industry, for 
example, tends to be more energy-intensive. And so 
far as heating is concerned, Sweden has made more 
progress in energy conservation than other coun- 
tries; it has far higher standards of building insula- 
tion. Having said that, after roasting for a week in a 
Stockholm hotel, your correspondent suggests that 
thermostats might be turned down a notch or two. 
So could solar power or windmills fill the gap? 
Hardly; Sweden is noticeably short of sun in the 
winter, and Mr Lars Gunnar Larsson, head of the 





energy directorate of the Federation of Swedish In- 
dustries, jokes than it would take more than 10,000 
windmills (of 200 kilowatt capacity) to generate the 
power of just one reactor. Natural-gas-fired stations 
could be built to replace some nuclear power if emis- 
sions of carbon dioxide from other sources, such as 
cars, were reduced. But the capital costs of any new 
generating capacity will be high. On most estimates 
real electricity prices will have to double over the 
next decade. And although it is true that average 
electricity prices are today perhaps a third lower in 
Sweden than the European average, Swedish indus- 
try does not enjoy the discounts available to big in- 
dustrial users elsewhere. Households have cheaper 
fuel bills, but big companies already pay about the 
same as in France and West Germany. And while, in 
theory, it could be argued that households should 
shoulder most of the burden of higher energy costs, 
in practice this would be political suicide. 

Higher costs apart, Mr Larsson is worried that 
there may be a physical shortage of power, particu- 
larly in remote areas. This would harm all indus- 
tries, not just energy-intensive ones. Unless the new 
government comes up with a satisfactory energy pol- 
icy soon, many firms threaten that they will shift 
some of their operations abroad. The uncertainty is 
already discouraging expansion in Sweden. For ex- 
ample, Gränges, a metals group, plans to build a 
new smelter in Iceland rather than in Sweden. 

The net present value of closing the two nuclear 
reactors in 1995-96 has been estimated at perhaps 
Skr30 billion ($4.8 billion). One wonders whether 
there might not be a more cost-effective way of pro- 
tecting Swedes and their environment. Sweden has 
some of the safest nuclear reactors in the world and 
the risk of a leak of radiation should perhaps be set 
against the 1,000 Swedes who die every year from 
cancer caused by natural radiation in their homes. 
The so-called radon homes are partly the result of 
superior standards of insulation in Sweden—and 
hence reduced ventilation—which allows a build-up 
of radioactive gas from certain building materials or 
from underground rock. A radioactive test is now 
almost as standard as a structural survey when buy- 
ing a home in Sweden. It is an irony, suggests Mr 
Nils Lundgren, of PKbanken, that more people die 
in Sweden from trying to save energy than are ever 
likely to die from the production of nuclear power. 





Industrial Eurosis 


ORE than half of Sweden's exports go to the 
European Community, so it is hardly surpris- 

ing that the third big worry of business leaders 
(along withdabour costs and energy prices) is Swe- 
den's relations with the Ec after the completion of 
the internal market in 1992. Mr Ingvar Carlsson 
had made it clear that he would not be seeking full 
EC membership in the near future, since this is in- 
compatible with the country's neutrality in foreign 
and defence policies. On the other hand, his gov- 
ernment wanted to get as close as possible to the 
Community in all other areas. By harmonising regu- 
lations and practices and opening up the economy 
to competition, it hoped to achieve equal condi- 


tions in the internal market for Swedish companies. 
Businessmen, however, worry that they will be left 
on the wrong side of the fence. 

Sweden, like other EFTA countries, already en- 
joys tariff-free trade in industrial goods with the EC. 
After several months of talks on how EFTA countries 
can participate in the internal market, a ministerial 
meeting last December gave the green light for ne- 
gotiations to start on developing a common EC-EFTA 
"economic space" which would allow the freest-pos- 
sible movement in goods and services (other than 
agriculture), capital and labour, and adopt uniform 
policies in areas such as competition. 

But Mr Carl Bildt, the leader of the Moderate 
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party, which publicly supports EC membership, ar- 
gues that it is wishful thinking to believe that as a 
non-member Sweden can enjoy all the benefits of 
the single market. For example, only full member- 
ship can guarantee a full reduction in frontier costs, 
such as border inspections. Worse still, he says, un- 
der the present strategy of integration with the Ec, 
Sweden will be obliged to accept responsibilities 
and rules without having any real power to shape 
those rules. 

Professor Lennart Ohlsson, an economist at the 
Federation of Swedish Industries and author of a 
recent book on Sweden and the Ec, argues that 
whether Sweden joins or not, its economy will bene- 
fit from the stronger growth within the internal 
market. But he estimates that Sweden’s annual 
growth rate will be 12 percentage points faster if 
the country is allowed to participate on equal terms 
with member states and if it therefore also fully 
liberalises its economy. Partial integration, however, 
will deliver only partial benefits. 

Many Swedish firms’ biggest competitors are 
based inside the Community. After 1992 the elimi- 
nation of frontier costs, the introduction of com- 
mon standards and the deregulation of transport 
will allow EC companies to exploit economies of 
scale and become more competitive. Business lead- 
ers, almost to a man (even in equal-opportunity 
Sweden there are few women at the top of business), 
believe that non-membership of the Community 
will put Swedish industry at a disadvantage— 
though not necessarily their own company. Mr An- 
ders Scharp, president of Electrolux, says: “As a 
Swede | am worried about 1992; as head of 
Electrolux I am not". This is because Electrolux, 
like many big Swedish firms, is, in effect, already an 
EC company, thanks to considerable investment in- 
side the Community. Electrolux is the EC's biggest 
manufacturer of household appliances. More than 
one-third of the company's employees are based in 
the Community, and it has operations in ten of the 
12 member states. It is the perfect model of a multi- 
national: the company's internal memos are all in 
English rather than Swedish. 

Similarly Ericsson, Sweden's telecommunica- 
tions giant, feels that it is well positioned for 1992. 
As a result of its small home market, Ericsson is one 
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of the few big telecommunications 
firms which has never relied on 
protectionist barriers; it has been 
forced to go out and compete. The 
market for public telephone ex- 
changes has always been intensely 
political because state monopolies 
traditionally bought only from lo- 
cal manufacturers. So, to jump 
those barriers Ericsson now pro- 
duces in 32 countries, including 
nine in the EC where a third of its 
employees are based. The 
liberalisation of Europe's telecom- 
munications market may therefore 
offer Ericsson as many opportuni- 
ties as risks. 

Swedish firms which manufacture in the EC will 
benefit particularly from the opening up to compe- 
tition of government purchasing in telecommunica- 
tions, energy production, transport and water 
supply—areas in which Sweden has many large 
firms. Indeed Sweden's big multinationals could be 
better-placed to do business throughout the Com- 
munity than some EC firms, because they already 
have extensive marketing networks. But smaller 
Swedish firms that export to EC countries are likely 
to face discrimination. 
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Buying up the world 

Sweden's industrial giants have been investing 
abroad for at least half a century, but in the past 
couple of years there has been a renewed Viking in- 
vasion into Europe as firms have sought to safe- 
guard their markets. Swedish direct investment in 
the Community rose to an estimated Skr30 billion 
in 1989, from an average of only Skr5 billion in 
1984-86; direct investment in Sweden by foreigners 
remains small. In recent years Volvo has bought 
Britain's Leyland Bus group, making it Europe's big- 
gest bus maker. Svenska Cellulosa, a pulp and paper 
group, bought Peaudouce, Frar:ce's nappy maker, 
giving it a quarter of the European market for nap- 
pies and hygiene products. ASEA, by contrast, chose 
to bolster its position by merging with a non-EC 
partner, Switzerland's Brown Boveri, to form ABB, 
the world's biggest electrical engineering group. 
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Many firms have recently been investing more 
overseas than at home. In this way Swedish multina- 
tionals have continued to gain market share, even 
though Sweden’s share of world exports has been 
falling. In the past, direct investment abroad was 
considered a big plus factor for the Swedish econ- 
omy as it made companies stronger and more profit- 
able. But over the past year there has been increas- 
ing talk of firms abandoning the sinking ship to 
escape rising labour costs, skill shortages and higher 
energy costs, as well as worries about the Ec. A few 
firms like Ikea and Tetra Pak (both privately owned) 
have moved their headquarters abroad in recent 
years, mainly for tax reasons. How long before oth- 
ers follow? Less investment in Sweden will mean 
slower growth and lower living standards tomorrow. 

Political neutrality has not stopped Austria 
from applying for EC membership, but as Mr An- 
ders Scharp jokes, it will be interesting to see who 
joins the Community first: Sweden or the Soviet 
Union. In fact, after the events in Eastern Europe 
and the easing of tensions between America and 
Russia, it is unclear what neutrality will mean in 
future. 

However, EC membership would be no panacea 
for Sweden’s underlying economic weaknesses. 
Even if Sweden joins, firms will relocate production 
according to relative costs—that is, to cheaper 
countries within Europe. If the costs of labour and 
energy continue to rise faster than those 
abroad, Sweden’s industrial base will 
shrink whether it is a member or not. 
Likewise, although the opening up of 
Sweden's labour market to workers from 
other European countries could help to 
ease its labour shortage, it will also rein- 
force the need for lower taxes and a wid- 
ening of pay differentials to keep skilled 
workers in Sweden. Some firms that are 
having difficulties recruiting specialists 
have already shifted certain group divi- 
sions such as R & D abroad. 

In other words, the real question for 
Sweden is not will it join the Community 
or not, but how far is the country pre- 
pared to go to make its economy EC-com- 
patible? Can Sweden's welfare state and 
its commitment to full employment sur- 
vive closer integration? As capital and la- 
bour become more mobile within Europe, 
Sweden will no longer be able to pursue 
policies regardless of what is going on else- 
where in the world: it cannot afford to 
have far higher taxes (and hence more lav- 
ish welfare benefits), narrower pay dif- 
ferentials and higher inflation. 

This is the biggest single reason why 
the Swedish model is going to have to up- 
date her style for the 1990s. The model 
has served the country well in the past and 
some features, such as the labour-market 
policies to reduce long-term unemploy- 
ment, are still to be admired—indeed, 
they hold lessons for the rest of Europe. 
But in other areas Sweden will find less 
and less scope for independent policies as 
Europe s internal market materialises. 

Mr Feldt's reforms have set Sweden 











on the right course. His ideas for exposing the huge 
public sector to competition would have helped to 
boost efficiency, cut costs and so paved the way for 
deeper tax cuts—had they not been blocked by oth- 
ers in his party who fret that the welfare state will be 
dismembered. By blocking Mr F'eldt's plans, they 
have themselves put social services and benefits at 
risk: without greater efficiency, Sweden's relative 
economic decline will continue into the 1990s until 
it can no longer afford its welfare state. 

The immediate task for the next government 
will be to check wage inflation. Sweden needs a gov- 
ernment which will neither shy away from public 
spending cuts nor resist an increase in unemploy- 
ment. Beyond that Sweden needs a government 
that is prepared to continue where Mr Feldt left off: 
to open up the economy, including the public sec- 
tor, to market forces. It is doubtful whether a new 
government under Mr Carlsson, but without Mr 
Feldt as finance minister, will have the stomach for 
this job: the proposed wage and price controls rep- 
resented a total U-turn from free-market policies. If 
so, then the Social Democrats, who were first to 
take up the baton of free-market reforms in Sweden, 
deserve to lose power and so hand over the baton to 
somebody else. Unless Sweden wants to retreat back 
inside its protective shell, isolated from all the 
opportunities that the European internal market 
could offer, it must continue to change course. 


À 
Which way will the wind blow? 
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are sensitive to shipping prices, operations have to be 
conducted locally. 

For an international building materials group like Euroc. 
that's an everyday fact of life, and a strategy we employ in our 
— Eo ow priority markets. 

TEN ! Eurocs entire organisation is also strongly decentralised. 
Short and fast decision-making routes are necessary, if a company wants to make 


maximum use of the dynamics of each national and international market. 





That's why Euroc's operations are run locally, not from headquarters in 
Sweden. and without forced ideas about products, markets and management. 
That's because we believe we succeed best when we can benefit from sharing 
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Euroc is an international building materials group. Annual sales total SEK 12 billion, with 8,500 employees 
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Public Affairs Department, Box 30600, 
S-200 62 Malmö, Sweden. 
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BEING PREPARED IS HALF THE BATTLE 


Sweden International is the only English-language 
business magazine published in Sweden expressly 
dedicated to providing you with a wide spectrum of 
indepth reports on Swedish political, economic, and 
industrial events and activities both inside and outside 
the country— the kind of information that will prove 
vital in preparing for the new Europe of the 1990s. 
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YOUR NEW BASE FOR WORLD MARKETS 


Dubai's Jebel Ali Free Zone has now made it easy 
tor international companies to set up trading and 
ndustrial bases in the Middle East 


Corporations such as Black & Decker, Caltex, 
McDermott, Mitsubishi Motors, Shell, Sony and 

won Carbide have already taken advantage of these 
exciting trade freedoms and benefits unique to Jebel Ali 
Just look at these advantages. 


1009 foreign ownership 


E 
e Unlimited transfer of profit and capital 
™ 


No corporate taxes for a minimum of 1 


8 No personal income taxes 

a No import duties/export taxes 
a No sponsorship restrictions 

a Unlimited cheap energy 


With superb facilities including an extensive 
infrastructure, state-of-the-art communications, 
accommodation, hotels, hospitals, security and every 
modern amenity, this 100 sq. km business opportunity 
is your new frontier for world markets 


To find out about these freedoms contact: 


Jebel Ali Free 
Zone Authority 


THE PRIDE OF DUBAI 
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[BRITAIN THIS WEEK - 


Sturm und Drang 


A month after the last spate of 
storms, and three days after 
the hottest February day on 
record, hurricane-force 
winds swept the country, kill- 
ing at least 15 people. In north 
Wales more than 2,000 were 
evacuated when waves 
smashed a sea wall. Insurers 
shivered, as General Accident 
and Commercial Union re- 
ported sharply reduced 


profits. 


The current account deficit 
in January was £1.9 billion, 
more than double December's 
figure. Much of the increase 
was caused by a sudden surge 
in imports of diamonds. 


The government's plan for 
top-up loans for students— 
which has already fallen foul 
of the banks and the vice- 
chancellors—limped through 
the Lords with a majority of 
50. Lord Beloff called loans ac- 
ademic junk bonds; Lord 
Boyd-Carpenter said the gov- 
ernment was making a 


mistake—then voted for it. 





[n a survey of public anxieties, 
the poll tax came out top. 


The Tories lost a council as a 
result of the poll tax row. In 
West Oxfordshire, 18 district 
councillors renounced the 
Tory whip in protest against 
the tax. The council has set a 
rate of £412 a head, against a 
target of £278. It is now con- 
trolled by independents. 





The Conservative party chair- 
man, Kenneth Baker, gener- 
ously conceded that the gov- 
ernment was facing a "very 
serious" situation as an opin- 
ion poll put Labour 17 points 
ahead—its biggest lead since 
Mrs Thatcher came to power. 


A Tory delegation led by Nor- 
man Tebbit told a shaken 
prime minister that more than 
80 Conservative MPs had 
signed a letter opposing her 
plans to allow up to 225,000 
Hongkong Chinese to settle 


in Britain. 


Hammersmith and Fulham 
borough council got leave to- 
appeal to the Lords against an 
Appeal Court decision which 
could leave it saddled with 
debts of as much as £200m. 


J'accuse 


Former Guinness finance di- 
rector Olivier Roux accused 
Sir David Napley, a leading so- 
licitor and former chairman of 
the Law Society, of attributing 
a “concocted” statement to 
him and of telling him “bla- 
tant lies". Mr Roux was giving 
evidence on his fifth day in 
the witness stand in the 
Guinness 


Peter Morgan, the head of the 
Institute of Directors, blamed 





economic decline on the 
churches, the universities, the 
salaried middle classes and the 
lumpenproletariat—everyone, 
in fact, except the business- 
men who pay his salary 





Another blow to pcliticians. 
British Airways stopped allow- 
ing MPs to fly first-class at 
economy prices. It wants to 
keep first-class travel 


exclusive. 


The Cabinet Office started to 
examine the allegation that 
MIS has been using Premium 
Bond cheques, issued by Er- 
nie, the electronic “lottery” 
machine run by National Sav- 
ings, for paying freelance 
spies. 


Toxic tales 


[n the first prosecution of its 
kind, Shell Uk was fined £1m 
for polluting a 20-mile stretch 
of the Mersey estuary with 156 








tonnes of crude oil from a 
fractured pipeline. g 






Cecil Parkinson, the transport 
secretary, approved plans to 
build a six-lane extension to 
the M3 through Twyford 
Down, formerly one of the 
most protected landscapes in 
the country. Locals accused 
the government of “ environ- 
mental doublespeak 


4 4 





Young remand prisoners at 
Rochester prison in Kent 
"greatly resented” being left 

in cockroach-infested cells for — 
more than 20 hours a day, 
claimed the chief inspector of 
prisons. 


| 
| 
| 
| 
| 


Pay and perks 


Militant ambulance workers | 
in Merseyside and London dè- | 
nounced a deal that offersa — 
16.9% increase over three | 
years but omits a pay formula. | | 
The result of a national ballot |. 
on the deal willbe announced | 
on the Ides of March. | 


Facing losses of up to £11m | 
for the current year, Habitat, 

a furniture chain, announced | 
plans to close 12 stores, most | 
of them in the south-east. It 
blames the housing slump. 





$ 
After 17 weeks of strikes at its | 
Preston and Chester plants, — | 
the Rover group agreed to a 

37-hour working week for — 
its 30,000 manual employees. 


T 
| 
1 


yj 


The Duke of Westminster 
was finec £120 for speeding. 
His weekly i income from his es- | 


tates is reputed to be over 


£!2m. A cheque is in the post: | 
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Clyde Fritz, President, Privatization Council, U.S.A. — John Redwood, M.P., U.K. — Alain Juppe, | 

irector des Finances de la ville de Paris, France — Greg Lindsay, Executive Director, Independent Studies, 
\ustralia — Louis Morales-Bayro, General Manager and Director of Research, Instituto Liberstad y 
lemoracia, Peru — Herb Pinder, Jr., Chairman, SaskOil, Canada — Delroy Lindsay, Executive Director, 
rivatization Sector, Jamaica — Herbert Birch, Chairman, Birch & Davis, U.S.A. — Dr. J. Goodman, 
ational Center for Policy Analysis, U.S.A. — Dr. E. Butler, Adam Smith Institute, U.K. — Roger Leeds, 
iternational Finance Corporation, World Bank, Washington, D.C. — Buhlent Gultekin, Wharton School | 


f Finance, U.S.A. — Dr. Srervpecarrommur — |Manager, Prince George, | 
olf Luders, Dept. offfergy mere EI TERT STRE TER British Columbia, Canada 
conomics, Catholicieremel DIY ESTEE — Ronald Jensen, Public 


niversity, Chile — Tissapg SR SEU E Mu CNN M 
M. Jayasinghe, Secretary,| 1990 International Privatization Congress ET ien — 
residential Commission| Saskatoon, Saskatchewan, Canada — |U.5-A. — Hans Peter Muth, 
sidential Commission May 13 — 16, 1990 Consultant, U.K. — 
n Privatization, Sri Lanka " sponsored by Kimi Gray, Kennilworth/! 
- Gabriel Roth, Consultant, The Institute for Saskatchewan Enterprise Parkside Public Housing 
: Vashington, D.C. x MMC in co-operation with s Project, Washington, D.C.. 
John Hercus, Former] > The Privatization Council, Washington, D.C. — Dr. Paul Beresford, 
Deputy Minister of Countries around the world — ownership of Wandsworth Council, U.K. 
Agriculture, New Zealand] £9Yernment-run enterprises through sales to private | 779 00 ils Be |, 
Agricultur e, New Zealand companies and public share offerings. l I— Claudio Elia, Chief 
e Hon. C. Michael, "To examine the — those aus and to — an Executive Officer, Anjou 
Minis € nent] opportunity to study the developments and changes that are uie*imaat 1 
M eer of Government —— altering the economic face of the world, the Institute International, U.S.A. — 
Services, British Columbia,| for Saskatchewan Enter prise is hosting the 1990 International [Professor James McDavid 
Canad a — Paul H. Elicker Privatization Congress in Saskatoon, Saskatchewan, May 13 — 16. | P bli A den ini AUR 
S — Corp ee Delegates from 50 nations will examine the worldwide impact of |* U d ie i ministration, 
əcientex Corpor ation, privatization from global, national and municipal perspectives, and University of Victoria, 
Washington, D.C, — Janos| will be able to choose from sessions that include: Ic anada Wendell Cox 
Martonyi, Commissioner] * Global Trends in Privatization, Cox Transportation. U.S.A 
r M Jatan Eianaaes] © National Policy Makers, OX 1 ransportation, — 
of Privatization, Hungary * Economic Development, Health Care, — Sharon Dent, Deputy 
—- Stephan Kowalec, Vice Government Services, Underdevelopment, Public Transit Director 
M inicto Bindnr * World Experience in Municipal Privatization, ar , 
Minister of Finance, * The Process of Privatization, the Mechanics and Methods, Phoenix, Arizona, U.S.A. 
Poland — E. S. Savas,| . Eastern Europe and its Economic Future. — Anthony Shephard 
i — ! n ny P 2 
Research Organization,| Names of the speakers surround this advertisement. Consultant, Hong Kong — 
U.S.A. — Hon. Wilson The d — AEE a — is — ad the Bernard C Vinge Vinge & 
Goode. Mavor of Philade!.] largest forum ever held on.this phenomenon. It will be a gold mine |. diario edd Mus Co 
Goode, Mayor of P hiladel | of ideas and information for academics, politicians, business Co., Canada — Stewart 
phia, U.S.A. — D. R. Pendse,] leaders, and administrators who attend. Butler Heritage Foundation 
conomic Advisor, Tata| Registration fee: $950 U.S. Mq c Ru a 
idustries, Bombay —| Register today by calling or writing: nnper 
* — y — The Institute for Saskatchewan Enterprise [Fuller, Director, Hamilton. 
i rt N m p i. o d — e NN — (County Corrections, 
POD Yay: Cana — | . Telephone: (306) 721-2368 or 721-2369 | U.S.A. — Dr. Madsen 
eorge Paul, City Fax: (306) 721-2833 Pirie, Adam Smith 


istitute, U.K. — Right Hon. John Moore, Secretary ot State for Health, U.K. — Sir Peter Thompson, 
ional Freight, U.K. — R. G. Cariou, Q.C., President, Meadow Lake Saw Mill, Canada — Professor 
bert Izdebski, Law Department, University of Warsaw, Poland — James Freeman, Managing Director, 

le's Provincial Buses, U.K. — G. E. King, Chairman and Chief Executive Officer, Wood Gundy, Canada 
Maureen Farrow, Chief Economist, Coopers & Lybrand, Canada — Professor Steven Hanke, Department | 
1omics, John Hopkins University, U.S.A. — Michael Walker, Director, Fraser Institute, Canada — 
uk, Director General, Ministry of Finance, Korea — Robert Poole, President, Reason 
S.A. —E. Kendrick, Emst Young, Canada — Professor Roland Vaubel, Mannheim University, 
- Jack Kemp, Secretary of Housing and Urban Development, Washington, D.C. — 
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The most 


nt Mr Toad - 


ung-ho road programme for two decades coincides with new 
concerns about cars wrecking the environment. The result could be a nasty 





collision between two Whitehall departments 


- AR TOAD roared up the M3 in his large 

Y A and expensive new motor car. Arriv- 

ing in London, he marched importantly to 

the Houses of Parliament and delivered a pe- 

tition protesting against a monstrous new 

motorway.slicing across the grand axis of 
Toad Hall, the finest house on the river. 





. —ingto create big arguments in government. 
Road-building has traditionally been a func- 


tion mainly of the transport ministry's abil- 


ity to screw money out of the Treasury. The 

environment department, which must for- 

nally approve new roads, has had little say. 

- But the new, green environment secretary, 
Mr Chris Patten, has other ideas. 
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Mr Patten was recently reported to have © 


clashed with the transport secretary, Mr 
Cecil Parkinson, over the impact of the road 
programme. on carbon-dioxide emissions, 


and hence on the greenhouse effect. Mr Par- 
kinson denies the rift and produces exam- 


ples to show how green is his ministry. 


But Mr Parkinson's version of greenness - 


is not quite what Mr Patten had in mind, Mr 


Parkinson concentrates on frills—trying to- 


make new roads look pretty or inconspicu- 


ous. “Motorway verges provide an area free’ 


from day to day human interference and 
hence act as a refuge for wildlife” boasts the 
latest report on the roads programme. They 
used to say the same of the fire-zones around 
the iron curtain. ZEE. 

The transport department even use 
decorative greenery to justify a recent deci- 
sion to cut, rather than tunnel, an extension 


-of the m3 through a beauty spot near Win- 


chester: the tunnel entrance, Mr Parkinson 
claimed, would look ugly. lt would have 
been more honest to admit that the £92m 
extra needed for the tunnel seemed too high 
a price for saving a few fields. 

A different kind of environmentalism, 
until recently confined mainly to slightly 
nutty cyclists and train-buffs, argues tha: 
car-usage may need to be constrained. 
Greenhouse gases have suddenly made such 
a view respectable everywhere from pubs to 
the cabinet. 


Parkinson cut his political teeth on g 


He argues that the projected increases i 


generate new traffic? Mr Parkinson de 


P ten and travel by public transport. 




















































eed 


On this issue, the instincts of Mr 


kinson and Mr Patten differ sharply 


more choice to the suburban middle « 





traffic are an immutable result of rising affl 
ence and hence rising car-ownership. 
roads are not built to accommodate the tra 
fic, cars will simply go more slowly and end 
up spouting more fumes while waiting i 
trafic jams: ——— 
But is it not likely that new roads will 








any such link, for lack of direct proof. 
ers are less cautious: the Commons 
committee on transport has just cri 
his department for failing to take traffic gei 
eration into account. Je 

.. Mr Patten points out that while 
ownership is still relatively low in B 
and bound to rise, car-usage is rela 
high. Policies could be introduced 
would influence car-owners both to d: 
less and to leave their cars at home mot 








has fallen. — 
These arguments will have to t 
solved by the cabinet committee now 
sidering the environment. It will 
whether to propose policies, such as 
petrol taxes and punitive duties on 
zling cars, designed to curb total emiss 


19705; in greener-minded West Germ 


The generation game " Ad 

The committee's deliberations should 
pose an emerging generational split s 

the cabinet. Mrs Thatcher, who ch 
committee, inclines towards Mr Par 
view of Tory supporters home« 
car-owning suburbanites whose mai 
cern is to travel faster round th 
route to the shopping centre. 
A newer generation, repres 










T HE increasingly exciting weather 
AA forecasts on. Britain's indepen- 
dent television are sponsored by one 











-notably the carbon dioxide which 
comes from burning fossil fuels, may 


little, From that thin premise, many 
people are blaming catbon dioxide 
for February's storms. 

In their role as the still small voice 









nps . The elemental energy of the 


rough the atmosphere, so a warmer 
world might well be stormier. It 
would also be wetter, and storms can 
be strengthened by the heat given off 








louds. But there are caveats. Com- 
-puter models show polar regions 
- warming fastest. Ás it is the difference 
in temperature between the poles and 
equator that drives the weather, that 
“Suggests a calmer world. 

_. This year's storms began life in 
ow-pressure regions off. America's 











er.cold arctic air. Because of an un- 
ual high-pressure zone over Can- 
da these depressions formed further 
























ived in southern Britain in full 
wing, when similar storms normally 
peter out north of Scotland, Their 


igour may be explained. by 





itting over the northernmost Atlan- 
ic, which has helped the depressions 
form. | 

. Though these conditions are un- 
sual, they are within the range of 
ast experience. They are not thor- 
ughly understood, but there is no 
eed, yet, to invoke greenhousery— 


he peak of their 11-year cycle—to ex- 
lain them. There is no discernible 
gnal in this meteorological noise; no 
portents, just downpours.. 


I tA —— — 





evil Russian. weather-controllers. 
Various man-made gases, most 


already have warmed up the world a. 


calm, climatologists murmur “per- | 


weather comes from heat moving 


as. water vapour condenses into. 


ast coast, where warm air rises up | 


h and east than usual. That may . 
plain why recent storms have ar- 
seasonally high sea temperatures, - 


nd by an odd region of low pressure 


r, for that matter, sun spots, now at. 






Now it is the perpetrators. of the 
greenhouse effect. . 
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e chancellor, 





elieves that sacrifices will be neces- 


“it would take a tough and genuinely 








Local government 


fumes. Professor Hoskins per- 


: mitted transport secretary to change the 
| strongly pro-road instincts of his depart- 
. ment. A policy unit recently set up within 
«the department to look at all transport is- 


sues has started to play down the impor- ^ more hurricanes to shal 















tance of the forecast rise in traffic; but the 
officials in the roads section continue to use 









Zapped by its swaps 


Hammersmith and Fulham council’s protracted battle to duck its debts to 
international banks seems to have ended in defeat 


A 7 HAT price a new home in Hammer- 
smith or Fulham? The London bor- 
ough's local council has been locked for 12 
months in a struggle with 72 international 
banks over billions of pounds-worth of com- 
plex trades in the capital markets. A dra- 
matic conclusion is now in prospect. The 
council was this week still insisting that it 


can emerge virtually unscathed. But the 


banks take a different view. If they are right, 

woe betide all the borough's residents. 
Events in the past ten days have hinged 

on the legal battle between the two sides, 


with a crucial judgment from the Court of 


Appeal on February 22nd. Its ruling 


achieved the remarkable feat of offering 
some comfort to all parties—which may 
help explain a curious dearth of press com- 
ment. Since then, though, Hammersmith 


and Fulham council has sought and ob- 


tained leave to appeal to the House of Lords. 
. The central issue is straightforward, 
however complex its legal ramifications. Be- 
tween 1986 and 1988 the council was 
heavily involved in the market for swaps— 
financial. contracts by which contracting 
parties exchange their liabilities on out- 
standing debts. Hammersmith undertook, 
in a host of separate contracts, to accept the 
interest-rate risk on a small mountain of 
floating-rate debts. Interest rates moved up, 
whereas it had reckoned on them falling. 
The potential cost to the council dwarfs any- 
thing normally encountered in local-govern- 
ment finance. | 
Hammersmith's councillors say much of 


their problem springs from a ghastly mistake 


and there is no legal basis for them now to 
pay up the kind of bills being cited by the 
banks. The High Court last November 
broadly upheld this position. The banks, 
which took the council at its word in the 
marketplace, want their money—and the 
Appeal Court ruling appears to have given 
them an excellent chance of getting it. 

The essence of its ruling is a distinction 
between the use of swaps for prudent debt- 
management and the potentially hazardous . 
business of swaps-trading. The judges ha 
ruled the first permissible, but not the sec- 
ond. Since the lion's share of Hammer- 
smith's liabilities come into the second, im- 
permissible category, its councillors initially 
reacted with some relief. For this meant the 
council had for the most part acted beyond 
its legal powers and therefore—they as- 
sumed—could not be held to account. 
Meanwhile its exposure on debt-manage- 
ment swaps, they said, amounted to only 
about £4m, well within its reserves. 

Not so fast, say the banks. The judges' 


ruling lays down the strict rules of permissi- 


bility for the future: But what of the com- 


-mercial enforceability of swap contracts 


written by Hammersmith in the past, either 
as trades or debt-management? Its decision, 


says the court in its judgment, does “not 


preclude. a party who has made an appar- 
ently valid contract with a local. authority 
from enforcing the contract”. By asserting 
that some swaps are lawful the ruling has 
opened the way, in the banks’ view, for 
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them to hold the council to account. How, 
after all, could they have known at the time 
of Hammersmith's market operations which 
of its swaps were lawful and which unlawful? 

At stake is a total liability which the 
bankers privately reckon could be as high as 
£200m, though no-one can be sure of the 
final cost. To illustrate its impact, suppose 
(as some do) that Hammersmith had to pay 
up £45m in the first year. This would repre- 
sent about £380 for each of its 118,000 regis- 
tered poll-tax payers; the council on Febru- 
ary 28th agreed to charge £425 in 1990-91— 
so an extra £380 on top would mean an im- 
mediate 90% jump in the poll tax. 

However relaxed their talk of a mere 
£4m liability, the Hammersmith councillors 
are beginning to hedge their bets. They have 
accepted advice received from the council's 
lawyers on February 26th to set aside £25m 
(out of estimated current reserves of 
£32.2m) against the swaps exposure. They 
would face a tricky task, to say the least, in 
any commercial court trying to argue that 
the banks should have known the motiva- 
tion of each swap deal they were offered by 
the council. 

As for a possible appeal to the Lords, 
‘the Appeal Court's judgment on the past 
behaviour of the council makes devastating 
reading. For residents of the borough, there 
might not be much time left to ring the es- 
tate agent, before property values slump. 
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NOTHER poll-tax gremlin is stalk- 

ing the Treasury. The rebate rules 

are threatening to restore some of the 

chattel-status of married women in the 

eyes of the taxman—and there seems 

precious little the government can do 
about it. 

An unmarried woman will be as- 
sessed for a rebate on the basis of her in- 
come. Just like a single man, she will also 
be allowed to exempt, in calculating this 
income, any money earned on the first 
£8,000 of her savings. But if the same 
woman were married, or living with a sta- 
ble partner, and her spouse were earning 
a reasonable income, she would have no 
chance of a rebate—on either her in- 
come or her savings. 

Here’s why. A married woman will be 
assessed, for the purposes of poll-tax re- 
bates, according to her husband's in- 
come; and any capital she possesses will 
be added to his in reaching a final figure 
for her poll-tax bill. So much for the 
principle of independent taxation of 
married women, introduced by Mr Nige. 
Lawson and taking effect on April Ist. 

None of this will affect the bottom 


2096 of wage-earners: women as well as 





Dirty British coasters 


Island Britain has long found that the easiest way to get rid of rubbish is to 


dump it in the North 


NES week the ministers whose coun- 
tries have North Sea shores meet in 
[he Hague to discuss what progress they are 
making in keeping muck out of the sea. Brit- 
ain's Mr Chris Patten, anxious to make a 
good impression at his first big international 
negotiations as environment secretary, has 
had a hard time putting together a present- 
able package. 

[n trying to square his colleagues, he has 
used the cabinet committee, set up to work 


on the environment white paper, as a way of 


bringing together high-level Whitehall dis- 
. cussion on green issues. Thanks to Mr John 
Gummer at agriculture, he can show some 
success in reducing the dumping of indus- 
trial waste at sea. In 1987 20 licences to 
dump were issued; last year, 19. This year 
only nine will be issued; and all but two will 
run out by the end of 1992. The remaining 
two, which are to end in 1993, are for ici and 
Sterling Organic. These two companies ac- 
count for over two-thirds of dumping. 
Ministers congratulate themselves on 
having been “quite hairy-chested” about re- 
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. Now the neighbours are revolting 


fusing new licences. They left it late. Only 
last June did 1cl announce plans to build a 
£30m plant to recycle the waste. The com- 
pany argues that the waste does not harm 
marine life, and so is not strictly covered by 
the 1987 agreement to clean up the Norta 
Sea. A couple of months ago, when minis- 
ters began to worry, it agreed to speed up its 
plans. 

‘A bigger problem is sewage sludge, one- 
third of which is dumped at sea. Britain 
agreed in 1987 to stop, but did not say 


when. Ministers then did nothing. Mr Nich- _ 


olas Ridley—who, as the last environment 
secretary, chaired the 1987 North Sea con- 
ference—has been arguing (correctly) from 
his new trade post that sea dumping is usu- 
ally the least harmful thing to do with 
sludge, and often the cheapest. Mr Malcolm 
Rifkind, the Scottish secretary, has simply 
dug in his heels, and announced that Scct- 
land has no intention of stopping. 

Investors are starting to wake up to the 
cost of alternatives. Mr David Owen of 
Paribas Capital Markets Group reckons 





Those old wicked ways | 
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men in this bracket will get rebates worth... 
up to 8096 of their poll-tax bills. But it is 
set to hammer a wide cross-section of © 
families in Tory heartlands—most espe- — 
cially thrifty pensioners, and couples | 
where the wife is locking after the chil- || 
dren or elderly dependants. d 
Tory backbench MPs are being del- | 
uged with letters from angry constituents | 
who are just spotting the anomaly. Miss- : 
Emma Nicholson, the Tory MP for West | 
Devon and Torridge, says it is a return to. — 
“all the old wickedness” of the pre — 
Lawson income-tax system which tre: | 
women as appendages to their husbands. | 
She has been campaigning for married — 
and single women to be treated equally— - 
though this would mean all single people | | 
paying higher poll-tax bills. 3i 
Ministers believe that to differentiate — 
between spouses’ incomes for poll-tax — 
purposes would be fiendishly difficult, — 
since the rebate system is so closely inte- · 
grated with the socialsecurity system. ` 
But there is sympathy for Miss Nichol- — 
son's objection to the married woman's. i 
loss of a savings-break: cabinet ministers- 
say they are “gravely concerned" about | 
it. Keep pushing, Miss Nicholson. |l 
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23 + 
that the water companies may have to spe d 
on sewage and sludge treatment twice the 
£5.3 billion that the government is cur- 
rently forecasting. Sea-dumping costs half as 
much as incineration, Some companies 
dump little—and the land-locked Severn 
Trent, nothing. But Thames Water shovels 
half its sewage into the sea. The capital cost 
to Thames of switching to incineration 
could be £100m, according to the Water Re- 
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Patten has to explain 
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Centre. 
"The bios North Sea problems * 
ittle to do with Britain's dumping. Much of 
at gets to the sea from all over Europe ar- 

Be by eic for insane, perhaps BONS ofthe 

d is accounted for by atmospheric depos- 

s compare with 20% borne down rivers. 
| wh aig of the sea, it probably 
—X cote biggest share of airborne 
mu A Dutch study reckons Britain ac- 
sounts for 24% of cadmium reaching the sea 
) y air, compared with 1396 from West Ger- 
nany, and for 3096 of airborne chromium, 

oi Nopered with 1096 from Belgium and 996 
rom Germany. 

o Nurens- nitrogen and phosphates, 
hich cause ooms—spoil 
eaches in the German Bight. Much of the 
uc condendo anede Con- 
ent ations of nitrates in the Humber and 
he Thames are much the same as those in 
! w Elbe and the Rhine. But almost four 
mes as much water flows down the Rhine 

— and Humber 
British ministers and officials grumble 
it the way that continental countries set 

* ossible environmental  targets—the 
Jute ı in 1987 wanted a 50% cut in nutri- 
ts by 1995, when no technology could 
eve such an aim. “The trouble with us", 

b men from Whitehall, “is that we take 

ur obligations seriously". 

Dh complain that some countries 
ump things in their sluggish rivers that 
ritain would never allow. They grouse par- 
larly about West Germany's tendency to 
ate other Non Sera dan Qe 
pose, while ignoring its own. But 

, they like the way the 1987 North 
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Overseas trade - 
Nicer than it looks 


UST when the City thought it safe to stop 

worrying about the trade deficit, the fig- 

ures bit back. After falling for four con- 
secutive months, the current-account deficit 
increased from £817m in December to £1.9 
billion in January. But the markets decided 
that it was a blip not a trend, and sterling, 
after a quick recovered. 

"Erratic items "—large imports of dia- 

monds and a slump in aircraft exports—in- 
flated the January deficit. 
Along with the fall in the oil 
surplus, they increased the 
deficit by about £500m. The 
trend is comforting. Export 
growth is far outpacing that of 
imports: the volume of non-oil 
exports (excluding erratics) 
was 1196 higher in the three 
months to January than in the 
same period a year ago while 
imports grew only 296 in 
volume. 

The boom looks set to 
continue. In the CBi's February survey, for 
the first time in 17 months more companies 
said export orders were above normal than 
said they were below normal. Demand in 
continental Europe, which buys over half of 
British exports, remains robust. Manufac- 
turers are thus well-placed to take advantage 
of the devaluation of the pound— still nearly 
1096 weaker, in trade-weighted terms, than 
in early 1989. 

The Treasurys autumn forecast of a 
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are a guide to the sort of numbers Mr Major 
is now chewing over as he prepares his 
budget. 

Neither forecaster expects the deficit to 

get any better in 199]. Although they 
reckon export growth will continue to out- 
pace imports, they do not expect the trade 
gap to shrink: because the gap is currently so 
big, the percentage growth i in exports each 
month needs to be well in excess of the 

growth in imports simply to 
een the deficit constant. So 
even if exports continue to 
boom, they argue, the current- 
account gap is likely to persist 
unless the government contin- 
ues to rein back consumer 
demand. 

But this might not be the 
whole picture. Although trade 
in manufactures tends to grab 
most attention, three-fifths of 
the deterioration in the cur- 
rent-account deficit last year 
was due to a slump in the surplus on 
invisibles—services and investment income. 
The invisibles surplus went from £9.3 bil- 
lion in 1986 to only £2.7 billion last year, 
and has been running at an annual rate of 
only £1.2 billion in recent months. More 
money going into the EC budget and the cost 
of financing the current-account deficit ex- 
plain that shrinkage: Britain's stock of over- 
seas assets is being eroded, while high inter- 
est rates raise the cost of sterling liabilities. 








"a E has worked. By havinga dec- — current-account deficit of £15 billion in But invisibles may still be Britain's best 
ration, rather than a legally binding agree- — 1990, down from £20.4 billion last year, bet for a continuing improvement in its cur- 
e ent, it encouraged countries to commit now looks too pessimistic. The latest fore- rent account. As British interest rates fall, 
emselves to do more than they would oth- casts from the London Business School and the cost of sterling liabilities shrinks, ex- 
se have done. (£12.8 billion) and the National Institute of pect the gap to shrink. 
Economic and Social Research (£11 billion) 

“Doomed to failure" said the Guardian. his happy band as they | 

rare feast The statisticians drooled over the melan- brought the world champions (A 

choly numbers (six team captains in 18 crashing down. Jd we 

OTHING prepared us for this. Even months, 25 test matches without a win, And yes, those West Indian eS 

with half a dozen East European five consecutive home-series de- demon-bowlers and WA 

governments back in the pavilion, Mr feats). The tabloids revelled in the big-hitting batsmen 


son Mandela playing the straightest of 


had swaggered like the mA 
bats and Mr Daniel Ortega knocked for 


knights before Agincourt, while 


tally of injuries sustained at the 
crease against the fast bowlers of 


six in Nicaragua, there was at least one fix- ^ the West Indies’ mean machine—a Mr Gooch and his men—unfazed 
ture that promised no surprises at all. cricket team unbeaten by England by the absence of heroes like Da- 
— ]t was cricket's first test match in En- since 1974. vid Gower and lan Botham from 


- gland's 1990 series in the West Indies. But Well, after a day's heavy rain, their ranks—had quietly been 


a bunch of English no-hopersstepped out Saint Crispin’s feast came round at up before the test 

and delivered a smack in the eye of their last on March Ist. And cricket with endless fitness-training. 
most hated foe—the English cricket pe buffs in England thought them- Now England has shown its 
's innocents abroad", selves accurs'd they were not in Ja- mettle, and it is the gentlemen of 


. toned The Times three weeks into E 
tour: "no amount of practice will camou- 
their essential 


flage 
Y 
D 


the press who will have to hold 
their manhoods cheap. For a 
week or two, at least. 


maica's Sabina Park to cheer on 
Graham Gooch (“Captain Im- 
probable"—the Independent) and 
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The Un-pretender 


Wie the prime minister’s popular- 
ity in the polls at its lowest ebb 
since 1986 and a formidable Labour lead 
now established, some Tory Mrs are still 
managing to comfort themselves. All will 
go well on election night, they say, be- 
cause the Labour leader, Mr Neil 
Kinnock, is "unelectable". 

They are encouraged in this by a pow- 
erful consensus among the chattering 
classes, who have caricatured Mr Kinnock 
as a verbose, air-brained lightweight. The 
Oxford dictionary defines "windbag" as 
meaning both “an empty pretender” and 
"voluble and senseless”; precisely, say the 
Labour leader’s critics. 

Certainly, Mr Kinnock is prolix. 
Watching him on the campaign trail, it is 
dificult not to recall Disraeli's famous 
put-down of Gladstone as a man “inebri- 
ated by the exuberance of his own 
verbosity”’.He has a problem with adjec- 
tives just as others have a problem with 
whiskies: he cannot stop at one, but com- 
pulsively over-indulges, recalling every al- 
literating synonym in the thesaurus. This 
makes for long speeches and poor televi- 
sion interviews. Colleagues say that when 
his deputy, Mr Roy Hattersley, chairs 
shadow cabinet meetings, he despatches 
the same business in 30 minutes that Mr 
Kinnock takes an hour and a half over. 

The common assumption has been 
that this verbosity derives from an indisci- 
plined, second-rate mind. Sneering essay- 
ists have noted that the man took a poor 
degree from University College, Cardiff, 
and have regularly chastised him for a lack 
of intellectual rigour. Mr Kinnock himself 
is deeply self-critical, so such attacks 
wound him. After one performance he de- 
scribed himself as “second-class” striving 
to become first-class. No trace of 
Thatcherite confidence there. 

Yet Mr Kinnock is now comfortably 
ahead of Mrs Thatcher in the opinion 
polls. Indeed he has been leading her in 
the MORI satisfaction ratings since Octo- 
ber last year. Could the great British pub- 
lic be onto something that the chattering 
classes have failed to see? 

His closest colleagues certainly think 
so. Most of the senior figures in the La- 
bour party—even over a sly beer—are im- 
pressed and respectful. The gregarious 
“boyo” image, they say, is misleading: be- 
hind the back-slapping cheeriness is an in- 
tensely private man, with few political 
friendships. Mr Kinnock is seen by them 
as gutsy, tenacious and single-minded. 
One said: “All I know is, when I was first 
elected in 1983, the party was on the verge 





of collapse and extinction and now we are 
poised to go into government. That is 
Neil's achievement”. 

It may also provide an alibi for his ver- 
bosity. Throughout the late 1980s Mr 
Kinnock had to blur his vision of where 
he wanted to lead the Labour party, 
knowing that if he showed his hand too 
clearly or too early he would split the 
party, or be defeated, or both. 

Thus he decided the non-nuclear de- 
fence policy had to be changed as early as 
the Reykjavik summit in October 1986— 


— 





More than just a boyo 


the same month that Labour reaffirmed 
the policy, with Mr Kinnock telling the 
party "I could never allow my country to 
die for me", and a full three years before 
the party conference agreed to the 
change. This long-termism has won. But it 
sentenced Mr Kinnock to years of fudging 
and evasion whenever he was publicly 
questioned on defence. This did his pub- 
lic image, particularly during the 1987 
election, terrible harm. 

The experience of the only manage- 
ment job he has ever known, his seven 
years as Labour leader, has certainly 
shaped his political style. He is slow to 
commit himself, a pipe-sucking listener 
who is assiduous about building a major- 
ity before moving. Contrast Mrs Thatch- 
er's tendency to commit herself early, 
brush aside dissent and charge ahead. 

[n his early days Mr Kinnock was seen 
as an heir to the mantle of Nye Bevan—an 
exuberant socialist, brilliant orator and 
compulsive rebel. Now, in his late 40s, he 
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seems nearer to a Clem Attlee figure: con- 
ventional, disciplined and desk-bound. 
Though fascinated by political gossip, he 
requires total loyalty from his colleagues 
and is impatient with those he considers 
part-timers. (When fighting Mr Hattersley | 
for the leadership in 1983, he praised him | 
with deadly politeness as “probably the | 
finest light essayist” the Labour party 


He is, above all, deadly serious about 
winning and using power. His admirers 
say he would make a surprisingly tough 
prime minister who would focus single- 
mindedly on education and training. He 
may be verbose—but an empty pretender, 
he isn't. A cabinet minister says: "There 
have been far stupider prime ministers | 


than Kinnock; and far nastier ones, too". | A 


Tory MPs who dismiss him as a windbag 
may one day curse their complacency. 


Till the pips squeak? 


| 
Wi will Labour do to taxes if it | 
wins the next election? Hints have 
just come from the shadow chancellor, Mr | 
John Smith, praising a Fabian Society | 
booklet "The Reform of Direct Tax- | 
ation". It was written by a team which in- | 
cluded several former Labour advisers. | 

The Fabian booklet recommends a | 
"social security tax" on investment in- | 
come and capital gains; slashing the an- | 
nual exemption for capital-gains tax from | 
£5,000 to £1,000; reimposing the tax at 
death; and cutting the retirement relief on 
capital-gains tax by 80%. The current 
40% rate for inheritance tax would be re- | 
placed either by a capital transfer tax of | 
up to 6096, or by a liferime capital-receipts 
tax, probably at income-tax rates. 

Incentives for savers, such as the Busi- | 
ness Expansion Scheme and the personal | 
equity plans, would be abolished. Tax ad- | 
vantages for the self-employed would be | 
removed. Mr Smith praises the paper as 
demonstrating “that a fairer tax system | 
can be both realistic and desirable". | 
Hmmm. If those proposals were to be- | 
come official Labour policy, the Tories | 
would have a field day. 

There is, however, one Tory wheeze 


| 
which Labour secretly likes. It hankers af- | 
| 


ter a tax which would give the govern- 
ment a flexible way of taxing business; 
which would redistribute from the rich 


biased in favour of manufacturers and 


Qe 


south to the poorer north; and would be | . 


against retailers. It already exists: it is, of 


rate. Labour policy is to abolish it: but the 
more senior Labour MPs gaze on this par- | 
ticular Tory tax, the more they love it. | 


xu i s | 
course, the Tories’ new uniform business || 
| 

| 
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j . Troubles 

| Share and bond prices 

. slumped on the Tokyo stock- 
| market and tottered else- 

| where. Investors were left con- 
.| fused and bewildered whether 
_| this was the start of Tokyo’s 

| long-touted crash, whether the 
| authorities would manage a 

- soft landing, and whether they 
| should worry more about the 
-inflationary consequences of 

n unification. 













For once precious metals pro- 
| vided no safe haven for 

| shaken investors. Platinum's 
|. rally was brought to an abrupt 
halt as Japanese investors sold 
| their holdings to meet stock- 
| market-margin calls. 

| 


_ Argentina's embattled cur- 
| rency, the austral, hit 5,600 
 australs to the dollar on Feb- 
| ruary 27th, compared with 

-. 1,870 at the beginning of the 
| month and 27 a year ago. 


| Bankers’ woes 


| American Express wants help 

| with Shearson Lehman 

| Hutton. Having injected 

~ $750m into its troubled securi- 

- ties subsidiary, Amex cut 

|. 2,000 Shearson jobs and 

É promised to cut costs. 

| Deutsche Genossenschafts- 

| bank (DG) said that up to 

| $350m is at stake in a dispute 

| with nine French banks. The 

| nine claim that DG committed 

- | itself to buying $3.5 billion of 

| West German government 
bonds from them at prices 

_ | above the market rate. DG de- 

| nies that it is so bound. 
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Lloyds Bank, Britain’s small- 
est clearing bank, lost £715m 
($1.17 billion) before tax last 
year, compared with a profit 
of £952m in 1988. Rival 
Barclays saw its pre-tax prof- 
its halve to £692m ($1.1 bil- 
lion) for the same period. 
Both banks made extensive 


provisions against bad debts. - 


In its first annual results since 


the former building society 
converted to being a bank, 


Britain's Abbey National an- 


nounced a 2196 increase in 
pre-tax profit to £501 m 
($821m) for 1989, 


Full throttles 
Sweden's Volvo and Renault 


of France agreed to swap ev- 
erything from engineering to 
equity. Íf the deal gets the nod 
from regulators, it will create 
Europe's fourth-largest indus- 
trial outfit, selling $42 billion- 


worth of vehicles a year. 


Saab's car business an- 
nounced an operating loss of 
SKr2.13 billion ($330m) and 
yearly pre-tax profit for the 
group of SKr 1.58 billion, 
down 5196. The Swedish 


carmaking and aerospace com- 


pany recently got together 
with America's biggest car- 
maker, General Motors. 





Mexico's car industry is in 
top gear. It exported 196,000 


vehicles last year, almost.one- 
third of the country's produc- 
tion. That was a record—and 
1396 more than in 1988. 
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They don’t mix 
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ts selfappointed: boss of the 


talian chemicals industry, 
Raul Gardini, called for the 


_ resignation of Lorenzo Necci, 


chairman of Enimont—the 
joint venture between Mr 
Gardini's Montedison and 
ENI, the state-owned oil com- 
pany. Mr Necci did resign. ENI 
tried to block a meeting of 
Enimont’s shareholders. A 
Milan judge told them all to 
grow up. 


Exxon, an American oil com- 
pany, faces criminal charges 
carrying potential fines of 
more than $600m on convic- 
tion in connection with last 
year’s oil-spill off Alaska. A 
settlement seemed unlikely af- 
ter plea-bargaining negotia- 
tions between the Justice De- 
partment and the company 
ran aground. 


After its water was found to 
be contaminated, Perrier is 
trying to foster a benzene-free 
image with a worldwide ad- ` 
vertising campaign and bottles 
clearly marked as pure. Ameri- 
can mineral-swiggers have 
sued the French manufacturer 
for fraud and misrepresenta- 
tion. Katell Roc, another 
French mineral-water outfit, 
went broke after hydrocar- 
bons were found in its water. 


Dearly departed 


Britain's ailing electronics out- 
fit, Ferranti, dumped its chief 
executive, Sir Derek Alun- 
Jones. His place was taken by 
Eugene Anderson, a company- 






doctor famous for curing 
Johnson Matthey, another 
once-diseased British com- 
pany. Sir Derek left with a 
generous golden handshake. 


Malcolm Forbes, a noted bal- 
loonist, died on February 
24th. His son, Malcolm Ju- 
nior, landed in his father's 
chair as editor and boss of 
Forbes magazine. 


Profit and loss 
Australia's Bell Resources, 


once a cash-rich arm of Alan 
Bond's business empire, suf- 
fered an operating loss of 
A$863m ($661m) after tax for 
the six months to December. 
It is the biggest half-year loss 
in Australian history.  : 


The Anglo-Dutch foods-to- 
soaps group, Unilever, raised 
pre-tax profit by 24% to £1.8 
billion ($2.9 billion) in 1989. 


New beginnings 


The Philippines became the 
second country after Mexico 
to sign an agreement with its 
bankers under the debt initia- 
tive launched last March by 
the American Treasury secre- 
tary, Nicholas Brady. 





For the first time since the sec- 
ond world war Yugoslavia’s 

e opened its 
doors—part of the govern- 
ment's plan to revive the 
country’s floundering econ- 
omy. Trading was restricted to 
bonds issued by the govern- 
ment of Serbia, Yugoslavia's 
biggest republic. Just four 
traders turned up for day one. 
Volume was low. 
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Costing the factory of the future 


í 


Factories run b 


— 


numbers. Numbérs to calculate — and losses; to ana. 


lyse the costs of new products; and to chart corporate strategy. But a lot of 


managers are relying on the wrong n 


EN THEY adopt new manufacturing tech- 
niques like computer-aided design, 
just-in-time stock management and total 
auality control, many firms are discovering 
yat their existing accounting systems also 
need dragging into the 1990s. Unless the 
bean-counters join the manufacturing revo- 
_ lution, traditional cost accounting will have 
little place in the factory of the future. 
Companies use accounting in two main 
ways: financial accounting for shareholders, 
tax authorities and the like; and manage- 
ment accounting to help managers deter- 
mine the costs of producing various prod- 
ucts‘and to plan future investments. At a 
conference on strategic manufacturing, 
organised by the Strathclyde Institute in 
Scotland, the biggest beef was not about 
problems such as linking robots to com- 
puter-aided-design terminals. It was about 
management accounting. Companies com- 
plained that if they had relied on the tradi- 
tional way in which cost accountants do 
their sums, they might not have been able to 


... manufacturing at all. 
y! Why not? According to Mr Tracey 
» O'Rourke of Rockwell International, an 
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justify decisions to invest in new types of 


American conglomerate, “traditional ac- 
counting methods lose relevance when ap- 
plied to manufacturing systems which are 
flexible and re-usable”. Since it tore up its 


cost-accounting rulebook, Rockwell’s Allen- 


- Bradley industrial-automation division reck- 


ons it has been able to make a bigger variety 
of electrical switches of higher quality and 
lower unit cost than its competitors. It does 
so in Milwaukee, not Malaysia. 

In Manchester, ICL, a once-crippled 
British computer company, makes minicom- 
puters to order in ten days—four times 
faster than five years ago. Its plant is flexible 
enough to switch to making washing ma- 
chines if ICL wants to. The firm's director of 
manufacturing, Mr Rod Powell, who is a 
qualified accountant, says that "unless man- 
agement accountants move fast, they will be 
almost without use to the manufacturing 
manager of 1995", 

. Where are accountants going wrong? 
Their fiercest critic, Professor Robert 
Kaplan of Harvard University, argues that 
today’s cost-accounting systems result in 
companies not knowing what individual 
products cost—or how to go about cutting 
costs. He says companies have become good 
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at measuring the costs of labour and materi- 
als, but not those of other overheads. — . 
Traditionally, overhead costs are as- 
signed to products in an arbitrary way. If a 
company uses 10% of its total labour to 
make a product, accountants often simply 
p assign 1096 of factory overheads to that 
TE product in order to determine its cost. 
^N \ This worked fine when companies 
-~ produced a narrow range of prod- 
ucts, and when the costs of labour 
and materials were the most im- 
portant, factors. These days, other 
costs make up a much bigger proportion of 
each product’s value. Accountants do not 
29 know how to measure them. k 






b = The same factory of- 
oO, Na ten produces a wide vari- 
* SES ety of products, each 


» 
-* 
— 


mI with a shortening life yele. - 
Firms are using more bought-in, 
pre-assembled components. Overhead 
costs, especially in R&D, sales and market- 
ing, have risen greatly in relation to labour 
costs. In the information-technology indus- 
try, ICL's Mr Powell estimates that labour - 
costs have fallen from 20% of total product | 


costs in 1970 to only 396 now. t; 
Costing the uncostable dd 
Many of the new manufacturing techniques - 
have been borrowed or developed from Ja- 


pan. Like western companies, Japanese firms 
keep an account of the flow of manufactur- 
ing costs in terms of labour, material and 
other overheads. But there are si : 
differences. Japanese accounting systems are 
used to motivate employees into producing 
products at a "target cost" and to reduce 
that cost over the lifetime of the product. — 
The techniques used to do that can re- 
shape a factory. The traditional way to en- 
sure that a company gets the most out of its 
investment in a new machine is to measure 
how much it is used. That encourages super- 
visors to run the machine as fast and for as. 
long as possible, building big batches of 
components. Common result: excess stocks. 
These days, most firms need to make 
things in smaller batches. Yesterday's sort of 
management accounting used to € g 
presses in the car industry to continue to 
churn out body panels for four-door models, 
even while salesmen screamed for two-door 
versions. Today the best factories have ma- 
chines that can be rapidly re-tooled to allow 
producers quickly to meet changes in de- 
mand. Across America, car plants are or- 
ganising tool-changing contests to reduce, 
even by seconds, the time it takes to switch 
to making different components. 
What has this got to do with cost ac- 
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counting? Faster machine-tool changes are 
among what Rockwell’s Mr O’Rourke calls 
the “intangibles”: reforms that have a huge 
value in the market, but are badly measured 
by internal accounting. Those intangibles 
also include: how better quality can boost 
market share; how product flexibility im- 
proves competitiveness; and how the ability 
to manufacture smaller batches with shorter 
delivery times leads to customer satisfaction. 
"What is needed", says Mr O'Rourke, “is a 
new accounting methodology which 
distinguishes between those items that add 
value and those that only add cost." 

Activity-based costing is one way for- 
ward. It means considering all of a compa- 
ny's activities—from logistics to marketing, 
distribution and administration—as prod- 
uct costs. It involves tracing the costs of each 
of these services to individual products. 
Firms need not abruptly abandon their ex- 
isting accounting systems in favour of activ- 
ity-based costing. Mr Kaplan says cheap, 
powerful personal computers let new ac- 
counting systems be developed for "strate- 
gic purposes", off-line from a company's fi- 
nancial accounting. 

Activity-based costing can produce 
shocks. Lucas Industries, once chiefly a wid- 
get-maker for British Leyland, is transform- 
ing itself into a producer of vehicle and aero- 
space "systems" with new manufacturing 
techniques. Lucas now makes things in 
"natural groups" with office and manufac- 
turing workers teamed into "cells" and 
organised around the flow of materials and 
information. This makes it easier to trace 
costs to products. Lucas found a component 
worth less than $1 travelling an unnecessary 
20,000 miles—including several trips to and 
from California—before it had any value 
added to it. The company is also making in- 
creased use of computer-integrated manu- 
facturing (CIM). In theory, a CIM plant can 
integrate not just the production process, 
but also administration, product design, 
market research—and accountancy. À CIM 
plant could provide costing information 
faster than an accountant could blink. 
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Companies who master these instant 
flows of information will gain by being faster 
to market with new products, says Mr Yuji 
Furukawa of Tokyo Metropolitan Univer- 
sity. Mr Furukawa, chairman of Japan’s Fac- 
tory of the Future Committee, says firms will 
develop their own, often unique, manufac- 
turing and costing systems. At their heart 
will be a philosophy of continuous improve- 
ment by constant tinkering. 

The company of the future will need to 
judge its entire manufacturing and costing 
systems against those of competitors, says 
Mr Furukawa. Some firms, like Chaparral 
Steel in America and Lucas Industries, al- 
ready do that. Both send teams of executives 
to Japanese companies to ferret out informa- 
tion about production and costing tech- 
niques. Lucas backs that up with a detailed 
questionnaire. The firm received answers 
when Japanese managers reckoned the west- 
erners did not understand what they were 
looking at. As Lucas has grown more effi- 
cient, replies are harder to come by. 





Oil companies 


opilt profit 


ILMEN were shocked by the cost to Ex- 

xon when it had to clean up after one 
of its tankers, the Valdez, spilled 11m gal- 
lons of crude off Alaska last year. They 
would do well to sit down and gulp before 
considering the likely cost of cleaning up 
their act in the 1990s. 

Valdez has cost Exxon much more than 
was first thought. The company originally 
wrote off $1.4 billion against its 1989 profit; 
on February 22nd it raised that by $300m; 
on February 27th it was indicted by a federal 
grand jury in Alaska on five criminal charges 
which could, if all are proven, cost it an- 


Messy business 


other $600m. Exxon has spent more than 
$2 billion cleaning up in Alaska (far less 
than many Alaskans think it should have 
spent), paid out $180m in compensation 
and faces another 170 lawsuits. 

Exxon is not alone. In Britain on Febru- 
ary 23rd, Shell was fined £1m ($1.7m) after 
an oilspill in the Mersey estuary. BP may face 
action after a chartered tanker spilled 
320,000 gallons of oil off southern Califor- 
nia in February. Cleaning that up has al- 
ready cost it $11m. In January an Iranian 
tanker spilt more oil off Morocco's coast 
than the Valdez dumped off Alaska's. 

Without a single spilt drop of crude, 
America's big integrated oil companies 
spend around $5 billion a year cleaning up 
after themselves—equivalent to some 70 
cents per barrel of oil produced. That could 
soar. Petroleum Intelligence Weekly, an in- 
dustry newsletter, calculates that the likel« 
cost to the oil companies of new or propose: 
legislation on clean air, benzene, solia 
wastes, oil-storage and tanker construction 
could add up to $20 billion a year to their 
liabilities—and that is just in America. That 
amounts to as much as $3 extra per barrel. 
The size of the final bill depends partly on 
how much of America's emotional post- 
Valdez clean-air act gets through Congress. 

Environmental spending knocked more 
than 1096 off big American oil companies' 
profits in 1989, including Exxon's Valdez 
write-off. Environmental wrangles are caus- 
ing costly delays in production from some 
offshore Californian oilfields. Even without 
another big spill, 1990's environmental li- 
abilities could be almost as high, as oil com- 
panies spend more on prevention. 

As usual when emotions run under- 
standably high, all this will probably result 
in more oil imports, delivered in aging, acci- 
dent-prone tankers—which is what the 
Bush administration wants to avoid. 
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How can a value be put on the environment? With difficulty. But this 
has not stopped economists from trying 


NE of America’s most divisive legis- 
lative fights this year promises to be 
| over the clean-air bill. So far much of the 
| debate has concentrated on the costs to 
industry of complying with the planned 
| regulations. But there is a much trickier 
| problem. Is there any way in which the 
benefits of an improvement to the envi- 
| ronment can be measured, and thus be 
compared with the costs of achieving it? 
Over the past 20 years economists 
| have grappled with this question, with 
more ingenuity than success. Their at- 
tempts are admirably reviewed in a new 
paper by Mr Per-Olov Johansson, of the 
Stockholm School of Economics, 
published in the latest Oxford Re- 
view of Economic Policy. Mr 
Johansson argues that environmen- 
tal resources such as clean air or a 
tropical forest have value for three 
distinct reasons, and that an ade- 
quate environmental costing needs 
to consider all three. 

First people can benefit from 
the direct effects of an environmen- 
tal resource. This is the benefit 
from breathing easily, going for a 
walk in an unspoilt mountain 
range, or having a tropical forest 
stop the spread of deserts. 

Secondly, and more controver- 

| sially, people might value the op- 
tion of using an environmental re- 
source over and above the value 
they expect to gain from actually 
using it. Suppose most people are 
unsure if they will ever visit the 

| Grand Canyon. They might still value the 
chance to see it unspoilt, whether they are 
likely to visit it or not. 

Thirdly, a few selfless people may de- 
rive pleasure from (and be willing to pay 
for) the mere existence of the Grand Can- 
yon or clean air in Los Angeles. They 
want to preserve their environmental her- 

| itage for others—even if they are never 
likely to enjoy it themselves. 

Measuring the first kind of value— 
"use" value—is difficult, but there are, at 
least, some real figures to work on. People 
may pay hard cash to visit a national park, 
for instance; comparing the prices of oth- 

| erwise similar houses in quiet and noisy 
streets may give some guide to the value of 
calm. The only way to try pick up the 
| more abstract "option" and "existence" 
values is to ask people how much they 
would be willing to pay for, say, an im- 
| provement in air quality or the protection 








of a threatened rain forest. Such surveys 
have many drawbacks. 

When faced with a hypothetical ques- 
tion, people may not respond as they 
would in real life. They may indulge in 
green generosity, since in fact they do not 
have to pay for anything. Surveys may talk 
of environmental costs, but they rarely 
spell out costs of unemployment, lower 
wages and so on. If these were known, 
people might be less willing to pay them. 





Many respondents will exaggerate their 
willingness to pay if they think others will 
end up meeting the bill. If the cost of a 
clean-up is paid through an income tax, 
those who do not pay income tax will tend 
to overstate its benefits. 

One partial solution is to look at how 
much people actually pay for environmen- 
tal goods in the market, and add on exis- 
tence and option values. Suppose two 
towns are identical except that the air ir: 
one is filthy, in the other crystakclear. In 
theory the difference in property values 
should capture the market value of clean 
air. In practice no two towns are identical. 
So, instead, economists adjust for all the 
other factors that influence house prices 
(quality of architecture, location). Then 
they try to estimate the sole impact of air 
quality on property values. 

The biggest drawback is that informa- 
tion on house prices and air quality usu- 
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the effect of only a small differ- 
ence of air quality on property values. The 
impact of a large change in air quality is — 
guesswork. Also, houses in places with . 
clean air will tend to be bought by fresh- 
air fiends. It will be wrong to assume that 
everybody sets as high a value on clean air 
as they do. m 
A different method, based on the cost 
of travelling to see, say, a national park, — 
can be used to value the environment. lf. 
there is no entry fee, the effective price 
which visitors pay for entry is the cost of — 
getting to the park. So a southern Califor- _ 
nian resident pays around $50 (the cost of 
the car ride) for a glimpse of the Grand 
Canyon; a Dallas resident may pay $150, a 
New Yorker $300. The overall benefit 
each visitor obtains from the trip is calcu- 
lated as the difference between the maxi- 
mum he would have been willing to pay to- 
see the park (in travel costs) and the 
amount the trip actually cost him. 
How can this be calculated? 
Suppose one in ten New Yorkers, 
two in ten residents of Dallas and 
three in ten from southern Califor- 
nia have all seen the Grand Can- | 
yon. Devotees of the travel-cost | 
method assume that one in ten — 
southern Californians would also — 
have been willing to pay at least — 
$300 to make the trip, and another 
one in ten would have been willing — 
to pay at least $150. Since they paid — 
only $50, one-tenth obtained a net — 
benefit of at least $250 ($300 less — 
$50), and another one-tenth bene- — 
fited by $100 ($150 less $50). Like- 
wise, one-tenth of the Dallas resi- — 
dents would have gained $150 - 
($300 less $150). In this fashion, | 
the monetary "value" of the | 
Canyon can be pinned down. 23 
One difficulty with this tech- - 
nique is that there could be relatively 
more southern Californians than New 
Yorkers willing to pay $300 to visit the || 
Grand Canyon. Economists try to adjust || 
for observable differences between re- - 
gions, such as levels of income, but they | 
will be unable to measure environmental | 
fervour. Calfornians may be greener than — 
New Yorkers. nh 
Most environmental-costing tech- - 
niques were little more than a twinkle in 
economists’ eyes 20 years ago. These days 
they are widely used in cost-benefit analy- 
sis. A snag is that since there are so many 
techniques, all of which invariably pro- - 
duce different outcomes, none is able to 
resolve conflicts berween politicians over 
the right level of environmental regula- | 
tion. But the techniques do at least make | 
people ask the right questions and think — 
more coherently—even if the questions — 


do not receive firm answers. E 
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Next, the subsidy 
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A DECISION by France's Renault and 
. A Sweden's Volvo to team up is unlikely 
to cause blinding headaches for European 
trustbusters—at least as far as cars are con- 
cerned. Volvo's 296 share of the EC car mar- 
cet does not count for much when it is 
added to Renault's 1096; and almost half of 
Renault's cars are sold in France. Just as 
well. The European Commission's compe- 
ition lawyers already have their hands full 
of a long-running row with Renault over the 
repayment of up to FFr12 billion ($2.1 bil- 
ion) of unauthorised government subsidies. 
_ A decision is expected by the end of 


March. Last-minute negotiations between 


the competition commissioner, Sir Leon 


Here, of all places 


} 
| EUN on the strength of geo- 
— A graphic belonging is one of the oldest 
- tricks in the marketing book. Chrysler of 
. America punts its cars with the stirring 
slogan "Heartbeat of America"; British 
farmers wrap their pigs in the flag with 
- the less euphonious "Lean on British 
— Pork". Whisky-makers do it with shots of 
distilleries nestling under heathered hill- 
. sides, vintners with tasteful engravings of 
— Médoc chateaux. 
| All very well, but what to do if your 


| product hails from an unphotogenic in- 

dustrial estate? Grand Metropolitan, a 

British burgers-to-beer group, has one 

| answer. Two of its best-selling drinks—(a 

cocktail of coconut and rum called 

‘Malibu and an upmarket health drink 

- called Aqua Libra)—imply appropriate, 

but largely fictitious, foreign “origins” as 
. part of their brand imagery. 

I Malibu labels purr "Coconut is the 


|| taste from the Caribbean—a cool exotic 
i . taste that conjures lazy days and magical 


4 


| nights." The rum that goes into it may 


. have seen a palm-fringed shore or two, 


y——— 
| 70 


[ 








- f J 
> d - ] — T i $247 
4 = n " day t $/ J fs - 


Brittan, and the French government aim to 
find a compromise. Otherwise the commis- 
sion will take France to the European Court 
of Justice in order to have the subsidies re- 
paid. The commission authorised the subsi- 
dies in March 1988— provided the French 
government removed its guarantee against 
state-controlled Renault going broke and 
that production capacity was reduced by 
15% for cars and 30% for commercial vehi- 
cles. None of these conditions has been met. 

France says that, despite an expanding 
market in 1988 and 1989, Renault has cut 
carmaking capacity by 4% and that commer- 
cial-vehicle capacity will be down by 17% be- 
fore the end of this year. In a token gesture 
to the commission, the French government 
is willing to take back a modest FFr3 billion 
of its subsidy in recognition of Renault’s fail- 
ure to meet its commitments. 

The cross-shareholding and co-opera- 
tion pacts announced between Renault and 
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but the drink’s birthplace is a distillery of 
Grand Met’s subsidiary, International 
Distillers and Vintners (IDV), at exotic 
Harlow in Essex. The drink declares it- 
self produced by the romantically named 
Twelve Islands Shipping Company. Er, 
that is, an export team of four working 
out of London’s Marylebone High 
Street. Why a separate company? To give 
the drink more credibility, says IDV. 

G & J Greenall, British producers of 
Vladivar vodka, take the game a stage 
further by letting consumers in on 
the joke. "Vladivar, the Wodka 
from Warrington” growled one 
ad. Boots the chemist uses a sub- 
tler approach—its own-brand cos- 
metics carry labelling in French 
and English, even though none is 
sold in France. "Tonique Equili- 
brant la Peau" may not mean 
much to British shoppers, but it 
certainly sounds chic. 

Grand Met's cheekiest ploy is 
its marketing of Aqua Libra. 
Health drinks mean purity. Where 
purer than the Swiss Alps? Inconve- 
niently, the drink is made by a subcon- 
tractor in Hartlepool, North Yorkshire. 
The solution? Set up a company in Ge- 
neva, have it license your own recipe 
back to you, and the magic word Switzer- 
land can appear on the label. Sadly, 
"commercial reasons" (it is coy about 
what these might be) have forced Grand 
Met to change tactics. The words “bot- 
tled under licence for Aqua Libra, Ge- 
neva, Switzerland" are about to be re 
placed with the woollier "based on an 
original Swiss recipe". From Yorkshire? 
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Volvo on February 23rd could help France’s 
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case. It means Renault will lose its automatic 
protection from bankruptcy. It will there- 
fore meet—belatedly—the first condition 
set. by the commission.eSir Leon, however, 
wants to keep the subsidy investigation sep- 
arate from an examination of the tie-up with 
Volvo because the Renault inquiry relates to 
actions in the past. This two-handed ap- 
proach is hardly surprising. The Renault 
case is being linked politically to a case 
against the British government over the sale 
of its state-owned carmaker, Rover, to Brit- 
ish Aerospace (BAe) in 1988. 

The commission authorised payment of 
£469m ($835m) in subsidies as part of that 
deal. It reopened the case after leaked docu- 
ments revealed BAe had benefited from hid- 
den sweeteners. If the commission accepts 
the new evidence it could demand repay- 
ment of up to one-third of the subsidies. 

is would embarrass Mrs Margaret 
Thatcher, who regularly contrasts Britain’s 
good record on state subsidies with that of 
some of its EC partners—notably France. 

Sir Leon cannot soft-pedal. If he does, 
his colleagues, led by the (French) commis- 
sion president, Mr Jacques Delors, would in- 
sist that Renault got the same lenient treat- 
ment. If Sir Leon goes easy on both, then 
the credibility of the commission’s rigorous 
stand against government subsidies would 
be in tatters. . 

The result will be watched closely, espe- 
cially by America, as will a probe by EC com- 
petition lawyers into Renault and Volvo's 
combined share of Western Europe's lorry- 
and-bus market. If the two companies do 
form an alliance in commercial vehicles, 
they will be a power in the: market. To- 
gether, they would overtake West Germa- 
ny's Daimler-Benz as the biggest producer of 
heavy lorries in Western Europe. They 
would also command over 2096 of the Eurc 
pean market for light lorries, just behin 
Daimler-Benz's 25% share. ` 

Renault and Volvo also have big truck- 
making operations in North America. How 
the tie-up will affect those is far from clear. 
Volvo builds its American trucks in a joint 
venture with General Motors, while Renault 
has a controlling interest in a rival, loss-mak- 


ing Mack Trucks. 





Managing computers 


A lot to learn 


A TER years in the backroom worrying 
about file structures, data-processing 
folk are joining the managerial main- 
stream—or at least trying to. According to a 
survey by Index Group, a consultancy firm, 
the problem looming m in the minds of 
corporate computer jockeys is convincing 
their colleagues to change their business 
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practices to take advantage of 
office automation. Their col- 
leagues would do well to listen. 

Although Index’s survey 
does not ask the qyestion di- 
rectly, many—if not most—ex- 
ecutives justify investment in 
information technology by 
productivity alone. After all, if 
they do not want to change the 
way they do things, what other 
advantage might there be than 
doing the same thing quicker 
and more cheaply? But in 
America, at least, massive in- 
vestment in information technology has 
brought no increase in the productivity of 
information workers. 

Between 1980 and 1989, the share of of- 
fice machinery in America's stocks of capital 


.equipment climbed sixfold—from 396 to 


896, according to econometricians at DRI, 
other consultancy. The productivity of of- 
fice workers, however, has barely budged. 
Mr Stephen Roach, an economist at Mor- 
gan Stanley, an American investment bank, 
calculates that the average productivity of 
an American white-collar worker is no 
higher today than in the 1960s— despite the 
thousands of dollars worth of computing 
power likely be sitting on his desk. By con- 
trast, the productivity of blue-collar workers 
has risen dramatically. 

White-collar workers in service indus 
tries have been particularly slovenly. Mr 
Roach compares the success (or lack of it) of 
American service and manufacturing com- 
panies in boosting productivity among two 
groups of white-collar workers: front-office 
decision-makers (eg, executives, lawyers and 
engineers) and back-office information-sup- 
port staff (eg, marketing analysts, techni- 
cians, and clerks). In theory, the productiv- 
ity gains from office automation should 

yme largely at the expense of back-office 
employment: while machines can crunch 
numbers, they cannot (yet) make decisions. 
Indeed, the ratio of decision-makers to in- 
formation-support staff has increased 
throughout American industry. But during 
the 1980s that ratio has increased twice as 
fast in manufacturing as it has in service in- 
dustries. Not surprisingly, productivity 
growth in manufacturing has also far out- 
stripped that in service industries. 

Part of the explanation for this discrep- 
ancy may simply be that the experience of 
factory automation— plus the pressures of 
international competition—has given 
manufacturing managers experience in tak- 
ing tough decisions about productivity. Jobs 
are well-defined, and inessential jobs, of 
whatever collar hue, are eliminated. Mr 
Roach says that service industries will have 
to learn such skills as competition heats up. 

Another part of the explanation may be 
the greater changes in working practices 
wrought by automation in manufacturing 
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industries. New manufacturing 
techniques have transformed 
the factory more completely 
than the spreadsheet and the 
voice-mailbox have changed 
the office. Opportunities for 
further change abound—but 
few firms are taking advantage 
of them. According to Index's 
survey of about 350 informa- 
tion-technology managers, 
only about one-third of 
projects alter business prac- 
tices. Most of the rest merely 
turn paper shufflers into com- 
puter-printout shufflers. 

To do better, companies will have to be- 
come more willing to experiment, and better 
at getting line managers and information- 
technology folk to work together in manag- 
ing those experiments. Knocking their 
heads together—as Mr John Reed and Mr 
Walter Wriston did years ago at Citicorp— 
helps. But Index suggests linking their wal- 
lets too. How about tying an information- 
technologist's bonus to the extra profit his 
next project creates—and that of the line 
manager to the technical performance of the 
system? That might inspire some synergy. 





France's ski industry - 


No business like 
snow business 


OR the world's two biggest manufactur- 

ers of ski equipment, France's Salomon 
and Skis Rossignol, it was a black Christ- 
mas. From December until mid-February, a 
dearth of snow turned Europe's ski resorts 
into ghost towns for the third year in a row. 
Then, after the first heavy snowfalls arrived, 
avalanches scared off all but the most in- 
trepid skiers. Even though the pistes are 
now full again, this meteorological mayhem 
may scupper the $2 billion-a-year market for 
winter-sports gear. 

Rossignol, which makes classy 
skis under its own and the Dynastar 
brand names, will suffer most. Alpine 
and cross-country skis account for 
65% of its revenue and Europe is by 
far its biggest market. Sales there 
have already plummeted: in the 1988- 
89 season retailers sold some 2m pairs 
of cross-country skis, nearly a quarter 
fewer than in 1987-88. 

Rossignol's attempt to diversify 
into tennis has flopped. Rackets sold 
well when introduced in the early 
1980s, but they were soon swamped 
by a flood of cheap imports from 
South-East Asia. After losing money 
for most of the past decade, the tennis 
division should break even next year. 


Anyone for tennis? 
co— ————————C————— t 5— 
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But Rossignol still has a mere 312% of the 
world market and is in the junior league 
compared with top-notch racket-makers like 
Dunlop and Wilson. 


Next season things could get tougher — 


still for Rossignol, when Salomon, the 
world's biggest manufacturer of ski boots 
and bindings, launches its first alpine ski. 
After five years and some FFr300m ($53m) 
spent developing its new product, Salomon. 
hopes to sell FFr1 billion-worth within five 
years of their launch—weather permitting. 
Worse for Rossignol, Salomon has hinted 
that it may enter the tennis market. 

Salomon has already moved into golf, 
buying Taylor Made, an American golf- 
equipment firm, in 1984. This both spread 
its risks geographically and brought it into a 
booming, $3.5 billion-a-year business. Tay- 
lor Made's market share is growing fast: its 
sales leapt from $26m in 1986 to $128m in 
1988. Golf now accounts for over one-third 
of Salomon's sales. The company aims to 
make that a half within five years. There is 
plenty of room to grow: Taylor Made con- 
trols nearly one-fifth of the world market for 
woods, but its share of the market for 
putters and irons is microscopic. 

Rossignol has tried to retaliate by pro- 
ducing a new ski boot. It faces stiff compe- 
tition not only from its French rival but 
from Italy’s Nordica. The Italian firm has al- 
ready upset Rossignol’s plans to launch its 
own brand of clothing by announcing that it 
plans to do likewise, with design and mar- 
keting help from Benetton, an Italian knit- 
wear group. 

Though their profits may continue to 
slide, both Salomon and Rossignol are virtu- 
ally immune to predators. Mr Laurent Boix- 
Vives, Rossignol’s chairman, controls some 
70% of the votes in his firm, while Mr 
Georges Salomon and his family control 
around 52% in theirs. Nonetheless, both 
firms hope to keep reducing their depen- 
dence to the ski market. They could try 
building golf courses. America’s National 
Golf Foundation claims one new course a 
day is needed just to keep up with demand. 
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The OECD 


otorming the Bastille 


This year the OECD—the so-called rich-man's club—celebrates its 30th 
birthday: a time to ponder its future with new members 


HE Organisation for Economic Co-op- 
eration and Development (OECD) was 
set up in December 1960 to promote eco- 
nomic co-operation between industrial 
countries. It started with 20 members; by 
1973 this had risen to 24, still the total to- 
day. Not for much longer, though, judging 
by the visitors' book at its Paris headquar- 
ters. In recent weeks the OECD has played 
host to officials from East Germany, Hun- 
gary, Hongkong, Malaysia, Russia, Singa- 
pore, South Korea, Taiwan and Thailand. 
The East European countries are queu- 
ing up for advice on how to turn themselves 
into market economies. With the IMF and 
the World Bank ready to lend money and 
the European Commission in charge of co- 
ordinating western project aid for Eastern 
Europe, is there room for the OECD as well? 
Yes: although the OECD has no money 
to lend, it has some comparative advantages. 
@ It has experience in helping countries 
open up their economies to market forces. 
In the 1980s the OECD secretariat has in- 
creasingly focused on changing the structure 
of economies to make markets work better. 
e The OECD's committee structure, which 
brings together experts from national gov- 
ernments, would give Eastern Europeans 
the opportunity to discuss problems with 
their counterparts in western governments. 
The secretariat has closer contact with gov- 
ernment officials than the IMF, say. 
@ No other international organisation can 
offer advice on such a wide range of subjects, 
from taxation and technology to the envi- 
ronment and education. The MF, by con- 
trast, is far more specialised, still concentrat- 
ing mainly on macroeconomic policy. 





e The oecD leads the field in comparative 
statistics for western economies. If East Eu- 
ropean countries are to put their economies 
in order, they first need to find out what is 
going on. Even western estimates of the size 
of their economies (see chart) appear now to 
have been much too flattering. The coun- 
tries are now seeking help on how to de- 
velop  western-style national accounts. 
Where better to go than the OECD: its fore- 
runner, the Organisation for 
European Economic Co-opera- 
tion, which administered the 
Marshall plan, invented the 
SNA, the standardised system 
of national accounts. 

The snag is that money for 
new activities is tight. Unlike 
the IMF and the World Bank, 
the OECD depends on money 
voted each year by member 
governments. Total spending 
has been virtually flat in real 
terms in the past five years. 
The good news is that America 
has promised the secretariat an extra $1m to 
set up an East European unit. If other mem- 
bers match this in proportion to their sub- 
scriptions, it would provide an extra 
$4m—or 296 on the oECD's budget. 

Mr Salvatore Zecchini, the OECD's assis- 
tant secretary-general and who was formerly 
with the IMF, is leading activities related to 
Eastern Europe. He hopes to tackle his brief 
in a radical way for the OECD. Typically, 
when a new issue crops up the OECD sets up 
a new committee, served by a directorate in 
the secretariat. This results in little contact 
between committees—and in excessive 
bureaucracy. When the Russians recently 
visited Paris, they joked that the OECD had 
more apparatchiks than they had. The plan 
for dealing with Eastern Europe is to create a 
loose structure which can draw on expertise 
from all the committees. That might serve as 
a broader model for the OECD. 

Might Eastern Europe also furnish the 
organisation with new members? Czechoslo- 
vakia says it wants to join; Yugoslavia wants 
to upgrade from associate to full member- 
ship. Russia, Hungary, Poland, Bulgaria and 
East Germany are all interested in closer re- 
lations. Mr Jean-Claude Paye, the secretary- 
general, says there are two conditions for 
membership: countries must have a market 
economy and a pluralistic democracy. In 
truth, these conditions are recent inven- 
tions, otherwise Turkey, Greece, Spain and 
CUM could not have joined when they 

id. 





Paye as you enter 


The OECD's eagerness to grab a slice of 
the action in Eastern Europe carries the risk 
that it will become too Euro-centric. If that 
caused Japan to lose interest, it might kill the 
organisation dead. Japan provides 23.5% of 
the budget—almost the same as West Ger- 
many, France and Britain together. A solu- 
tion would be for the OECD to open its doors 
to the Asian NICs (which it has just renamed, 
this time as DAEs: dynamic Asian econo- 
mies). The OECD is now holding regular 
workshops for South Korea, Taiwan, Hong- 
kong, Singapore, Thailand and Malaysia to 
meet with members. 

Most of the DAEs have overtaken mem- 
bers like Turkey and Portugal in income per 
person. South Korea and Singapore are 
likely to become members soon; Hongkong 
and Taiwan would be tricky 
politically, because of China. 
But by 2000 the OECD could _ 
have at least 30 members. Eve: 
Mexico might be ready to join, 
to be followed by other Latins. 

What will enlarged mem- 
bership mean for the ogcp— 
apart from more exotic places 
for staff to travel to? The man- 
agement is already fretting 
about the logistics of holding 
meetings with 34 rather than 
24 around the table. But the 
biggest challenge to the OECD 
is that, as its composition starts to look more 
like that of the IMF, member governments 
will ask themselves what distinctive purpose 
it serves. The OECD badly needs to find a 
new role. 

Some critics question whether the OECD 
influences policy-making these days. The 
organisation failed to exploit the increase in 
international co-operation in the second 
half of the 1980s to strengthen its role. But 
formal decision-making on exchange rate« 
say, is always best done within a small grou 
like the G3 or G7 groups of industrialisea 
countries. The OECD is more useful as a talk- 
ing shop, for the continuous exchange of in- 
formation and opinions. The secretariat 
tries to influence the way governments view 
the world by analysing problems from more 
than a purely national point of view. 

Some still unfairly see the secretariat as 
the last bastion of Keynesian economics, 
partly because of the role it played in the ill- 
fated Bonn economic summit in 1978 when 
industrial economies agreed to boost de- 
mand. But the OECD's most useful work in 
the past decade was in microeconomics. Its 
work on _ producer-subsidy equivalents 
(which allow the degree of agricultural pro- 
tection to be compared in different coun- 
tries), unexciting though it may sound, is an 
essential foundation for talks on liberalising 
agriculture. If the OECD has an emerging 
role, it is in moulding the microeconomic 
policies of the world’s richer nations. 
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— derivatives, such as plastics 


>x has oil reserves of its own, 


. Chemicals in Eastern Europe - 





No Christmas for crackers 


The chemicals — is one of the largest industrial sectors in the Soviet 


Union and 


rn Europe. But size and 


past pampering have not produced 


success. Even with perestroika, prospects look gloomy 








— should have benefited 
tral planning in the Soviet 


industry. With their bias towards heavy 
industry and giant projects, nearly all central 
-planners from Moscow to Prague poured 
billions into chemical factories. As the 


— chemicals industry supplies materials to a 
~~ host of other manufacturers and is impor- 


< tant militarily, it was given priority in the 
. allocation of land, services and skilled work- 
ers. In the Soviet Union, Poland, Yugoslavia 
* ad Czechoslovakia, growth in chemicals 
stripped growth in all other indus- 
nearly every year since the early 1970s. 
Russia has large reserves of oil, natural 
. gas, metals and minerals. This gave the 
"chemicals industry throughout Eastern Eu- 
- rope a secure source of supply. Unlike cars 
or electrical goods, most bulk chemicals do 
not have to be tailored for export markets. 
They are produced to established standards 
of purity and are packaged and shipped in 
the same way everywhere in the world. This 
makes them virtually indistinguishable, ex- 
ċept by price (and communist countries are 
skilled at dumping). 

Such advantages, along with tig cod- 
dling of central planners, helped build a gi- 
gantic industry in the past 40 years. 
Comecon countries churn out one-fifth of 
the world's chemicals by volume, and are 
among the world's biggest producers of 
butadiene, synthetic rubbers and fibres. The 
United Nations wildly guesses that chemi- 

[s account for up to a quarter of GNP in 

past Germany; 9% in Czechoslovakia, Rus- 
sia and Poland; and 296 in Yugoslavia. 

According to Chem Systems Interna- 
tional,a marketing consultancy in London, 
each country has at least one big petrochem- 
icals site—the heavy end of 
the chemicals. business. The 
Soviet Union has some 25 
large-scale sites; Romania has 
four; East Germany and Po- 
land, three each; Czechoslo- 
vakia, two; Bulgaria and Hun- 
gary, one each. 

: Ten years ago Comecon 
decided that Russia should 
concentrate on the develop- 
ment of energy-intensive feed- 
. Stocks, made near to raw mate- 

." rial supplies, and their first 






E and fertilisers. (Only Romania 


ile Poland has some cheap 
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id Eastern Europe, it was the chem- | 


bartering the value-added goods the East . 
European neighbours turn the feedstocks 





. of opportunities for collaboration with 
other.. They have had no incentiv 


pal Russia delivers: feedstocks through a 
collaborate, nor to compete. Refinery 


network of pipelines at prices which reflect a ` 


five-year rolling average of world-market 
prices. The oil and gas can be paid for by 


into. 
. Thus Romania makes sewing thread, 
which it supplies to the Soviet Union, in. 
exchange for bulk synthetic textiles. Po. &£ 
land, Romania, Bulgaria and Hungary 
send pharmaceuticals to the Soviet 4 
Union, which supplies them with the Ka 
bulk intermediates needed to make Gn 
specialised medicines. Several — 
sand barter products account for one- 
third of intra-block chemicals trade. 


The worst-laid plans 
It now transpires that this chemicals in- W. 
dustry, which should have thrived un- 4 
der central planning and blossomed 
into Eastern Europe's most internation- ' ~ 


win 
























ally competitive business, is almost unbe- f 


icu: ineficient, 


— iim s run at enormous cost, à ie 
and squander raw materials, labour and 
capital alarmingly. Instead of having NC 
an export surplus, they struggle to / 
meet demand at home with decrepit (7 
plants that are grossly overmanned. 7 
Central planners allocate raw ma- | t. 
terials to individual plants. Chemi- 4°~ 
cal products are sold through cen- “vy 
trally-run trade organisations at Y^ 7 
prices fixed by the state. Chemi- d 
cals operations do not have 
buying or marketing depart- j y 
m ; 
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made centrally, and are nearly always 
According to Mr Tony - 
Kleinwort Benson, and Natasha Alperow 


co-authors of a book about Eastern E 
and Russia’s chemicals industry, 
gion’s chemicals plants have missed 


are often flared off, instead of being: 


over the fence to nearby chemicals 


Because of bureaucratic and. cons 
tion delays, it takes six to eight years to 


ern Europe, compared with two in. 
ica or Western Europe. By the time 
average East European plant goe 
production, its technology is ten 
out of date. Once built, obsolete 
and processes are rarely moder 
And while western chemicals : 
have become cleaner under t pr 
from environmental lobbies, Easte 

| Europe's have become. cham: 
producers of environmental file! 
The big chemicals complex 
| Schkopau, one of East German 
‘most important, was built under Hit 
ler in 1936. It runs on technology 
based on coal because the Nazis were. 
short of oil and gas. In February on 
E the ancient furnaces blew up, kill- 
ing nine workers. Governments are re 
. luctant to close old plants down, parth 
»ecause this would boost unemploy 
“ment, and partly because they 
know exactly how loss-making th 
: are. There are no reliable signals fr 

| the artificial prices at which the c 

cals are sold and bought. | 
Despite all those subsidies, c 
planning has left the East with its 
mand for chemicals far in excess of 
mestic capacity. According to the S 
ministry responsible for the chemic 
industry, Soviet chemicals. produc 
currently lags behind demand by r 
60%. The central” 
ners would like t 
new industries that 
more chemicals, b 
shortage means th 
unable to. 








and supply are. tol 
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duces about 3/2 m tonnes of ethylene 
a year. America produces nearly 16m 
tonnes. 

Russia and Eastern Europe run a 
trade deficit in chemicals with the 24 
industrial countries of the OECD (see 
chart). Exports to the West are usu- 
ally in basic chemical materials or ge- 
neric pharmaceuticals. The OECD 
countries supply Eastern Europe with 
expensive and value-added products 
like special plastics or patented drugs. 

The East European trading orga- 
nisations often sell their few exports 
to OECD countries at well below mar- 
ket prices. Since their plants are 
much less efficient than western ones, 
this means at even further below their 
own costs. Romania has cut chemi- 
cals prices to the bone. ' 

The bilateral countertrade agreements, 
the hallmark of East European trade, have 
run into a lot of trouble. Russia is cross with 
its trading partners, and they are furious 
with it. Russia says it has found itself 
subsidising the rest of Eastern Europe's 
chemicals industry, because the quality of 


E. goods supplied in return for its raw materi- 


als has been so low. So Russia has decided to 


- sell more of its raw-material supplies in the 


West, to get hard currency. With this, it can 
at least buy imports that work. 


Perestroika's pressures i 

East European countries have strayed from 
the Comecon grand plan, and diversified 
into sectors where they were not supposed 


- to go. They complain that Russia's five-year- 
- rolling average oil prices are now higher 


world prices. Even before revolution 
swept the region, the Comecon arrange- 


-. ments across all industries were breaking 
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down. 

Under perestroika, authority and con- 
trol are shifting from central ministries to in- 
dividual enterprises. Individual enterprises 
are seeking western investment to bail them 
out as well as to help them grow. Trade with 
OECD countries is encouraged. Already in 
the chemicals industry there are signs of sig- 
nificant change. 

In the Soviet Union, several chemicals 
enterprises have become self-financing. In 
May 1989 the Soviet government an- 
nounced that all Soviet chemicals firms 
would be allowed to trade abroad. An inde- 
pendent company, the first in the Soviet 
Union's history, called Naftechimexport is 
to be formed, owned by more than 50 chem- 
icals plants and most of Russia's oil refin- 
eries. 

The chemicals industry has managed to 
attract lots of western investment. In the So- 
viet Union, the chemicals sector accounts 
for its biggest foreign joint ventures. Four 
schemes to develop petrochemicals com- 
plexes have been announced in 18 months: 
@ At Tenghiz, Kazakhstan, worth $5 billion- 
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6 billion, to make polyethylene, polypro- 


pylene, methanol and MTBE, a petrol addi- ` 


tive. Western partners include [taly's 
EniChem and Ferruzzi, America's Occi- 
dental and Japan's Marubeni; | 
@ At Tomsk, five polypropylene plants, 
worth $2.3 billion, with Ferruzzi; 
e At Shevchenko, Kazakhstan, plants worth 
$1 billion are to be built, making styrene 
and ethylene derivatives. The partner is 
America’s Dow Chemical; 
@ Five complexes are planned for western 
Siberia, to make a whole range of ethylene 
derivatives—polystyrene, propylene and 
polypropylene—though only three have so 
far gone to the Politburo for approval. Com- 
bustion Engineering, an American con- 
struction firm, is heading a consortium for 
two complexes in Tobolsk and Surgut, to- 
gether worth around $6 billion. The first 
stage was agreed to at the end of 1989. 
Another innovative joint venture has 
been established by the Anglo Soviet Trad- 
ing Company (ASETCO). This firm was set 
up in May 1989 by merchant bankers at 
Morgan Grenfell, which holds a 40% stake 
in the firm, and is based outside both Russia 
and Britain—on Jersey in the Channel Is- 
lands. Other ASETCO partners include John 
Brown (with a 30% stake) and various So- 
viet interests (including the Moscow 
Narodny bank). AsETCO's first deal raised 
$330m to finance the expansion of a poly- 
ethylene plant in Buyennovsk. Others are 
under negotiation. Foreign partners hope to 
recoup their investments from exports. 
Foreign investors have been drawn to 
chemicals joint ventures because the prod- 
ucts are readily sellable in the West, and in- 
vestments can be more easily realised in 
hard currency than in joint ventures pro- 
ducing cars or electronic goods. It remains 
to be seen if such investments are sensible in 
an industry whose problems are so vast. Like 
all other industries in Eastern Europe, 
chemicals producers suffer from uncertain- 
ties surrounding the role of the state in in- 
dustry, the status of company law, property 
ownership rights and future price reforms. 


West German chemicals compa- 
nies say they hope to get more of their 
revenue from East Germany in the 
next few years, and are brimming 
with goodwill towards it. But they ad- 
mit there are enormous practical ob- 
stacles. Large parts of Eastern Eu- 
ropes and the Soviet Union's 
chemicals industry have to be shut 
down, because the costs of 
revitalising plants are so big and be- 
cause the chemicals industry has be- 
come a prime target for Eastern Eu- 
rope's militant and growing green 
movement. 

The bill to clean up the environ- 
mental mess, created by decades of 
bureaucratic bungling and unre- 
strained pollution, will be very large. 
A West German economic research insti- 
tute, DIW, reckons that the cost of cleaning 
up existing environmental damage in Ea: 
Germany is some DM2 billion; it is not clea. 
who will have to pay for that. If West Ger- 
man safety standards were applied to East 
Germany’s chemicals plants, about half of 
the industry would have to close. 


Future promise 


In February it was revealed that six chemi- 
cals plants south of Leipzig will be shut by 
1992 because of safety considerations. Some 
6,000 workers will lose their jobs. 
Chemicalweek International estimates that 
the Soviet Union has already scrapped 
$460m-a-year-worth of chemicals produc- 
tion, and it will need to scrap a lot more. 
Over 80% of estimated chemicals profits in 
the Soviet Union still go to the central min- 
istry, which shows little inclination to close 
inefficient or dirty plants. 

Because Russia and East Europe now 
feel they should be obsessed with the small, 
rather than the big, chemicals complexes are 
being split up into lots of independent uni 
In doing so, some of these units could lose 
important economies of scale. 

And how will chemicals plants sell their 
goods profitably in the West? Without any 
experience of marketing or international 
trading, many of the plants and refineries 
will probably decide to pool their trading in- 
terests, through organisations such as 
Naftechimexport. Under these fancy new 
names, such organisations could become 
lame substitutes for the old government for- 
eign-trade monopoly. Western companies 
which have developed innovative products, 
such as drugs, are reluctant to sell them to 
the East. They fear they might be copied. 

So even the most hopeful forecasters do 
not expect the Soviet Union and Eastern 
Europe to balance their chemicals trade 
with the OECD, or to compete as equals in 
chemicals, for a long time yet. Those inves- 
tors in joint ventures must be very optimis- 
tic indeed. 
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The added values of British Steel. Number four of a series. 


was galvanized steel from Britain which made the 
prospectors’ gold-washing pans, tent equipment and 
portable buildings. 

It was also a British supplier (one John Thompson) 
who shipped the first four-roll galvanizing machine to 
America in 1892. 

Of course, the process has changed beyond all 
recognition since the days when twelve men dipped 
each steel sheet in a pot of molten zinc. 

But our attitude to customers hasn't. 

You tell us what you want the steel to do. And we'll 
supply the right steel to do it. 

Our galvanized steels, for example, are now pro- 
longing the life of cars and machinery all over the world. 


To keep out the elements, we add one of our own. 


Wind and water are the elements which attack steel 
most. And zinc is the element which helps steel keep 
them out. 

Given Britain's abundance of the former, it's no 
surprise that we've been using the latter for more than a 
hundred and fifty years. 

As early as 1837, Henry Crawford took out the first 
British patent for weather-proofing iron by dipping it 
in molten zinc. 

Just eight years later, the new material had already 
been used in the naval dockyards at Woolwich, Deptford 
and Portsmouth, and for dockside warehouses in 
Liverpool. 

And scientists all over Europe werearguing over who 
had actually invented the process we now call galvanizing 
(after an Italian — Galvani — who had discovered the 
apparent life-giving effect of combining two metals 
during an experiment with dead frogs in 1786). 

While the scientists squabbled, British manufacturers 
quietly beat the world in developing it commercially. 

Creating a flourishing export market in the process. 

When the Californian Gold Rush started in 1849, it 


Photograph courtesy Shell UK Exploration and Production 







— Our pre-painted Colorcoat steels 
l are reducing manufacturing costs in 
white goods, brown goods and the 
construction industry. 

Our lightweight steels are helping to 
improve fuel consumption in cars. 

Our structural steels are taking over as the 
backbone of buildings in Britain and abroad. 
And our stainless steel cladding is increas- 
ingly becoming the most attractive face for them. 

We finish each one of these steels to the precise 
specifications of the customer, and the demands of the 
environment. 

Anoil-rig in the North Sea. Structural support for the 
Channel Tunnel. Or an airport in the Saudi Arabian desert. 

For a dramatic example of the principle in action, take 
a look at the Thames Barrier in London. 

With 18,000 tonnes of British structural steel in the 
foundations and flood-gates, it's keeping out the 
elements in spectacular fashion. 

WE'RE ADDING VALUE 

AT BRITISH STEEL. 
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Managing. 
Decision 


Support 
Systems 


29-3! May 1990 


Forthcoming changes in the business 
environment in Europe and world-wide are 
leading to increasingly complex business 
problems which information technology helps to 
solve. But given the fast growing range of 
systems available, from executive support 
systems through expert systems to decision 
conferencing, managers want to make a strategic 
choice which best suits the need of their own 
organisation. 


This programme, run in conjunction with The 
Softbridge Group, is designed to describe recent 
developments in the field of decision support 
techniques. Specific areas include: 


Organisational Impact of Decision 
Support.Systems 


Decision Support and Information 
Technology 


Executive Information Systems 
Expert Systems 
Decision Conferencing 


Designing Systems Which Executives 
Will Use. 


This programme will be of interest to potential 
executive users of decision support technology 
and specialists from the information systems 
function. 


Price: £1795 + VAT - residential 


For further information, please contact Maureen 
Campbell. 


» lempleton College Ref: M620 
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-g n today's multinational firm, 

| the finance department is the 

- global information center. From 
the rise and fall of the dollar to in- 
(lation trends in Latin America, cor- 
porate tax rates in Italy, currency 
and trading information for Japan, 
how to borrow in Brazil—when in- 
ternational executives have import- 
ant questions, they head for finance. 


Well, answering those questions has 
just gotten easier... 


a Tala a eS 


LATIUIUOU! 
A reference manual, a calendar, a — 
planning and travel guide, this — — 
handsome leather handbook puts * 
hard-to-find economic, regulatory, 
financial and trade information for 
20 key countries at your fingertips. 
From rules on remitting dividends 
and profits to trade financing, bor- 
rowing instruments, tax rates, trade 
controls and more. 

Sponsored by KPMG Peat 
Marwick, the handbook also gives 
you the practical information 






































executives need—such as world holidays, major f a d 3 
airlines, visa and entry requirements, and addresses | - 
and phone numbers for important business contacts į p : 
1 off - Please send me copy(ies) of The Business International , 

and offices. ; 
T E me i Financial Executive's Handbook. I 
Comprehensive and elegantly produced, The | - 
Business International Financial Executive's | uisntity Price Quantity Price 

F s a PENA E EL 
Handbook makes a beautiful and functional desk  ! : die we M y^ $I * cath - 
| | "P 2-5 $130 eac 16-5C $100 each 
accessory. It is also a distinctive gift for colleagues, ! — 
clients and staff. It is ideal for CFOs, treasurers, ! To order quantities of more than 50, please call F. Marion Thomson, 
3 li rvice Officer, at 2 60—0600. 
controllers or other financial executives, and will be ie ient Service Office T 12-4 
appreciated by any executive who depends on accu- O Please bill me. C Check enclosed. - 
rate economic and financial information and easy- | — — — 
= . Name itie 

to-find practical data—CEOs, planners, operating ! 
managers, heads of international divisions, market- | Company ij ! 
ing directors, accountants and bankers. 
si i 
To order your copy, simply complete the coupon ı Adare i 
| ' i 
and send it to us to lay... " p” " r C I 
C aay : (Laity State/Á ountry Zip/P. tal Code " 
= ! i 
- Telephone Facsimile - 
A The E G Send to: Order Fulfillment Department, Business International Corp, 
©. OUR BUSINESS INFORMATION ANO ADVICE EX memoero IC ona ES [| 2 15 Park Ay enue South, New York, NY 10003, Fac simile 2 12 995 A817 [| 





When you fly Korean Air Prestige Class, you're flying the most generous business class in the air. Our 
large comfortable seats are fewer and farther between, so you have room to stretch and move about. A 
wide selection of international cuisine is complemented by an abundance of fine wines and spirits. And 
it all arrives with the traditional charm and dedication to service excellence that could only be Korean. 


PRESTIGE CLASS : KOREAN GENEROSITY. 





[HE SPIRIT OF KOREA IS IN THE AIR 













ss enly becomes cheaper. to join 
~ club. Caught. short of cash, the first t 


. that margin traders rush to ‘sell is their p pri- 
restigious. fairway. Last. 







vate access tc p 
| just be efor Acids out fe their 







& lifetime — of japan! $ toph a 
dozen golf clubs could be had for a song. i 
No matter that the finance minister, M 





Ryutaro Hashimoto, poured scorn on. the © 
story, the talk on the streets the following - 


Monday was "down with stocks". With 
- vestors still groggy after the previous wee 


- double-whammy that’ pushed the Nikkei .- 
225-share index down by 4.696, the market _ 

: promptly fell a further 4.596—its second- 
_ biggest one-day fall ever. From a high of -t 
38,915 on December 29th, the Nikkei index» 
of 225 selected issues on the first section of ` 
the Tokyo Stock Exchange had crashed to 





33,321—roughly where it was in April 1989. 
The authorities moved quickly to ease 
the: margin requirements (from. 6096. to 











P 50%), so former golfclub members pressed E 




























Te b margin’ ‘calls would not 

have to sell their homes as- 

— well Just as unnerving were - 

ig the Nikkei’s violent up-down | 

"swings through 1,200 or more 

~ points that followed. as the 
stock index then clawed its 

E. . way up only to slip again as the 
"week wore on. "The crash of 

. 1990", pronounced. market 

_ seers: at Crédit Lyonnais Se- 

curities in Tokyo, "is still i in its 

n preliminary phase." . 


"s E A - SURE sign that —— in Jan < 
kare heading for a nasty fall is when E 


5 iie die rage to — — Ro gov- E 
i: ;émment was about to introduce ai an asse — 









‘Those rushing for the 


“door over the past week have mainly been | 
Japanese manufacturers who had been earn- 
' ing more from playing the stockmarket (ie, _ 
"engaging in: zaiteku) than from making 
things. Behind them are a host of invest- 
ment managers pretending not to panic. — 
-Most of the big institutions are unable to do 
much active trading until they have settled 
eir. year-end “accounts on- March ist, 
which is why trading has been thinner than. 
usual. WE o knows what will. happen i in 
“April | 

~The} — villains of the moment, 7 
though, are the big American brokerages. . 
Salomon Brothers and Morgan Stanley, in 
particular, have been using their computer- — the 
















. — call a — ing vi 
the limit to the price-change : 


change of 396 (measured on the more com 
_ minded Mini 
that the securities houses now start report 
tions every couple of days. 


firms are under orders from the finance 
istry to get rid of the " rey — account 


































allowed from 
the previous day's close. At present a price 





prehensive Tokyo Stock Price Index, TOPIX 
is allowed. ‘True to form, the regulation: 
e istry of Finance is also insisting 





ing their outstanding cash and futures posi 





aking: matters worse, the securi ies 


trading programs to arbitrage ^ 


intelligently between the in- nor 
tures market and the 








. dex-fu 
underlying cash stocks. / 
. handful of foreign securitie 

firms are currently thought t 


= -volving some X500 billion 


7 further. 












have. arbitrage positions in- 
($3.3 billion) of stocks that < funds: into above-board- tokkin 
will have to be sold by March 
8th, the final trading day for - 
the March index-futures con- 
tract. Unwinding those posi- - 
tions, no matter how carefully, - 
could drag the market down: 


“thought of having such a huge 


its descent could be enough to send 
_ tailspin. Everyone is hoping that the f 
| mU will be sympathetic. 
lie — Having - heir: heads. worrying times, the Tokyo market h 
S2 EL banged by the authorities, the 
"© brokerage houses were told ory 

- earlier this week to execute the. 
= arbitrage transactions. only - 
2p during the opening of the 

— "TSE's morning and afternoon: 
3 ‘sessions—to give the market a 













convert peine gains into, in effect, ti 
d ids. Some experts believe th 
9e as much as Y15 trillion lying aroun 
these murky accounts. : 
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ted from a strong yen, record-low interest 
rates and cheap oil. Now, the yen has weak- 
ened to almost ¥150 to the dollar, the Bank 
of Japan’s official discount rate has been 
jacked up three times recently in quick suc- 
cession to 4.25%, with another (0.5-0.75%) 
rise threatened, and oil prices have in- 
creased almost 40% over the past 15 months 
to more than $19 a barrel. So the same pun- 
dits are now saying that the Tokyo stock- 
E is in the grip of a "triple demerit" 
chill. 

Most of which is true. Put more simply, 
though, what provided the TsE with its big 
bull run—which took the Nikkei index 
from around 12,000 points to almost 39,000 
in four years—was the sheer weight of 
money moving into the market from per- 
sonal savings and the spectacular growth in 
company profits. What is taking it down is 
the increasing weight moving out of the 
market as companies make smaller profits 
and anyway find better things to do with 
them. 

Where is the money going? A lot is sim- 
ply leaving the country. For several months 
the hot money has been fleeing Japan to buy 








KF. 

i LA rs 
West German securities. The smart money 
has gone to America, to buy real assets. Last 
year Japan’s capital markets raised some ¥25 
trillion of equity-like instruments. Much of 
the money raised is leaving the market. Sony 
is a typical case. In February it raised ¥400 
billion by issuing convertible bonds and 
warrants in Japan, shipping the money to 


New York to pay for its recent acquisition of 
Columbia Pictures. Meanwhile, the dull 
money is staying at home, but moving out of 
equities and into sensible fixed-income in- 
struments such as, large-denomination 
money-market certificates that earn around 


As ever, the problem for the stockbro- 
kers is rising interest rates. The real yield on 
the “benchmark” Japanese government 
bond is now 4.3% while the real yield on 
Japanese equities is around -0.7%, giving a 
yield gap of 5%. For more than a decade the 
folklore on the TSE has had it that whenever 
the yield gap exceeds 3.5%, investors pile 
out of equities and into the bond market. 

The question is: what happens if the 
Bank of Japan’s governor, Mr Yasushi 
Mieno, defies the finance ministry and raises 
the official discount rate by another 0.5- 
0.75% in a bid to halt the worrying slide in 
the yen? Computers are whirring throug 
the night in Tokyo to find out just ho.. 
much further it would make the stockmark- 
et fall. The best guess seems to be about as 
much again as it has tumbled in these past 
two turbulent weeks. 





Profiting from Tokyo's fall 


A hedgerow of roses 


NEW YORK 


HE is an example of nifty opportun- 
ism. On January 1 1th Mr Christopher 
Mitchinson, Salomon Brothers' top Japa- 
nese stock expert, warned investors that fair 
value for Japan's Nikkei 225-share index was 
35,000 and not the 39,000 at which it then 
stood. Five days later Salomon Brothers and 
Bear Stearns, another Wall Street invest- 


Fancy some arresting warrants, Toshio? 
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ment bank, sold 12m Nikkei put warrants 
expiring in January 1993, each for $3.54. 
These warrants (another name for options) 
rise in value when the Nikkei index drops. 
They currently trade at just under $5, which 
has given their buyers a a handsome 30% 
gain in six weeks. 

In quick order Goldman Sachs, Bankers 





Trust and Morgan Stanley have sold some 
$200m-worth of such puts, all listed on the 
American Stock Exchange (AsE) in New 
York. American investors keen to hedge the 
capital gains from their holdings in Japanese 
equities, as well as speculators hungry to sell 
the Tokyo stockmarket short, have snapped 
them up. 

Therein lie the profits of Salomon and 
the other banks. Many American trustees al- 
low their funds to buy such tailor-made de- 
rivatives only if they trade on a recognised 
exchange—hence the ASE listing. It means 
many American funds are precluded from 
going to London’s bigger over-the-counter 
market in index warrants. With a dearth 
supply, most of these American warrants 
sold for much higher prices than equivalents 
in London's anyway-expensive market; 
American warrants also need a bigger mar- 
ket fall for them first to show a profit. 

Salomon and the other investment 
banks still have to insure themselves against 
the potential exposure of the kind of sell-off 
that Tokyo has seen in the past week. A per- 
fect hedge is far from possible, but Salomon 
bought a load of one-year put warrants sold 
to them by Japanese insurance companies in 
Europe. These warrants should rise faster in 
value as the Nikkei falls than three-year war- 
rants. Other American banks in the past 
week have scrambled to cover their posi- 
tions. Some of the insurance companies, by 
contrast, will be sitting on hefty losses. The 
delicious truth is that Westerners, who have 
long been so nervous of Japan's stockmarket 
that they missed some of the Nikkei's finest 
hours, have come up smelling of roses. 
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Shaken, not stirr 


The world's bond markets have 


Some now offer investors rare 


HE fanfare for the triumph of capital- 

ism has caused discord in the world's 
financial markets. Since the beginning of 
the year, the prices of government bonds 
across the world have tumbled, taking 
stockmarkets with them. The bond mar- 
kets have been scared by several different 
spectres: by inflation in Japan, by the 
monetary consequences of German reuni- 
fication and, in America, by a fear that 
foreigners might stop financing the 
country. 

Japanese government bonds have 
done worst. Since the. beginning of the 
year Japanese bond yields have risen by 
2696, pushing the yields on government 
bonds above 796. The bond market 
fears that the Bank of Japan will 
soon have to raise the official dis- 
count rate from its present 4.25%. 
Higher interest rates are needed to 
bolster the yen, which has fallen by 
1596 against the dollar in the past 
year. The higher import prices that 
Japan has had to pay have puffed 
up inflation and squeezed manufac- 
turing companies profit margins. 
Throw in a domestic, credit-in- 
spired boom—Japan's money sup- 
ply increased by 11.596 over the 
past 12 months—and Japan's prob- 
lems have a familiar ring to western 
ears. 

Japan's trade surplus in January, 
traditionally a weak month for ex- 
ports, was almost 9096 down on 
1989's, at a mere $340m. The coun- 
try may have actually run its first monthly 
current-account deficit since November 
1982. But a month's figures do not make a 
trend. Japan's current-account surplus fell 
by 3096 during 1989: yet it was still $56 
billion at the end of last year. And the 
slide in the currency should help to make 
Japanese exports more competitive. The 
Japanese authorities’ priority must be to 
stop the currency sliding any further 
against the dollar, for two reasons. The 
first is to stop inflation speeding up in Ja- 
pan, and the second is to ward off the pro- 
tectionist threats from America. 

The shell-shocked advocates of Japa- 
nese bonds are relying on the argument 
that the weakness of the stockmarket— 
apparently, there are only two chartists'. 
support levels left for it to break through 
before the Nikkei 225-share index would 
have to plummet to 22,000—will force 
Japanese institutional investors to change 
their behaviour. Instead of investing in- 
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years the level of Japanese buying has 





spent 1990 scuttling downwards. 
ains 





ternationally, they will repatriate their for- 
eign investments to pull up the value of 
their much bigger Japanese holdings. This 
movement of capital out of the dollar and 
back into yen will do some of the Bank of 
Japan’s work for it on the foreign ex- 
changes, while some arm-twisting by the 
Ministry of Finance will stop the banks in- 
creasing their domestic loans. And now 
that bonds yield so much more than equi- 
ties in real terms (the difference between 
the two is now five percentage points 


















rather than the traditional three), a flight 
to bonds looks inevitable. 
The Japanese are sitting on good prof- 


its from their investment in American 
Treasury bonds. In 1989 the total return 
from Treasury bonds was 20%; for Japa- 
nese investors, the yen’s decline against 
the dollar meant that the figure was in- 
creased by another 15%. This year’s weak- 
ness in the Treasury-bond market and the 
narrowing gap between the yields on 
American bonds and Japanese ones might 
well encourage Japanese investors to cash 
in their profits. After all, Japanese inves- 
tors started buying Treasury bonds in 
bulk only when they yielded five percent- 
age points more than comparable Japa- 
nese bonds. 

Japanese intentions towards American 
Treasury bonds will probably not become 
clear until the next auction of Treasury 
bonds in early May. Over the past five 
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FINANCE 


largely determined the price at which the 
Treasury managed to sell bonds. 
Worryingly, the Japanese were not as ac- 
tive as usual at the last Treasury auction in 
January. 

This highlights the bind financial mar- 
kets are in. The slowdown in the world’s 
economy—West Germany and Japan 
might grow by 4-5% this year, but Amer- 
ica will probably manage only 1-2%—is 
exacerbating the global shortage of sav- 
ings. Despite Japan, the growth in the 
world’s money supply is slowing sharply. 
Though the yield curve is practically flat 
in America and West Germany and nega- 
tive in Britain, Canada and Japan, yield 
curves were more inverted before the last 
two months’ rise in long-term yields. 
Lenders once again are setting the price 
for credit. They are able to do this because 
the supply of credit is diminishing. The 
Montreal-based [International Bank . 
Credit Analyst, which tracks world li- 
quidity, reckons that real monetary 
growth (in America, Britain, Can- 
ada, West Germany and Japan) has 






ras running at around 10%. 

Such sluggish growth in credit is 
slowing down some already slug- 
gish economies. In ica com- 
mercial-loan demand is weak, yet 
Mr Alan Greenspan, the chairman 
of the Federal Reserve Board, is still 
not convinced that recession is a 
greater danger than renewed infla- 
tion. His policy of keeping short- 
term interest rates high in order to 
appease the bond market is likely to 
| slow the economy down even more. 
| This should be good news, eventu- 
ally, for government bonds. 

Even so, American bonds do 
not look nearly as attractive as European 
bonds. The real yield on American bonds | 
is now 3.496. West German bonds already 
have real yields of 6.396, while French 
government bonds yield 796 and Belgian 
bonds 7.496. The most tempting bonds 
are probably Dutch: consumer prices in 
Holland are rising at less than 296 a year, 
vet the bonds are yielding over 8.896. 
Some smart money has already piled in a 
nv the bonds were yielding over 

Beside their yields, Dutch bonds have 
the added attraction of being almost, but 
not quite, West German bonds. The guil- 
der is closely tied to the D-mark, so the 
Dutch currrency should rise if the 
Bundesbank raises interest rates in order 
to damp down the inflation that might be 
sparked by uniting the two Germanies. 
Yet Holland is not part of West Germany 
and so will not suffer from all the direct 
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Wall Street after Drexel 


Creditors’ concern 





NEW YORK 





The shirt goes next 


INCE Drexel Burnham Lambert's. de- 

mise, some Wall Streeters have been 
comforting themselves that the firm’s fate 
was a one-off, that it was a result of its over- 
dependence on junk bonds, and that all’s 
well elsewhere. Wishful thinking? Almost 
certainly. Wall Street is feeling fragile. The 
nastiest of rumours are spreading, and the 
steeliest of nerves are stretched. 

Drexel may have been tipped over the 
brink by junk-bond woes and legal prob- 
lems, but the speed of its descent into insol- 
vency has reminded Wall Street's credi- 
tors—be they bank lenders or commercial- 
paper investors—just how highly-geared 
securities firms are. Remove their credit and 
death can be sudden. Unlike commercial 
banks, investment banks do not have the 
Federal Reserve to bail them out as lender of 
last resort. 

Just how nervous creditors to Wall 
Street are is clear from actions forced on big 
investors in two prominent investment 
banks, Cs First Boston and Shearson Leh- 
man Hutton. Both defensive moves were 
triggered by intensifying rumours of liquid- 
ity difficulties at these firms. These were 
taken seriously enough to prompt some for- 
eign banks to pull credit lines. The rumours 
also caused problems in the commercial-pa- 
per market, where investment banks borrow 
short-term to finance their securities posi- 
tions. 

On February 23rd First Boston leaked 
to the press an internal memorandum con- 
firming it has junk-bond-related loans of 
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$1.2 billion ($935m in bridging loans and 
the rest in junk bonds), and that at the end 
of 1989 it had over $1.1 billion in equity and 
enough reserves to cover any further expo- 
sure from this merchant-banking portfolio. 
The memo also says that First Boston has 
sufficient “back-up credit resources” (pre- 
sumably bank credit lines) to weather any 
short-term disruption caused by the fall-out 
from the Drexel bankruptcy. 

However, the most telling point of the 
memo lay not in the numbers but in the fact 
that it was signed by First Boston’s chair- 
man, Mr Rainer Gut, as well as by the firm's 
president, Mr John Hennessy. For Mr Gut is 
also chairman of Crédit Suisse, the Swiss 
universal bank that owns 44.5% of First 
Boston. The intended message is that Crédit 
Suisse will stand behind its subsidiary, even 
if it means having to buy back the dodgy 
bridging loans made by First Boston during 
the heyday of Wall Street’s lending to and 
investing in takeovers. First Boston is now 
trying to sell its loans, including $450m lent 


to Ohio Mattress, which cannot be ref- 


nanced in the moribund junk-bond market. 

The fact that First Boston, a private firm 
with an AAA-rated Swiss bank standing be- 
hind it, was forced to take such a public 
stance demonstrates the concerns now sur- 
rounding anything to do with Wall Street. 
The same is true of the about-turn an- 
nounced by American Express a few days 
later over to its sickly charge, Shearson Leh- 
man Hutton. 


On February 27th Amex said that it 


plans to inject an extra $750m of equity into 
Shearson (at a price of $11 per share). This 
tops up $250m of Shearson preferred shares 
that Amex bought in December. It also sig- 
nals the dashing of the hopes of Amex's 
chairman, Mr James Robinson, to reduce 
Amex's ownership in the highly-leveraged 
Shearson to under 50%—and so get rid of it 
from Amex's otherwise clean balance sheet. 
Amex's involvement in Shearson will now 
be greater, not less. As a result of the $750m 
investment, analysts calculate that Amex's 
stake in Shearson will rise from 6196 to 
1396. 

Mr Robinson had no choice. Shearson 
was losing financial credibility fast. Earlier 
efforts to get others to put badly needed eq- 
uity into Shearson, and so fend off a pend- 
ing downgrading of its credit standing, had 
failed and were contributing to a crisis of 
confidence. The most recent attempt was a 
$250m rights issue—abandoned possil 
because it would have required a prospect. 
registered with the Securities and Exchange 
Commission. That might have revealed the 
mess inside Shearson. Now the $250m 
rights offer has been replaced by the pro- 
posed $750m equity investment. 

The difference of $500m raises two pos- 
sible interpretations. The generous one is 
that Amex wants to capitalise Shearson 
properly, once and for all. (It has been talk- 
ing to Primerica about selling a stake in 
Shearson.) The mean interpretation is that 
Amex has discovered more problems in 
Shearson since Amex’s treasurer, Mr How- 
ard Clark, took over from the sacked Mr Pe- 
ter Cohen as Shearson's chief executive. Mr 
Clark is a bean-counter in the conservative 
Amex mould. 

Shearson's problems go back to its pur- 
chase of the near-bankrupt E.F. Hutton in 
late 1987, which wiped out virtually all its 
equity. Ít may still have other headaches to 
cope with. They range from possible oper 
ing losses to rising bad-loan provisicus 
(Shearson's Balcor property subsidiary has a 
$1.1 billion commercial-loan portfolio, 
$114m of non-performing assets and only 
$10m of reserves); and from bad bridging 
loans, such as $500m lent to struggling 
Prime Computer, to problems at First Capi- 
tal Holding. This is an insurance company 
in which Shearson has a 2896 stake. The 
snag is that First Capital has a $1.5 billion 
junk-bond portfolio, and it has been selling 
annuities through Shearson's sales force. 

Amex is now stuck with Shearson for 
the long haul. It must either get Shearson 
into shape in the hope of selling it when 
business improves on Wall Street, or absorb 
it as a wholly-owned subsidiary. On Febru- 
ary 28th Mr Clark made his first move: 
Shearson said it would sack 2,000 people as 
part of a plan to save $400m annually and 
undertake yet another strategic review. 

Another struggling Wall Street firm 
with a rich parent is Prudential-Bache Se- 
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cur Prudentia 
in Newark, New 


Jers 


, want 


me $2.4 billion since it bought it in 1982. 
return Pru-Bache has earned just $3m in 
t profit during seven years which coin- 


ided with a bull market on Wall Street. 


much smaller force in investment banking, 
which is where Prudential's drive into the 


America’s credit-card business - 


Ne friends 








D d weakened by sickly property 
rtfolios, some of America’s top banks are 
elying more and more on a single product 

future growth—credit-card loans, a busi- 
ess they shunned as unprofitable less than 
decade ago. 






































of over $150 billion on their general-use 
redit cards. The business is dominated by 
bank-issued Mastercards and Visa cards, 
which account for 90% of a market 
worth $2.5 billion-3 billion in prof- 
its annually. E 
^. his is in stark contrast to 
the position in the early 1980s, 
when soaring interest rates 


to a peak close to what they were 
charging on their credit cards— 
normally around 18-19%. Also, 
many states’ usury laws prevent 
credit-card rates being racked up ex- 
rbitantly. The result was that 
anks credit-card ^ operations, 


rofits in the late 1970s, were quickly 
rippled. — | 

> The easing of interest rates over the sec- 
d half of the 1980s transformed the 
edit-card business. It has made it vastly 
ore profitable and also, significantly, more 
ncentrated. A smaller band of banks now 


koned to be about 296. For the biggest 
iks, with portfolios of $5 billion-10 bil- 
, it can be as high as 3%. This compares 
with the average return on banks' other 
p-ranking assets such as loans to medium- 
zed companies, which earn them around 


oneycentre and. 
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barely profitable Pru-Bache? Prudential has 
ready invested in or lent to Pru-Bache 


Although Pru-Bache is America's third- 
anking retail stockbroking firm, it is a - 





hich had been churning out respectable — 


. The average return on assets for a - 
edit-card portfolio of over $2 billion is 








tide may be running against Pru-Bache and 
its professionally optimistic chief executive, 


Mr George Ball, although Prudential denies 


that it is contemplating selling. A Prudential 


spokesman says to "call Pru-Bache" and a 


Pru-Bache spokesman says to “call the Pru- 


dential" As with the costly dalliance of 


American Express with Shearson, the 


_ Prudential's investment in Pru-Bache is an- 
: other example of the failure of the much- 


touted financial supermarket. 
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Americans have outstanding balances - 
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pushed up the banks’ costs of funds - y ^ —— 


three years. 

The top five bank issuers of credit cards, 
which include Citicorp, the market leader, 
Chase Manhattan and First Chicago, have a 
market share of close to 40%. Two years ago 
the top five had about 34% of the market. 
Earnings from the credit-card business make 
up on average around 20% of the net in- 
come of the top ten bank issuers. Last year 


-that was worth over $1 billion. 


securities business has gone furthest. The 
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card loans. Analysts reckon Chase Manhat- 
tan and First Chicago made up to 30% of 
their net profits from credit cards. 

In 1989 Chase Manhattan acquired the 
$1.1 billion credit-card business of Michigan 
National, an American regional bank. Last 
year about $8 billion of credit-card portfo- 
lios were sold by regional banks and thrifts 
to commercial banks, such as Wells Fargo, 
and regional banks, such as CoreStates. 

Portfolios have been sold at hefty premi- 
ums. Chase Manhattan paid $1.3 billion, a 
near-20% premium, for Michigan Nation- 
al’s credit-card business. And in January 
Citicorp paid a premium of 27%, one of the 
highest ever, when it announced it was fork- 
ing out $830m to buy the credit-card opera- 
tions of the Bank of New England, a bek 
guered American regional bank. 

Citicorp and Chase are prepared to pay 
high premiums because of the economies of 
scale of the credit-card business. While small 
banks with portfolios under $500m are 

lucky to get a return on assets of 196, 
the big banks with top-notch com- 
puter systems can more than double 

that. 
It is not only from each other 
Zh. that the big banks will have to de- 





“m . fend their burgeoning credit- 


card businesses. Among non- 

banks, the big five issuers of 
credit cards are creeping up fast. 
The top non-bank issuer, Green- 
wood Trust, owned by Sears, Roe- 
buck, a big American retailing com- 

pany, issues the Discover card. Last year 
it had outstanding balances of $8.5 bil- 
lion, compared with only $3.1 billion in 
1987. This makes Greenwood Trust t- 
fifth-biggest issuer of credit cards in Am 
ica. Together, non-bank credit cards ac- 
count for roughly 1096 of the market. 

One worry for credit-card issuers is the 
level of American consumer indebtedness. 
The latest Federal Reserve figures show it 
was a record $700 billion at the end of July 
1989. With several American economists 
predicting a one-in-four chance of a reces- 
sion this year, the credit-card business could 
still end in tears. 





-Italian banking reform p NE 
Small change, no change 


6. Attracted by these returns, the big 7*3 


FIRST Italy's almost-totally ‘nationalised 
banks were to be privatised; now they 





are not. That decision by the government of 
. Mr Giulio Andreotti, who became prime 


minister in August 1989, has put in jeopardy 


le a three-way merger that could-have jerked 





Italy’s banks into the late-twentieth century. 
The plan was a share swap between Banco di 
Roma, the weakest of Italy’s big state-con- 
trolled banks, Commerzbank, West Germa- 
ny's third-largest bank and Banco Hispano 
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The above are abridged results which have been extracted from the latest 
financial statements. These financial statements have not yet been 
delivered to the Registrar of Companies, nor have the auditors yet 
reported on them. 


STC PLC, 1B PORTLAND PLACE. LONDO 






































Tp ^ F ~ 4 r Ta "I RA "s P 
"INAN ÀE — Se) ae p 


— . For almost a v 


nw these three banks, 
M are all members of the Europartners 
. consortium, a loose confederation of banks 
that was supposed to refer business to each 
. Other, have had discreet discussions about 
swapping stakes. However, both Banco 
Hispano Americano and Commerzbank 
. have made it clear that they will take shares 
only in a privatised Banco di Roma. 
i ere are sound arguments for 
privatising Italy's big banks. Most are 
. weakly capitalised, lack a healthy interna- 
tional business, and have painfully high 
. costs—hardly the qualifications for success 
. in a single European market. Full privatisa- 
- tion would force a cure to those problems, 
thought the former government of Mr 
. Ciriaco De Mita. 
= Mr Andreotti has other ideas. Although 
Mr Franco Nobili, the new head of the Ital- 
ian Institute for Industrial Reconstruction 
(IRI), a state-owned conglomerate that holds 
majority stakes in Italy's three biggest na- 
tional banks, comes from the right wing of 
the Christian Democratic party, those bet- 
ting that he would continue the privatisa- 
tion drive of his predecessor, Mr Romano 
Prodi, have been disappointed. Last month 
Mr Nobili said he wanted to keep at least 
51% of all IRI companies in state hands. This 


"America’s thrift-crisis crisis 


. NEW YORK 


. FI HE federal government's bailout. of 
` A America's savings and loan (thrift) in- 
dustry risks being a total failure—just six 
. months after legislation was passed by Con- 
gress: That means lawmakers and the Bush 
administration will have to start thinking 
about a second version. 
— Increasingly, this is the view in both 
Washington and on Wall Street as evidence 
of disarray mounts. American Banker re- 
EM on February 26th that Mr Frederick 
Wolf, a former General Accounting Office 
- official, has told the Treasury that he no 
- longer wants to replace Mr Danny Wall as 
director of the Office of Thrift Supervision 
(ors), the successor to the late but unla- 
mented Federal Home Loan Bank Board. 
-Mr Wolf, who was the leading candidate for 
the job, says he got fed up waiting for a deci- 
-sion on the appointment. He also worried 
that whoever got the job would not be given 
sufficient independence by the Treasury. 
= This was also the reason behind the 
abrupt resignation on February 9th of Mr 
Daniel Kearney, then president of the Over- 
sight Board of the Resolution Trust Cor- 
oration (RTC). Formerly an investment 
.. banker at Salomon Brothers, Mr Kearney 
.. thought he had the job of setting policy for 
- the RTC, the government agency with the 
i"... 86 J 
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Time to think again 
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did not please Mr Guido Carli, pmm 
the new treasury minister, who |^ 5 
wants to sell the banks to help ke 
cut the country's budget defi- IP 
cit—which could reach 123 
trillion lire ($100 billion) by 


the end of this year. 
Unfortunately for the 
banks, Mr Carli's views are un- 


likely to prevail. This leaves 
uncertain the future of the 
three iRI-owned "banks of na- 
tional interest" —Banca 
Commerciale Italiana, Credito 
Italiano and Banco di Roma. 
These banks are the only ones 
allowed to have national net- 
works; they account for about 
5196 of the Italian banks' total 
assets. The biggest and strongest of these 
banks, Banca Commerciale, has already ex- 
changed 296 of its shares with Banque 
drip: a top-notch French investment 


The most likely way out of the impasse is 
for Banco di Roma to be subsumed into a 
more profitable, state-owned bank. Al- 
though Banco di Roma now meets the Bank 
for International Settlements' capital-ade- 
quacy targets, there is not much headway 


task of disposing of some $400 billion of in- 
solvent thrifts' assets. He thought wrong. 

Mr Kearney found himself being told 
what to do by the Treasury, and in particu- 
lar by its deputy secretary, Mr John Robson, 
a hard-headed former industrialist. Mr Rob- 
son is said to have sided against Mr Kearney 
and with Mr William Seidman, chairman of 
both the RTC and the Federal Deposit Insur- 
ance Corporation (FDIC), who wants not to 
liquidate weak thrifts but to keep them in 
business in the hope that they can either be 
saved or be sold on better terms. Mr 
Seidman has been trying to convince Con- 
gress (with some success) that the RTC needs 
about $80 billion extra in "working capital" 
over and above the $50 billion authorised in 
last year's bail-out legislation. The Treasury 
has now agreed reluctantly to $11 billion; 
and more is presumed to follow. 

The Treasury's caution makes sense. Mr 
Seidman says he needs more money to nego- 
tiate the sort of deals he perfected in Texas, 
such as when the FDIC sold the bust First Re- 
public Bank (Texas's biggest). The buyer, 
NCNB Corporation of North Carolina, was 
offered a guaranteed yield on non-perform- 
ing assets higher than its own cost of funds, 
plus $2.8 billion-worth of tax breaks. 

Such an approach is the last thing that 





Commerciale logic? 
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left for the bank either to grow 
or to cope with a spate of bad 
debts. 

One possible solution uh- 
der consideration is the full or 
partial sale of Banco di Roma 
to Istituto Mobiliare Italiano 
(mı), a highly profitable state- 
owned credit institution, 
which has some $26 billion of 
assets and could pump capital 
into the Banco di Roma. Such 
a deal would also help patch up 
Italy's fragmented banking sys- 

` tem. It would group together a 
big, medium-term credit insti- 
tution with a commercial bank 
which, in theory, is not allowed 
to lend on terms longer than 

18 months. 

However, the plan may fail because ^f 
opposition from the Socialists, the secor 5 
biggest party in the coalition government. 
They want the three banks of national inter- 
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‘est to merge, forming an institution that 


would be big enough to compete in Europe's 
single market. But without fresh injections 
of capital from somewhere, lumping to- 
gether three weak banks will simply create a 
puny giant. 





the troubled thrift industry needs. Under- 
capitalised thrifts should be shrunk and 
their assets sold off. Partly because it is try- 
ing to get more cash out of the Treasury to 
offer incentives to would-be buyers of 
thrifts, and partly because it is trying to get 
its act together, the RTC is moving at a snail's . 
pace. So far it has disposed of only $4 bil- 
lion-worth of the $150 billion of thrift assets 
in its charge on February 5th. 

There is another way. The RTC could 


move faster by lumping all assets together ~ 


one portfolio and not as a collection of in 
vidual thrifts. The RTC could start by 
securitising, via the federal mortgage agen- 
cies, all the mortgages held by these thrifts. 
The riskier assets, such as properties, could 
also be sold off at a price. Instead, nobody is 
bidding, because potential buyers know that 
the RTC is not serious about selling and that 
better deals may soon be offered. 

The Treasury should stick to its guns 
and make the RTC start liquidating. But this 
also means that it must accept reality and 
put the RTC under its direct charge. The 
Treasury has been reluctant to do this be- 
cause it wants to keep the RTC and the whole 
thrift mess at arm’s length and off-budget, 
financing it by selling bonds issued by yet 
another government agency, Refcorp. This 
deviousness fools nobody. The thrifts are a 
problem for the taxpayer, and everyone — 
knows it. The Treasury should therefore 
make it clear that it has the final say over the 
RTC—as Mr Kearney's resignation showed. 
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An Encounter with Tenderness. 
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You'll hear it said in Japanese. 
You'll hear it said in French. And 


Arabic. Chinese. Hindi. Portuguese. 


In fact, you'll hear it in almost 
any language almost anywhere. 
The word? “Boeing.” 
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“Boeing” is understood 
around the world because, more 
than any other make of airplane, 
Boeing jetliners fly the world. 

We've built nearly 6,000 com- 
mercial jets, twice as many as any 


other airplane manufacturer. 
This year alone, Boeing planes 
will take off on seven million trips. 
They'll carry over 700 million 
passengers. 
And they'll be flown by over 





You know at least one word that's 
spoken in 120 nations around the world. 


400 airlines, governments, and 
other operators in 120 nations 
throughout the globe. 

Boeing. We don't just deliver 
a lot of airplanes. We deliver a lot 
of people. 
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$ No other hotel can offer you 
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a more exciting way to the top. 


A top-of-the-world feeling 


that doesn't end when you do 
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finally get there. 
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In your suite, space, luxury, 
comfort and grandeur paint 
another picturesque forecast of 
an extraordinary stay. 

After all, one should expect 


certain privileges when he has 


ON YOUR WAY UP TO YOUR SUITE, ENJOY A BREATHTAKING EXPERIENCE NO OTHER HOTEL CAN OFFER. 
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FOR RESERVATIONS AND INFORMATION, PLEASE CALL: TOKYO (03) 214-3001 è OSAKA (06) 227-1347 € HONG KONG (5) 891-5720 e SINGAPORE (65) 336-8111 e LOS ANGELES 


(213) 624-1450 € LONDON (UK AND EUROPE) (01) 491-3812 e SYDNEY (02) 264-1122 € USA (NATION-WIDE) (800) 663-1515 € JAKARTA (21) 323-707 € VANCOUVER (004) 662-8111 
RR ATAT A E TIMDITD i£ 441 $2757 CD CONTACT ITTETL INTERNA TIANA? 


re eh Fi 






2 LI “ie T domo * 
ATQ. = err rz 
s 


— A 
at a 
^d E | 








«= l f. d 


CHNOLOG 


Antibodies of mice and men 


The mass production of human antibodies may be on the way 


66 T7 NOW your enemy” is good advice in 

any war. To prosecute its continu- 
ous struggle against foreign invaders, the im- 
mune system has developed exquisite molec- 
ular techniques for telling friend from foe, 


and one foe from the next. Antibodies are 


part of this weapons-system—Y-shaped pro- 
teins that can recognise and stick to particu- 
lar molecules. The body can make millions 
of different antibodies, each designed to 
home in on a different target. 

Scientists are keen to harness the anti- 


ies’ skills, mainly for medicine. Antibod- - 


tes might be designed to home in on dis- 
eased tissues, recognising disease-specific 
molecules and smothering them. They could 
be employed as postmen, delivering drugs to 
cancer cells while leaving healthy cells un- 
touched. However, getting cells to produce a 
specific human antibody has proved hard. 
Individual antibodies cannot readily be 
made in the test-tube because nobody fully 


understands. how they are created in the 


body. | 

In 1975 Dr Cesar Milstein and Dr 
Georges Kóhler at the British Medical Re- 
search Council's laboratory of molecular bi- 
ology in Cambridge worked out a way to 
produce specialised antibodies using mice. 
The thing to be recognised—called the 
antigen—is injected into a mouse. The 
mouse's immune system will produce a 
range of antibodies against it. The cells pro- 
ducing the antibodies are then removed 
from the mouse's spleen; once extracted, the 
cells are fused with tumour cells from the 
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bone marrow of another mouse. 

The resulting cells have both a cancer's 
ability to reproduce almost indefinitely and 
the immune cell's ability to make antibod- 
ies, They can be sorted into clones—sets of 
identical cells, all churning out an antibody 
that récogriises one aspect of the antigen. 
These “monoclonal” antibodies are terrific 
research tools, but poor medicines. A pa- 
tient's immune system will recognise them 
as coming from mice and reject them. And 
researchers have moral qualms about mak- 
ing monoclonals from people in the way that 
they make them from mice. . ' 

There are four promising routes to the 

production of specific human antibodies. 
e The first method uses mouse antibodies to 
help design human ones. Antibodies, like all 
proteins, are made of strings of | 
amino acids, in this case ar- 
ranged in a Y. The stem of the 
y is the constant region, come 
mon to all antibodies. In the 
arms are the variable regions, 
made of three loop-like struc- 
tures. In the mid-1980s Dr 
Greg Winter, also with the 
MRC in Cambridge, showed 
that these contain the sites that 
bind to antigens. 

Researchers at Protein De- 
sign Labs, in Palo Alto, California, are work- 
ing on ways to imitate the binding site of a 
particular mouse antibody in order to make 
human antibodies for the same antigen. 


They picture the binding sites using com- 
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- the genes which describe the variable re- — 
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puters that can work out which amino acids a 
actually come into contact with the antigen. — 
Then they alter the genetic recipe for a hu- 4 
man antibody so that it mimics the mouse < 
antibodies at these points. K 
' The result, after months of work, isa 
gene which describes a specific antibody ~ 
that is for the most part indistinguishable 
from a normal human antibody. But it will — 
not be identical to a fully human antibody ~~ 
which recognises the same antigen. Clinical * 
studies have yet to determine whether the 
human immune system is capable of spot- — 
ting that part of the antibody is more mouse — 
than man and of rejecting it. d 
With this method, the researchers have ~ 

to start from scratch for each new antibody. . 
The other techniques aim eventually to pro- _ 


vide, with more or less equal ease, any anti- - 
bodies the immune system can generate. _ 
The huge range of antibodies available in — 
the body comes primarily from shuffling _ 


genes. In unspecialised cells, fragments of ` 


gions of antibodies are scattered in 100 or | 
more clusters on a long stretch of DNA. As. 
precursor cells mature into antibody-pro- _ 
ducing cells, the DNA is edited and rear- , 
. ranged to bring the fragments — 
together. The final arrange- — 
ment will vary from cell to cell. 
Different arrangements pro- — 
duce different antibodies. 
Thus one set of genes allows .. 
the body to make hundreds of 
thousands of antibodies. | 
The story does not end 
there. When a cell meets an ` 
antigen that fits its antibodies, - 
it starts reproducing. At the — 
same time enzymes induce mu-  - 
tations in the antibody genes, so a range of | 
antibodies is made. Competition ensues and. + 
the cells which produce the best antibodies. 
win. Thus the body selects a population of " 
antibody-producing cells primed against a .— 


H 
* 


T 

See i f 
— 
Mot e 






B 
t. 








=. 
j 

E E m " 

m d. E SAS J i * I» 







foreign invader. 
* Dr Winter from Cambridge, a 
Richard Lerner and colleagues at the 
Scripps Clinic in La Jolla, California (who 


























separately devised ways to create a library of 
variable regions. They take the spleen of an 
adult mouse—containing lots of antibody- 

roducing cells—and grind it into a mush 


antibodies, From the mush, they make 
many copies of the variable parts of the anti- 
body genes. These are then put into bacte- 

a, which obligingly produce fragments of a 
range of antibody-binding sites that can be 






















e across. J | 
nother approach uses cells that have 
not, as yet, been primed. Nearly a year ago 
Dr Mike McCune, now at SyStemix in San 
"rancisco, found a use for a strain of mice, 
own as SCID, which have defective. im- 
lune systems and will thus accept trans- 
plants of human tissue. Cells that have 
never seen an antigen, taken from human 
foetal tissue, can be put into the SCID mice. 
Then the Milstein/Kóhler technique is used 
to make monoclonal antibodies. There are 


problems. Th € vestigial mouse immune sys- 








well as Dr 


work with Stratagene, also in La Jolla), have 


that contains the genes describing all the — 


stant regions of antibodies. 


tem can get in the way—and anyway, since it 
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body-producing cells are less keen on fusing 
with cancer cells than are those from normal 
mice. And the use of human foetal tissue is 
controversial. 


è The most ambitious route eschews trans- 


plants of whole cells and aims to transplant. 


just the genes from the human immune sys- 
tem into mice. The trouble is that the hu- 
man genes must, after transfer, be able to 


shuffle themselves, manufacture antibodies, 


and be primed just as they would 
in human cells. GenPharm Inter- 
national, in San Francisco, is try- 
ing to work out the minimum 
amount of DNA required for 
making an artificial gene se- 
quence that can deliver a reper- 
toire of human antibodies. 
Much of the intervening DNA be- 
tween the scattered genes might 
be junked without damaging the 
possibilities for rearrangement, 
Dr Michael Neuberger, also at 
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Selling Russian science 
















colleagues. have cautiously begun transfer- 
ring genes for parts of an antibody, just to 
see if they get arlything at all. They have 
managed to prove the system works by mak- 
ing hybrid mouse-man antibodies, albeit at a 
fraction of the concentration at which nor- 
mal mouse antibodies are produced. The 
"transgenic" mouse seems able to prime its 
antibodies in a fairly acceptable way. 

One of the two techniques which work 
antibody by antibody, by mimicking the 
mouse's binding site or picking a 
likely candidate from the bacte- 
rial library, may soon provide 
4 some antibodies for medicinal 

* use. Eventually, a mouse with a 
M human immune system, pro- 
vided either by tissue grafts into 
a SCID mouse or gene transplants 
into a healthy one, may provide 
a full range of human mont 
d. nal antibodies. Whether 1__, 
xw, will live up to their therapeutic 

"a aM promise remains to be seen. 
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CAMBRIDGE, MASSACHUSETTS 


I MUSCOVITES can buy Big Macs, the 
West can buy Soviet science. This sound 
principle is behind a novel deal worked out 
between the Soviet Academy of Sciences 
(and 31 Soviet research institutes) and a 
large American consulting firm, Arthur D. 


What weighs as much as the sun and spins 2,000 times a second? 


tothing. 
























Q IOME discoveries are so enticing that 
MJ they are hard not to make. When a gi- 
ant star was seen to explode in a super- 
nova three years ago, it provided an 
opportunity for astronomers and astro- 
- physicists to test their theories * 

about dying stars and about 
what remains after such cata- | 
clysms. They expected there to 
be a neutron star left in the- 
centre—an object 20km or so. 
across, the same weight as the 


packed particles of an atomic 
nucleus. As the expanding shrouds of gas 
.moved apart to unveil the supernova's 
Core, astronomers strained to see what 
, was there, On January 18.1989 one team 
was rewarded with a glimpse of rhythmi- 








| cally pulsing light from the star. Rhythmic 









pulses are the hallmark of spinning neu- 
tron stars. 

Unfortunately they are also the hall- 
mark of electronic signals. The frequency 
of the pulsar signal was a puzzlingly high 
— 1968.63 beats a second. It turns 
out that the video camera being 
used to help keep the telescope 
focused also puts out signals at 
that frequency. The discovered 
"pulsar" seems to have been 
caused by this signal getting into 


arth’s sun and as dense as the Spot the pulsar — the telescope's electronics. 


After the signal was first 
picked up it was not seen again, either by 
the astronomers from Berkeley, Los 
Alamos and the California Institute of 
Technology who first reported it, or by 
anybody else. Then a few weeks ago the 
same instruments picked it up once more. 
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Little, which is based in Cambridge, Massa- 
chusetts. In order to set up shop in Moscow, 
McDonald's had to haggle for ten years and 
practically build itself a whole food chain 
from scratch to supply its restaurant. Devel- 
oping and selling the ideas of Russian scien- 


i 
But this time the telescope picked up ex- | 
actly the same signal when it was not | 
pointed at the star. | | 

Some astrophysicists will be relieve 
that the heart of the supernova can now 
be shrouded in mystery once more. The 
signal's frequency was much higher than 
anybody expected, and it challenged theo- 
ries about the nature of the inordinately 
dense matter of which neutron stars are 
made. Some people always doubted the 
existence of the pulsar, pointing out that 
it was seen only once. 

The astronomers who picked up the 
signal spent plenty of time trying to ex- 
plain its high frequency—an effort that 
now appears wasted (though it can always 
be dusted off if someone does discover a 
super-fast pulsar) They should not be 
judged too harshly. When you look into 
the sky longing for a sign, and the sign 
obligingly appears, you are unlikely to ig- 
nore it until it appears again or in tripli- 
cate. Preconceptions can retard science; 
but without them nobody would have any 
idea what to look for in the first place. ° 
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Now: each and every Friday 
a million to win... 


This extraordinary dane. and others. are. tea 
to you by the state-controlled NORTH-WEST-GERMAN 


STATE-LOTTERY. Extraordinary!.More than every 3rd 
ticket-number wins guaranteed within the period of the 


lottery. Total winnings for the 84th lottery will amount to 
about 273 million DM or $ 151 million. The — 


Jackpot by itself amounts to 32 milion DM. 
| The maximum Super-Jack| 





alone comes to [ X 4 millior 


The prize-money is paid in DM, one of the — cur- 
rencies in the world. The lottery runs over a period of 26 
weeks. One drawing every week. That means 26 draws 
and 26 chances in total to become a millionaire! The price 
money increases from draw to draw. Al draws are super- 
vised by state auditors. 
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receipt of the invoice. dg 
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The academy and the consulting firm 
agreed last week to set up a company, 
E'West Managers, that will trawl through 
basic Soviet technologies, pick western insti- 
tutes and laboratories to develop them and 
grant licences to western companies which 
think they can turn the ideas into products. 
The project was thought up by an American 
lawyer in Paris, Mr Jeffrey Hertzfeld, who 


. also helped McDonald's to start frying in 


Li 


^ 
_ curity tags for shops, more efficient and qui- 
eter pistons and pumps, ink-jet printers and 
- synthetic penicillin, among other things. In 


Moscow. 
Arthur D. Little has been in the tech- 
potting business for about a cen- 


tury. It has developed (or bought) and then 
licensed 


ideas that have led to electronic se- 


. Russia it has its eye on several branches of 
. materials science and on lasers. 


I 


Russian work on fusion power—which 
involves experiments at extremely high 


. temperatures—has led to plenty of research 
on high-temperature materials and ceram- 
. ics. The development of high-energy lasers 


also involves subsidiary technologies that 


. may pay off elsewhere. One reason that Rus- 
. sia has put plenty of scientists to work on 
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such lasers is that it—like America—has 


. tried to develop space weapons. Another 


reason is for work on metallurgy. 

Several other sciences in Russia have 
benefited from plenty of investment in hu- 
man capital where heavy equipment has 


p— 


E | 
.| Bioglasnost 


ANUARY saw the first issue of an un- 
usual English-language journal called 


Biomedical Science. In many ways it is . 


. conventional: it has a typical sprinkling of 
new research from molecular biology and 
medicine, a news page and some book re- 
views. In one respect, though, it is the first 
of its kind. Most of the authors are from 
the Soviet Union. 





"[. Russian research has been available in 


ie 
> 
‘ 


| from reading about the re- E^ 
| search, it is Russian scientists 


working in a fast-moving 
| 


| translation from the Soviet Academy of 
Sciences for years. But the research has 
rarely been hot news: English translations 
of Russian papers reach 
western scientists about two 
years late. For a researcher 


field like molecular biology, 
that is like a twentieth-cen- 
tury geographer getting re- 
ports from Captain Cook. 
Biomedical Science pub- 
lishes newly submitted origi- 
nal papers. Although west- 
erners are sure to benefit 
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been lacking, such as applied mathematics, 
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some abstract branches of computer sci- 
ence, and marine biology. To help it earn 
some hard currency from such activities, a 
second company, E’West Syndicate, will be 
set up to channel royalties and licensing 
money back to Russia. 

For the immediate future it is Russia's 
space industry that offers the best hopes for 
joint ventures. Since last year Space Com- 
merce Corporation (scc) in Houston, 
Texas, has acted as the marketing arm and 
partner of Glavkosmos, Russia's space- 
launch agency. As well as organising tourist 
trips to the Baikonur cosmodrome (Russia's 
Cape Canaveral), the company already has 
three more biggish projects under way: 
€ Energetics in Inglewood, Colorado, has a 
$54m deal to launch a family of navigational 
satellites on Russia's Proton rockets. 

e scc will sell the services of Russia's Almaz 
radar satellite (which will be launched into 
polar orbit later this year) to the West. Un- 
like most other remote-sensing satellites, 
which "see" using visible light, Almaz's syn- 
thetic-aperture radar will allow it to see at 
night, through clouds and vegetation, and 
to monitor moisture in the ground. 

e A Russian industrial group known as 
Technopribor is preparing to offer a trans- 
portable launch service to the West. Its 
launchers-on-wheels are designed to be 
driven anywhere and lift 300-400kg pay- 
loads into orbit. The first test-flights are 
planned for 1991. scc will trade hospital 


who stand to gain most. They were cut off 
from their western colleagues while the 
cold war was on. They seldom visited the 
West or published in western journals. 

Indeed, some branches of Russian sci- 
ence have still to recover fully from old 
political bullying. For example, evolution- 
ary biology was all but wrecked by Lysen- 
koism, a doctrine—powerful until the fall 
of Khrushchev—that denied the exis- 
tence of genes and held that characteris- 
tics acquired during an organism’s life 
could be passed on to offspring. Fittingly, 
the new journal’s opinion page discusses 
the abuses of Russian psychiatry. 

A new journal should do more than 
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I'll take three 


equipment from western suppliers so that 
research agencies and universities in the 
West who cannot afford a ride on a full-size 
launcher (such as NASA's shuttle) can get 
their experiments into space. In a former life 
Technopribor has already stimulated scien- 
tific activity in the West. It used to make the 
Ss-20 nuclear missiles that gave America's 
missile designers so much to think about. 





banish such grizzly memories. Biomedical 


Science could help Russian scientists to 
rejoin the world by giving them a chance 
to build their reputations. They find it 
hard to get their research published in in- 
fluential western journals, partly because 
of the Catch 22 that they have no reputa- 
tions in the West. Unfortunately glasnost 
has not yet helped much: in order to meet 
their western colleagues, Russian scien- 
tists need to travel, which calls for hard 
currency. 

The new journal offers no simple an- 
swers, but it can do its bit. Biomedical Sci- 
ence is a joint venture with a British scien- 
tific publisher, Pion, and Britain's Royal 
Society of Chemistry. Ac- 
cording to Pion, the journal 
could have a circulation of a 
few thousand after five years 
and be earning $340,000 in 
profits a year. Sister publica- 
tions will be published too. 
The money earned by such 
publications could help pay 
for visits abroad—and even- 
tually Russian scientists 
should be sufficiently well 
known not to need their 


own journals. 
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e 3. Lewis: A — By A.N. Wilson. WW. Noron 334 pages; $22.50. Collins; £15 


MHE reputation of C.S, Lewis suffered as 

calamitous a decline after his death as 
that of Rudyard Kipling, another intellec- 
tual bully, man's man and writer of chil- 
dren's classics. Kipling’s stock has since re- 

ered and soared. The recovery in Lewis's 
w-ukely to be dated to this remarkable bio- 
graphy. 

Both Kipling and Lewis had happy 
childhoods that suddenly became desper- 
ately unhappy. Kipling was yanked out of a 
secure home in the bright heat 
of India to board with Mrs 
("Aunty Rosa") Holloway in 
the grey damp of Southsea, 
and he was cruelly used at 
school Lewis's beloved = 
mother died when he was. — 
nine. His father, a Belfast so- 
licitor of sometimes awesome — < 
insensitivity, sent him away to 
England a fortnight later, to a 
boarding school run by a sa- 
. distic clergyman. Lewis re- 
mained obsessed by the 
school for the rest of his life, 
calling it “Belsen”’. 

Cruelty bred in Kipling a 
; ror of anarchy and an ob- 

session with law and order; in 
Lewis, cruelty taught him to 
hide his emotions. He always 
affected to be a plain, honest 
man with no nonsense about 
him, usually wearing, when 
out on a walk, an old tweed 
hat and coat and chewing on a 
pipe. He wallowed in the popularity T won 
from ordinary people: from children who 
loved his Narnia books and from the sort of 
everyman Christians who wrote him thou- 


- sands of letters during his lifetime, to which - 


he always replied. His famous poem about 
- the common folk, says A.N. Wilson, plainly 
~ came from the heart: 

7 Thank God that there are solid folk 
_ Who water flowers and roll the lawn 
~~. And sit and sew and talk and smoke 

' And snore all through the summer dawn . . 

Coo Some of his pupils at Oxford suffered 
xo agonies at the “Beer and Beowulf" evenings 
is | laid on for them. The more arty and 






— the student, the bluffer and bestie 
and louder Lewis became. "But for each pi 
pil who did not like Lewis", writes his biog 
rapher, "there were probably ten who di 
like him very much indeed, and who valued 


not only his qualities of mind. but also his 


inspiration on a personal level.” Among his 
unlikely defenders was Kenneth Tynan, the 


writer of the nude review "Oh, Calcuttal“, 
who from the moment he went up to Mag - 


dalen in 1945 was devoted to his tutor. 





This was a man, as Mr Wilson empha- 
sises, who was far more sensitive than he 


| pretended, and far more dependent on oth- 
ers. He segregated his home life from his aca- 


demic life, and few of his colleagues knew 


the Lewis who happily immersed himself in 


household chores and ran errands for his 
wife. His kindnesses to Janie Moore and her 


* daughter, and to the family of Joy David- 
man, the American woman he married after 


Moore’s death, show that he was a man of 
extreme generosity with money. 

But. what of the work? Lewis's religious 
books still sell well and he maintains a wide 


circle of admirers, including Pope John Paul 


bishop of Canterbury is supposed to t 
is -said that he “couldn’t stand C.S. Lew 


persuading the intellectuals who now 


7m most entertaining n e — 
_ written... what makes the book unboring 
is what makes it, in the judgment of bor 


| profound; yet simple, meditations: thougl 








Il, who is an enthusiastic reader of “ / 
Christianity". On the other hand, the T 
















Wilson sets himself the ambitious a 


— to re-examine him. From 
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unreliable. It offers the simulation of good 
talk, and it is frequently opinionated.” E 
| _ The praise for the reli- 
gious books is more circum: 
spect. Lewis was an atheist in 
his undergraduate years, but 
as he matured he found him- 
. Self increasingly unable to ac- 
— cept purely materialistic ex- 
_. planations for life's mysteries. 
He gradually discovered. 
. Christianity, but of the most. 
.. orthodox kind. He tended to. 
| see it as a fully revealed truth, 
not as the challenging faith. 
that has exercised and in- 
spired the finest minds in Eu 
rope for close on 2,000 years 
^ He was humiliated When; earl 
in 1948 at the Socratic Club 
his crude arguments for th 
existence of God were demol 
-ished by Elizabeth Anscom 
who, unlike Lewis, was a p 
fessional philosopher as wel 
as a Christian. 
Nonetheless, his faith: : 

_ spired some of Lewis's mi 


which, while self-consciously and delibera 

lyat variance with the twentieth century 
curiously in tune with what it needs. TT 
for instance, in his final chapter in "' 


Four Loves" on the love of God: 


If we cannot practise the presence of God, i 
something to be able to practise the absence o 
God, to become increasingly aware of our un 
awareness till we feel like a man who shoul 
stand beside a great cataract and hear no noi 
ot like a man in a story who looks in a mirt 
and finds no face there, or a man in a drea 
who stretches out his hand to visible obje 
and gets no sensation of touch. | 
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Britain in the 1980s 
Travels with an 
aunt 


CHOPPING Down THE CHERRY TREES. By 


Linda Christmas. 
£14.99 and $19.95 


T IS not easy being a Daniel Defoe of the 
1980s. True, getting round Britain is eas- 
ier than it was in the 1720s—although the 
author of this tour managed to take 11 
hours to get from the east to the west coast 
of Scotland, “made a pig's ear of getting to 
Northern lreland" via Stranraer and uses 
her fury over a five-minute delay in the Dar- 
lington-Leeds bus as a cue to lash out against 
British transport policy. 

When Defoe visited remote, untamed 
places like the Lake District, however, he 
could describe them with all the awe of a for- 
eign visitor. Linda Christmas's book, by 
contrast, constantly reminds the reader of 
experiences and institutions that are com- 
mon throughout Britain. Even the keeper of 
the most northerly lighthouse in the Shet- 
lands regularly visits Aberdeen, where he 
sits on the lightkeepers’ committee of the 
Transport and General Workers' Union. 

Miss Christmas sees her mission, a zig- 
zagging trip from Orkney southwards, as a 
departure from the usual Londoners' vi 
of Britain perpetrated by the media. Yet her 
description of Glasgow, which every Loh- 
doner knows as a grim city trying to tidy up 
its image, is not much different in content 
from a typical feature in her former newspa- 
per, the Guardian. One pointless evening 
she tries to discover the "real" Glasgow, 
ending up in the front room of somebody's 
aunt who says little and symbolises less. 
Such random adventures show, above all, 
how difficult it is for a traveller to find the 
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Viking; 312 pages; 
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heart of a city—and how much 
the successful travel writers 
must embellish or omit to keep 
their readers riveted. 

Miss Christmas’s strong 
suit is not everyday impres- 
sions but perspective. The 
most interesting part of the 
chapter on Glasgow is the story 
of how it got a bad name in the 
first place: not because it was 
any worse than Britain’s other 
industrial sprawls but because 
of a consistently bad press. 
From the nineteenth century 
on, writers went there to find 
something grim, so that is what 
they reported. Other unusual 
perspectives arise from the un- 
conventional directions of her 
travel. Londoners arriving in 
Bradford usually notice the 
northern accents; arriving there from the 
north, Miss Christmas noticed the sea of 
black and brown faces, virtually absent in 
Scotland, Northern Ireland and Newcastle. 

A book with no particular unifying 
theme or political message ends up putting 
the Thatcher decade in neat perspective. 
The outmoded parts of British society de- 
stroyed by Margaret Thatcher are compared 
to the trees destroyed by the moderniser in 
Chekhov's “The Cherry Orchard". It was 
necessary to destroy icons that were holding 
Britain back, Miss Christmas argues. But 
Mrs Thatcher has represented hard-nosed 


necessity; now a softer approach is needed. 





Investment banking 


Home-grown 


INVESTMENT BANKING: A TALE OF THREE 
Crrigs. By Samuel Hayes and Philip Hub- 
bard. Harvard Business School Press; 425 
pages; $35 and £25 


Y THE late 1980s the word “global” 

had become a cliché of world financial 
markets. It was misleading. Although mar- 
kets were global in the sense that capital 
flowed freely and swiftly across borders, the 
three chief financial centres of London, New 
York and Tokyo remained solidly different 
from each other. This book investigates 
those differences. 

Even worldly investment bankers re- 
main shaped by the cultures from which 
they spring, as do the organisations for 
which they work and the regulatory climates 
in which they operate. Unsurprisingly, they 
also tend to do best in their home market 
and to stumble overseas. Thus Japanese 
stockbrokers do not make good merger and 
acquisition advisers in New York, both be- 
cause they do not have the experience and 


also because American executives do not 
want to deal with them. 

Despite creepipg deregulation, Tokyo 
remains dominated by the monolithic Min- 
istry of Finance. New York is a half-way 
house where, despite the deregulation of 
broking commissions in 1975, the top Wall 
Street investment banks have continued to 
enjoy oligopolisitc underwriting profits for 
longer than they ever thought possible. Lon- 
don is a free-for-all where the offshore 
Euromarkets are more important than Brit- 
ain's own financial markets. For this reason 
alone, London is probably the easiest place 
for foreign investment bankers to make 
money. New York will remain primarily an 
important national financial centre; and To- 
kyo, despite the enormous capital surpluses 
of recent years, will remain idiosyncratic and 
inward-looking, a difficult place for foreign- 
ers to flourish. 

Samuel Hayes and Philip Hubbard o 
three useful case studies: of Nomura, Japan s 
and the world's biggest stockbroker; Credit 
Suisse First Boston (CsFB), an amalgam of a 
big Swiss bank and a Wall Street securities 
firm; and Salomon Brothers, Wall Street’s 
top bond-trading house. They show that 
Nomura has failed to build a significant 
presence in America, in stark contrast to its 
spectacular success underwriting yen securi- 
ties in London's offshore Euro-markets; that 
CSFB, despite some ugly internal politics, is a 
rare example of the successful merging of 
the contrasting cultures of commercial and 
investment banking; and that Salomon has 
done extremely well to establish a profitable 
business in Tokyo. 

The most interesting part of the book, 
which is blessedly free of jargon and has use- 
ful statistical appendices, is its historical sec- 
tions. These include chapters on the origins 
of international banking and London's Eu- 
robond market, as well as an account of ` 
development of Japan's financial mar! 
since the Meiji Restoration in 1868. In view 
of the recent tumble in Tokyo's stockmark- 
et, it is instructive to learn that Japan suf- 
fered massive financial panics in 1920, 1927 
and 1929; that Nomura lost twice its mea- 
sured capital in 1945 as a result of Allied 
bombing; and that Yamaichi, then Japan's 
biggest stockbroking firm, would have gone 
bust in 1965 if the government had not res- 
cued it. 

Unfortunately, the authors are less in- 
spired about what lies ahead. As the recent 
collapse of Drexel Burnham Lambert dem- 
onstrates, investment banks are fragile 
beasts wholly dependent on people and 
credit. The brave new world of global fi- 
nance, described by the authors almost as if 
it were a permanent state of being, may be 
seen by historians as a blip, a reflection of 
the 1980s enthusiasm for debt and specula- 
tion. In the 1990s investment bankers may 
again appear as they did in the 1950s— dull. 
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Poland 
Underground 


MAD DREAMS, SAVING ORACES. By Michael 
Atv Random House; 270 pages; 
19.95. 


pn the imposition of martial law 
in Poland and the rebirth of the Soli- 
darity trade-union movement, more than 
seven years passed. During those seven 
years, few events in Poland caught the atten- 
tion of the international media. Yet, as Mi- 
chael Kaufman writes, something was hap- 
pening: "it was precisely while I was there 
that in gradual daily shifts, consciousness 
was changing profoundly, even 
critically . . . day by day the world was being 
viewed differently by more and more 

p e” 

Mr Kaufman was the New York Times 
correspondent in Warsaw from 1984 to 
1987, just at the moment when Polish poli- 
tics was most difficult to understand and de- 
scribe. Although his book ends before nego- 





Rethinking the Salzburg festival 
A spirit of place 


SALZBURG 


FTER several years bedevilled by the in- 
creasingly idiosyncratic management 
behaviour of its aging star, Herbert von Ka- 
rajan, and by growing financial stringency, 
the Salzburg Festival is having another go. It 
has had more than its share of ups and 
downs: it was threatened with break-up 
soon after its foundation in the early 1920s, 
and was saved again—this time more perma- 
‘ly—in 1950 when the state stepped in. 
oince then its losses have been covered by a 
combination of national government, 
government and businessmen, and the festi- 
val has been run by a (predominantly politi- 
cal) supervisory board and a management 
committee of five. 

This formula worked for 30 years. The 
books balanced and Salzburg’s productions 
became the envy of the musical world. But as 
summer fesivals shot up everywhere, so did 
performers’ fees and the salaries of technical 
staff. No longer was it a unique privilege to 
appear at Salzburg; it was one more engage- 
ment. Gone were the days when, as Arthur 
Rubinstein put it, "in summer we starved”. 
Salzburg's pre-eminence had also led to un- 
reasonable expectations of excellence. In 
short, some structural reform was needed. 

A neutral committee was appointed, 
and its recommendations were submitted to 
the supervisory board not long before Kara- 
jan's death last July. As a result, a three-man 
management team has been elected to re- 
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tiations, elections and economic change 
brought about the final demise of Polish 
communism, it provides the missing link in 
the story of how the opposition went from 
total defeat to total victory without shed- 
ding a drop of blood. 

The focus of Mr Kaufman’s analysis is 
the underground conspiracy itself: the lead- 
ers, typesetters, and organisers who kept 
anticommunist opposition alive. Presented 
with a seemingly unwinnable battle, the un- 
derground chose not to use violence or to 
organise itself into an alternative govern- 
ment. lts plan was to persuade society to ac- 
tivate itself by printing publications, speak- 
ing the truth whenever possible, and 
forming associations and clubs outside the 
established state structures. The proof of its 
success lies in both the speed and the peace- 
fulness of the 1989 reforms. 

Mr Kaufman also describes his own en- 
counters with Polish legends. His father, 
who left Poland during the second world 
war, was a Polish Jewish communist who 
once shared a prison cell with the father of 
Adam Michnik, the leading intellectual of 
the Soldiarity movement. The younger Mr 


place the present honorary and 
part-time committee of five in 
1991. There will be a presi- 
dent, H. Wiesmüller, an en- 
lightened Salzburg banker, 
and a fulltime duo: Gerard 
Mortier, well-known for his 
bold leadership of the Brussels 
Opera, as “Intendant” and an 
administrative and concert di- 
rector, Hans Landesmann, an 
entrepreneurial orchestral 
manager who masterminded 
the recent Hungarian arts sea- 
son at the Barbican in London. 
Mr Wiesmüller and Mr 
Landesmann are on the existing committee, 
which is to continue in being until August 
1991 in order to see through the next two 
festivals. When the new team takes over, 
therefore, it will have had the benefit of a 
two-year overlap. 

The new team has recently given the 
first indications of the way it intends to go. 
It amounts to a reaffirmation of the princi- 
ples guiding the founding fathers 70 years 
ago: not just a festival in Salzburg, but a 
Salzburg festival, a celebration of the city as 
a microcosm of Europe’s civilising influ- 
ences. The main emphasis will still be on 
Mozart (“the theatricality of Salzburg is in 
his work”, as Mr Mortier puts it), with new 
productions of all his main operas, as well as 
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Kaufman rem 
in New York, I tormented myself by wonder- · 
ing how I would ever know and prove my - 
worth if no one ever took me handcuffed — 
from a trolley car... More simply, would I — 
ever be a hero?" Many contemporary Poles, 
he found, carried similar legacies. Jacek 
Kuron, formerly a senior dissident and now _ 
the minister of labour, told Mr Kaufman _ 
that his greatest fear as a child was that the — 
second world war would end before he had 
ever had a chance to conspire in it. ^ 
In these and other ways, Mr Kaufman | 
outs Solidarity and the underground move- — 
ment into proper Polish perspective. He of — 
fers a perceptive analysis of General 
Wojciech Jaruzelski, either Soviet puppet or 
national hero, and of the mysteries of Polish 
anti-Semitism and philo-Semitism in a — 
country which now contains almost no Jews. - 
He includes a devastating description of a. 
day in the life of a woman textile worker in 
Lodz, and of one farmer's struggle with state — 
bureaucracy. Here is a book which is more 
than background reading: a portrait of a — 
constantly changing country in a changing — 
Europe. 
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five of his early ones. Baroque opera will re- _ 
tain its place and the great European drama- - 
tists will be restored to theirs, as will contem- 
porary music. There is to be a "composer in — 
residence" each year and it is hoped to — 
found a permanent Camerata for twentieth- - 
century music. Stars will be welcome as long — 
as (fond hope) they are subservient to the — 
work and the ensemble. P 
Lower ticket prices remain in the realm — 
of wishful thinking. The magic subsidy for- _ 
mula has been reconfirmed, but frozen for — 
five years at about a quarter of present an- — 
nual costs. Economies seem ruled out; in- — 
stead, more new productions are planned - 
and costs are rising. So Salzburg is turning — 
to sponsorship and to more co-operation —— 
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come from records 


evenue will 


and filmed while he was alive. His heirs have 
their eyes on that. T 
. . Time will tell. For the moment, the new 
management team have at least made a date 
|. with the genius loci. i 















Claude Monet 


Set and mach | 


"V exhibition in Boston the last of the 
big shows, they do not mean its size (the 93 















































costs and difficulties involved in assembling 
t. A hundred years ago, French art-lovers 
ook for granted the luxury of seeing the 
great series-paintings—the "Orainstacks", 
he “Giverny poplars” and the "Cathe- 
drals"—in which Monet set out to demon- 
_ strate that “a landscape hardly exists at all as 
a landscape . . . it lives by virtue of its sur- 
.roundings—the air and light—which vary 
continuously." lmmensely popular, the 
paintings brought Monet prosperity as well 
as fame. American dealers were ready to-pay 


up to FFr9,000 (about $27,000 today) for a 


* 


‘was not prepared to buy the series paintings 


were separated and taken into private and 
public collections all over the world, and no- 


Monet intended. 


ow on show in Boston. Assisted by what he 
alls “the three Fs"— Federal Express, faxes 
i "fones"—he hunted across five conti- 
ents, through Swiss vaults, Japanese banks, 
country farmhouses and stately homes; One 
wild-goose chase took him to Elizabeth Tay- 
lor (the actress was willing to.loan, but her 
painting was of the wrong date for the se- 
ries); another had him ringing every Mr A in 
New Mexico before someone remembered 
iat Mr A had mentioned coming from 
Ohio. He was finally tracked dowri to Man- 
ttan and Mr Tucker was able to add a 
ixth painting to the "Cliff" series, last seen 





; a series of four in 1915. 0 0 
Insuring paintings which would be un- 
lervalued at $2m apiece posed a big prob- 







x intings take up only five smallish roomsof | 
e museum); they mean the horrendous i 


m : * 


"Grainstack"; but the French government - 


for the pleasure of later generations. They - 


body until now has been able to see themas 


-. It took Hayes Tucker, a former football | 
star, four years to track down all the Monets - 





SALZBURG 


OZART died on December 5 1791 
: at the age of 35. It is thought that 
he was buried the day after his death in a 
pauper's grave under snow and rain. Nei- 
ther his wife nor any of his friends at- 
tended the funeral, so it was never learnt 
exactly where the grave was. 

Many years later, however, word got 
round that the composer's skull had 
been discovered. A gravedigger at the St 
Marx cemetery, where Mozart was bur- 
ied, had given the skull as a present to an 


interest in it, and cut off the base of the 
skull to examine the bony ear; since 
then, both the base and the lower jaw 
have gone missing. The two brothers 
were so convinced that the skull was au- 
thentic that they made no further inves- 
tigations; but when the object eventually 
found its way to Salzburg, in 1901, ex- 
pert opinion banished it to deep storage. 
Now Gottfried . Tichy, a 
paleontologist at the University of Salz- 
burg, has looked at the skull again. He 
was highly sceptical that it was Mozart's, 
but there had never been a proper foren- 
sic examination. He has catalogued his 
findings for The Economist: 
@ The skull is small and short, with a 
more or less round circumference, typi- 
cal of the South German race. 
@ it belonged to a slight, unmuscular 
|. young man, aged between 25 and 40. 
_ The attrition of the teeth suggests an age 
of 30-35. (Mozart himself wrote that he 
was only a small person, and Nissen re- 
ported in 1828 that his head was rather 
large compared to his body.) The circum- 
ference of the skull is 50.8cm and the 
bones are extremely thin. The capacity of 





says Mr Tucker, with a mildness unconvinc- 


ing for a former All New England tackle. 
Each collector was offered a full-size photo- 
graphic facsimile to fill the gap on his or her 
wall, but that was not enough to stop several 
owners dissolving into tears, others into re- 
tracting their offers at the last moment and a 
few, most frustratingly of all, selling their 
paintings after agreeing to lend them. 
Perhaps the most valuable result of the 
exhibition is to have brought to light several 
series-paintings which had been overlooked 
or assumed to be lost. One, an arrestingly 
moody and opalescent seascape, has been 


rescued by the museum's team of restorers 
from a state of such profoundly sooty 


greyness that the owner's attribution had 


seemed more optimistic than credible. It is 


The cavity of heaven? 


artist, Jacob Hyrtl, in 1842. Hyrtls.- 
brother, a professor of anatomy, took an - 


the brain case, 1,585 cubic centimetres, - 
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is relatively large. , oa 6 oe 
@ One portrait of Mozart, painted by 
Dorothea Stock, has the same profile as 


the skull. The round face, the two bosses | 


of the forehead, the relatively long nos 
and the protruding upper jaw are all con 
sistent (for what it is worth) with contem- 
porary paintings and drawings. 

@ A faint fracture, 7.2cm long, runs 
from the left temple to the crown'of the 
head. It is completely healed, but has left 
traces of bleeding just beneath the skull. 
Healing would probably have taken 
more than a year, and.the fracture is 
likely to have been a factor in Mozart's 
death. He told his mason-brother 
Puchberg in April and May 1790 that he 
was suffering from headache and tooth- 
ache; and a letter of Da Ponte's of Au- 
gust 1791, which exists only as a copy, 
mentions that he was dizzy (ho il capo 
frastornato"). Most probably the death 
of Mozart can be explained as a later con- 
sequence of the haematoma, together 
with an infectious disease: 

Professor Tichy makes no claim to in- 
fallibility. His report ends with a sugges- 
tive coda: "All this, the myths and leg 
ends about the death of Mozart, are the. 
theme of a documentary film to be 





shown in 1991." 





disturbing to see the way the series-paintings 
have fared in their various homes: Many are 
as fresh and brilliant as they might have 
been in 1890, but a few owners have over- 
restored or undercherished their Monets 
with the result that they are now irretriev- 
ably lurid or faded. MD 

The indefatigable Mr Tucker's quest 
continues, and viewers of the Chicago and 
London shows can anticipate a few bonuses. 
One of the ten Creuse Valley paintings is 
expected to.turn up in time for Chicago, 
and Mr Tucker does not despair of bending 
federal law to. borrow a "Morning on the 
Seine" from the White House. The presi- 
dent should be warned: Mr Tucker is not a 
man who takes no for an answer. - 
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— coment: is in he — in En . For informal discussion, contact Professor eee, ee 
ve apr o e relaunchin i dif wc 

of he ——— roie in 9 AF O'Connor Tel ae 276871, ex. — App icol M o ad fy der dac d je poss 
For informal discussion, contact. Professor $ B Green. | EN may be obtained ody M E 


» ee ) 276871, ext. 2512 


x P 833,243 -RE3BAM5 | 
RED, 341. RE34461 
£20,798 - IR£29,470 


ege d E13, 310- RE18,223- BAR 
IRE19, 296 - IR£24. e 































"ETT RESHIP IV MANAGE! 
Ww» | BE FORMATION SISTEMS 
m ( m Uu PROFE m—7 OF ACC m MING The MIS IS Group ha ha: a — —* kis didis is 


A This FUNIEON Prolassorshi i6 in he Der KR " involved with the Irish software industry and other - 
pepe ee tee iii Spo Pie commercia al companies i in researching Executive 












Coláiste na a hOllscoile Corcaigh University College Cork 


CONOMIST MARCH 3 1 1990 













CAB INTERNATIONAL 


INFORMATION O OFFICER/ABSTRACTOR 


Applications are invited from graduates in agricultural economics to join the 
he re rr tabase producers. p 
Hiis v to be filled from March 1990 has arisen in the Bureau of 
-conomics, — has editorial responsibility for covering the 
Aer a literatur — to agriculture, rural development and 
— for the CAB ABSTRACT: database. | 
The successful candidate would work as part of this Bureau team, but is 
likely to be mainly concerned with Wo E itural Economics and 






























Abstracts (WAERSA), the. ading international informa- 
tion source in its field. He/she would have the ability to write clear, : 
high quality abstracts from the English and, preferably, French. Particular 
knowledge of third y African) agriculture would be an 


eaa advange he abi) vi Wak Tei and aceon 


supervision, is essential. Training will be provided. - , 
Seah Mei in sande range of —— to £12385 per annum according to 


y, Wh minimum 












site — M P Wallisgford, € Oxon. We. offer-a a generous index | 
scheme, flexible working hours, subsidised restaurant and 


A CAB International Contre | 
Oxon OX108DE — 
Closing date: 31 March 1990 



































THE ECONOMIC AND SOCIAL 
RESEARCH COUNCIL 7 


The Evolution of Rules 
For A Single European Market 


The ESRC invites applications for the 









. pean Market research initiative. 


> Suitable candidates are likely to be senior acadetnics à in 
a relevant field and have experience of research 
management at a higher education institution or 
independent research centre recognised — the | 
+ Council. 3 


` The appointment will eden i the duration ef the | 
initiative and is likely to be full time for the first 18 
months, and part time thereafter. 


Remuneration will vary according to sénioilt ity 





"salary scales. 


-Further particulars. can be obtained from Michael 
: Williams, ESRC, industry, Economy and Environment 
Research Development Group, Cherry Orchard East, 
Kembrey Park, Swindon SN2 6UQ. Tel: 0793 513838. 
Closing date Friday 23 March. 








University of Cantey 
New Zealand 


The University invites applications ‘tor 
the second chair in Accountancy. 
CHAIR OF ACCOUNTANCY 


The successful candidate will have 
demonstrated academic leadership 
and will possess a record of research in 
one or more of the areas of Business 
Finance, Financial Accounting or Man- 
agement Accounting. 


The Department has over 20 full-time 


staff who are involved in teaching - 


courses at levels up to PhD and in 


supervising students researching a` 
wide variety of topics. The University 


supports the Department weil in terms 
of research grants, the provision of 
data and conference leave; and staff 


and students are amply served by com- | 


puting facilities. 





The salary for a Professor is within the 
range NZ$77,000 to NZ$96,000 per 
annum which is in the top 5% of 
salaries for New Zealand. 


The present Head of Department is 


Alan J. Robb, and Professor Bevan 
Clarke (currently on leave) holds the 
first chair in accounting. 


Further particulars and Conditions of 
Appointment may be obtained from 


- Appointments (37558), Association of 


Commonwealth. Universities, 36 
Gordon Square, London WC1H OPF. 
Applications, quoting Position No 


AC21, close on 31 May 1990 and must 


be addressed to: A. W. Hayward, Reg- 


` istrar, University of Canterbury, Private 


Bag, Christchurch, New Zealand (Tel: 
(03) 642 808 or Fax 64.3 642 999). 

The University has a policy of equality 
of tins d in employment. . 


| 1996. ‘Ret No 1314. 


ordinator of its major multi-disciplinary ‘single Euro- JA 


| raid Zu 
experience, but will be based on current. academic E 





UNIVERSITY OF NOTTINGHAM 
DEPARTMENT OF ECONOMICS 


READER IN ECONOMIC 
 DEVELOPMENT/INTERNATIONAL TRADE 


Applications are invited for a Readership in Economic Development/ 
International Trade in the Department of Econom andidates should 
have a distinguished track record of resea ther or both of these 

areas. As well as contributing to ‘undergraduate and postgraduate 
teaching within the Department, the successful candidate will be 
expected to play a leading research role in the Centre for Research in 

Economic Development and International Trade which is based within the 





i Department. The DUM A is rus from 1 September, 1990. Salary 


will be on the scale £21,409-£24,2 


rane articulars are available n The Personnel Officer, Universi- 
a: University Park, Nottingham NG7 2RD. Telephone 
ext 2696. The closing date for ene is 19 March 


University ot Exeter 
. CENTRE FOR MANAGEMENT STUDIES 


Due to its continued growth the following posts are immediately available (the latest 
start date is September 1990). m — will be for three dani in * first instance. 





(Senior DEPUTY DIRECTOR, No 3661 


LECTURER IN MANAGEMENT 


(Banking) Ref No 3662 


. LECTURER IN MANAGEMENT 
(Law) Ref No 3663 


The Deputy Director will preferably have substantial management experience as 
well as a degree in a relevant field. Management experience is also preferred for the 
lecturing posts in addition to degrees in Economics or a related subject for the 
Banking post and Law for the Law post, interests in. the Management of Banking 
and other financial institutions, and in advanced. Commercial baw respectively are 
particularily being sought. 


Secondments for the lecturing posts would be welcome. 
Salary for the Senior Lectureship (Ref No 3661) will be within the scale £21,489- 
£24 285 pa with placement according to relevant experience. 


Salary for the Lectureships will either be on the Lecturer A scale £10,458-£15,372 
pa or on the Lecturer B scale £16,014-£20,469 pa with phacement according to age — 
and experience. ! 


Telephone the Personne! Office (0392. 263100 - Ansaphone) for further 
particulars quoting appropriate reference. | Closing date i hor FM of 
applications 26 March 1990. 


An Equal Oppor ities Employer = 













Centro Internacional de Agricultura Tropical 


7 E ^ . JOB DESCRIPTION - — 
AG RICULTURAL ECON( MIST 


CIAT is an international agricultural research and training centre with 
programs in Beans, Cassava, Rice, Tropical Pastures and Training/ 
Communications, Wu closely with national agricultural research 

; programs. 
The Tropical Pastures Program aims at a more efficient and sustainable _ 

|. use of acid infertile soils through the development of livestock: — 

production systems - combining legumes dead partire with crops 

. trees. — 
As member of a muittidiseiplina team, - the — is wan 
responsible for both the analysis of relevant policies and the develop- 
ment of methodologies to design and evaluate technologies. 


| The Program is seeking: an agricultural economist with: 
" H — in the livestock sector; — 








lity to deal with macro- and micro-economic issues; 
agination and vision to contribute to the design of sustainable 
technological innovations; 
"© good writing and communication skills; 
@ interpersonal skills to operate in an interdisciplinary fashion. 


The candidate should have a PhD degree in agricultural economics, 
preferably with experience in develop ping countries. She/he should be 
fluent in English. Knowledge of Spanish will be an asset. 


"^ The successful candidate will be stationed it CIAT headquarters near 
Cali, Colombia, holding an international position and receiving a 











po 
compensation package compatible with. „qualifications and relevant 
experience... 
Closing date for applications is 30 March. Submit — vitae 
"induding names and addresses of three referees to: Dr Filemón 
Colombi Deputy Director General, CIAT, lo sis Aéreo 6713, bcn 
Colombia. 











d'Administr. dn n Publique 


EE ee on 
European In ~~ itut 


T1 The European institute of Public Admitistration, N Maastric (NU provides support for. 
: belio Land management development in the European Community. Its professional . 
ae pment, pmen, ea ae oa services re designet ito — ini 
mowiedge a ilis of responsible for Eur olicy-making and i enta- 
tion in the Member States and Community i institution, " * 
he Institute, which is expanding rapidly towards. the eee of eastern Europe in order to 
meet future challenges, wishes to recruita: —. is 


Senior Lecturer or Associate Professor 
. fot its External Relations Unit to develop activities f Eastern European countries. 




























| The successful candidates will develop and execute 
|. programmes in the public management area for Easte 
E r . Requirements ` i i . 
d a PhD or equivalent in economics or political science. and a good knowledge of the 
doc and ph — and Eastern European affairs, peas a proven teaching record 
_ and publications; 


ning, research and consultancy 
uropean states. 



























een 35 and 45 years; 
e rationality of one of the Member States of the European T — 
.. fluent in one of the Institute's two official languages, English and French and with a 
working knowledge of the other. 
Knowledge of Eastern European languages will be considered an advantage. 
» Salary, Contract. — 
^. "EPA offers a monthly salary in a salary scale ranging from NLG 6,100 to NLG 9,450 
. (maximum) for the Senior Lecturer and in a salary scale rángin from NLG 7,600 to NLG 
`- 13,120 (maximum) for the Associate Professor, based on tions and professional 
"^ experience, together with some additional benefits. - xg o 
The appointment will be for an initial 4-year term, to be fo! low 
'a renewable 4-year term. * 
-nfortnal inquiries may: be made to Professor Spyros Pa s, Di n 
(o *31-43)-29 62 22. pra 7 
| Applications, including a curriculum vitae, Mose valoraron iod copies of written work, 
=: should be sent as soon as possible to the Personnel Office, —— pean Institute of Public 
ein 22, $1 HE Maastricht, The Netherlands 








mutual agreement 





( tor General telephone 






_three referees should be sent to: 


























































~ ZONE D'ECHANGES PREFERENTIELS DE 


ETATS DE L'AFRIQUE DE L'EST ET DE 


 L'AFRIQUE AUSTRAL - 


The Preferential Trade Area for Eastern and Southern African. 
States (PTA), through a grant assistance from the African’ 
Development Bank Group wishes to recruit an industria 
Projects Engineer to join a team of omer pete in its: 
Projects Pre-Investment Unit (PPIU). 


Applications are.thz l vited frómi: nationals. of ADB 
regional and non-regional member States for a vacancy 
obtainable at the PTA Secretariat in Lusaka, Zambia. The post : 
carries‘a competitive remuneration package and fringe bene- - 
fits. The appointme nt will be for a fi xed | term of three years — 
commencing 1 July 1990. 


Applications with bona fide. curriculum vitae, and at least Y 














The Secretary General, PTA Secretariat, Ndeke H Hoe LABES 
Haile Selassie Avenue, PO Box 30051, 10101 Lusaka, Zambia, 


and should be received not later than 30 March 1990. 


T . Main responsibilities 
(a) Participate. in sector missions in PTA member countries; — 
(b) Assist PTA member States to identify sub-regional projects 


in the industria! sector; to prepare terms of reference for 
feasibility studies and to undertake preliminary studies; 


(c) Undertake analysis of industrial and technology policies E 
and offer practical guidance on industrial Mia i i 
plants, programmes and strategies. - Turm di 


(d) Assist member. States inthe supervision. of pre-investment a 
studies; examine studies and assess the adequacy of 
projects, the reliability of plants ‘and equipment, the- 
reliability of construction procedures and techniques $ 
_ envisaged for the implementation. of projects; 


(e). Submit member States’ requests for external fina neing for 4 
studies and project to donor agencies, and i 


(f) Participate in establishing a planning data base for PTA 
Secretariat. .— 













Qualifications and experience 


(a) An advanced degree in Chemical Engineering/Metallur uta 
cal Engineering or Mechanical Engineering obtained fro: 
an internationally recognised university or institutio P 


(b) Knowledge of and experience in economics: and proje 
analysis will be an advantage. i 


(Q At least ten years relevant professional working? expe 
ence within the industrial sector in a senior position 
preferably in Sub-Saharan Africa; and particularly dn 
project identification, preparation and supervision; : 


(d) Ability to communicate the findings of sector missions, in . 
a concise manner to policy makers and government 
officials in PTA member states; 


(e) Fluency in English, French or Portuguese essential; profi 
ciency in one of the two other languages desirable; 


(f) Age should be between 35 and 50 years; and 
(g) Ability to travel widely and frequently. 

















UNIVERSITY COLLEGE 
OF SWANSEA 











. appointment | 
thereafter. — 


F 










— 


london 





investment schemes. 


objectives and strategic plans. 


.. preferably transport related, would be an advantage. 


British Railways Board, Euston House, 24 Eversholt Street, 
London NWT 1DZ: | | 








British Rail is an equal opportunity employer. 
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"2 ... £20,000 - £32,500 
Every year, British Rail invests £750 million in projects such as the 
Channel Tunnel, and on the expansion and improvement of Britain's. 
rail network. This involves a vast range of investments, including both 
multi-national schemes and joint ventures with the private sector. 
We need a Senior Investment Analyst and an Investment Analyst, 
to add their expertise to the Investment Analysts Group, which 
advises the Board and top business managers on all major 


Assessing projects from their inception, you'll work as part of a team 
taking forward and evaluating the business case for investment, and 
the technical options -against the backcloth of our commercial 


We're looking for people with first class analytical abilities, who are 
able to think clearly and objectively about the options available. 
Probably graduates, with first or upper second class degrees in a 

numerate discipline — and, perhaps, post graduate qualifications — 

you'll need initiative and the ability to communicate at all levels. 
.. Experience of providing high quality, analytical advice to tight 
. deadlines, and of policy analysis, corporate planning and modelling, 


Salaries range from £20,000 to £32,000 and benefits include 
contributory pension scheme and free and reduced rate travel. 

To apply, please send your cv. (including details of your current 

_ Salary) to the Director of Financial Planning, Room 809 (CP81), 


EASTERN EUROPE —— 
Construction Engineer electrical, me~: | . 
chanical or civil background, European 


base, to open offices in Prague, Berlin, 


Moscow, Budapest, for international | 
construction. company. Must. speak 


English, multi-lingual: German, Rus- 
sian, Polish helpful. Top pay, full bene- 


fits. Will spend 20% time in United l s 


States/80% Eastern Europe. 


Fax résumé to Atlanta, Georgia (404) 
| 872-4838. Telephone (404) 875-8365. | 
| Coastal Properties, a division of HG. 


























- A$49,529 per 













covering Washington. DC, at 
$ Private levels. Please 

TE Humans re on | 

] | Editor in Chiel, D&D, 6849 Old Dominion Dr, - 

] j| #200, Mclean, VA, 22101, | 


- Deakin University. 

_ Geelong, Australia 
‘SENIOR L'ECTURER/LECTURER 
IN ECONOMICS 


Deakin University is an open and re- 
gional university which offers distance 








participate as a member cf economics 
course teams in the University's ir-~ 
. vative distance education Maste 
` Business Administration program. 








ing its undergraduate and honours 
appointment presents an 





. teaching and course development. Op- 
_ portunities will be available to develop 
|. an optional unit in the appointee's re- 


search area which.could be offered at 
third year level. 

Applicants should have a PhD in Eco- 
nomics, and an established research 
record. Previous lecturing experience - 
would be an advantage. - 

The appointment will commence no 
later than 1 July 1990, and is for an 


. initial term of four years during which 


there will be a review for continuing 


E tenure. The level of appointment will 
. depend upon the successful appli- 


cant's qualifications and experience. 
Salary: Senior Lecturer A$42,703- 
PAUL annum; — Lect 
A$32,197-A$41,841 per annum. 
Applications... (quoting reference 


| number 90/46) should include a ful 
| Curriculum Vitae and the names and 


addresses of three referees and be 
sent.to the Personnel Branch, Deakin 
University, Geelong, Victoria, 3217, 
Australia, no later than 13 April 1990. 


J Applicants resident in North America 


and Europe should send a copy of their 
application to Appointments. (37553), 
Association of Commonwealth Univer- 
sities, 36 Gordon Square, London 
WC1H OPF, UK, from whom further - 
details are available. — 


Equal Opportunity Is University Policy. 















"Magazine seeks writer with «trade/finance 
“background to produce a regular coli 














THE ECONOMIS) 










, eee 


The Netherlands International 
Institute for Management - 


RVB announces the following 
faculty positions at the leve 
of assistant and associate. 
professor | 


| Accounting - 
E: Behavioural Science 
. Finance | 
. Macro Economics 
Operations | - 
Strategic Management - 











Required. a PhD i in respective 
specialisation, considerable 
business experience and a 
research recörd. 


—— | 


Applications should be sent 

i to Mrs L. $, T. Kloeg, Human - 
Resource Manager RVB, PO 

Box 1203, 62001 BE. — . ` 

Maastricht, The Netherlands. 

Telex: 56729, Fax Dens ii 

618330. 


UNIVERSITY OF DUNDEE 





DEPARTMENT OF ECONOMICS. 
AND MANAGEMENT 


= Applications are invited from suitably qualified and experi- d 
enced persons for a Lectureship in Management within the. 


Department of Economics and Management. Applicants 


should possess an appropriate academic qualification (pref-. d 
erably an MBA) and significant management experience. oe 
Preference will be given to candidates with an interest in _ 


marketing and/or Corporate Strategy. 


|. The successful candidate will be asked | to commence hither 

- | appointment as soon as possible. Salary will be at an 
> appropriate point on the Lecturer Grade A scale (£10,458- 

|. £15,372) or Grade B scale (£16,014-£20,469). Potential 


| : candidates wishing to make informal contact with the 
- | Department are invited to contact the Head. of Depart- 
.| ment, Mr C. D. Rogers (Tel 0382 23181, ext 4380). 


; Further particulars from, and applications in writing 
with CV (six copies or, if posted overseas, one copy in 






e a a format suitable for photocopying) and the names 


and addresses of three referees to, the Personnel 
Office, The University, Dundee DDI 4HN. Please 
g getecenee EST/6/90/E. Closing date: 30 March 


emphasis is being pl 


ie ] conomics. s Division ofa long 
| ional oil " and water — 
consultancy based : 
Working both indepe 
colleagues, this sr all 
` covering all aspects: 





ergy, Eod. with special Penis : 
in: financial evalu oil and gas projects, gas : 
transmission isst ave loping country energy policies; E 
and environmental economics. 5 | 
: Probably aged between 24 and 32, candidates should be 
economics gr "ac luates with at least 2 years oil or gas 
experience. — 
The ceia aAnaidate will need to be fully familiar 
with investment criteria and spreadsheet techniques. 
As a key member of a small team, you will be required to 
take a high profile role with : 'lients and encouraged to 
contribute to the business development of the Group. 
A competitive salary, commensurate with experience, is 
offered. 
Please apply i in writing, with full CV and recent salary 


history, to: 
E ES Richard Strugnell, 
en: Pen i eon Ed Limited, 











development, the envirc ament itand ii heath are [weis eiui M 
| research and project work, eg promoting 


projects. CYP has four Rej 





employment and incoi  generatin 





— Centres — for Asia, Africa, the Cari bean and the South Pacific - a ice! 


Headquarters in London. 


The CYP invites applic rations from suitably qualified and. experience 
Commonwealth citizens for vacancies fora post of Senior Tutor at the Afric 
Centre and for a post. of Tutor a the Caribbean Centre. These Centres are 
based in Lusaka, Zambia; and Georgetown, Guyana. Appointments are for 
an initial period of two years. As an equal opportunity employer, the 
Secretariat —— we:comes applications from suitably qualified women 
iption: and other details may be obtained from the 
i Mall, London swiy SHX — 01-839 3411, ext 
| applications of CYP/So be 





aie doe i 13 Apeil 1 1990. 
An Equal Opportunity Employer 





-| © refugee community in the Middle. East, requires a 





UNIVERSITY OF 
NOTTINGHAM 
DEPARTMENT OF 
ECONOMICS 


LECTURERS IN 
ECONOMICS 


| United Nations Relief and Works — for Palestine Refu ees in the Near East 
(UNRWA) an organisation providing education, health and re lef services to a large 


Chief, Provident Fund Secretariat 


at its Headquarters in Vienna. Reporting to the Deputy-Commissioner General, he/ 
she will establish a secretariat which will co-ordinate and administer a. provident 
fund, amounting at.present to about $450 million, for some 18,000 staff in six 


- countries. Main tasks will be to advise on investment policies and to monitor the E — ne — — 


partment of Economics. Both posts 


— performance of the fund's investment managers and its global custodian. 


are tenable in the first instance for a 
period of three years from 1 August 
1990, or as soon as possible there- 
after. Applications are invited from 
candidates working in any area of 
economics or econometrics. The ap- 
pointments will be on the scale 
£10,458-£20,469, depending upon 
age and experience. 


Further particulars are available 
. from the Personnel Officer, Univer- 
sity of Nottingham, University Park, 
Nottingham NG7 2RD. Tel: 0602 
484848, ext 2696. The closing date 
for applications is 12 March 1990, 
Ref No: 1312. 


Minimum requirements ínclude an advanced University degree in Business 
_ Administration, Banking/Investment or related subject and 10 years” experience of 
. Successful investment management. and/or pension fund activity at senior level. 
| of French, German and/or Arabic and Computer fluency are desirable. 






al tax fre f emuneratio for this P5 post starts at approximately US$ 
000 — (: ingle) and U 8$ 71 000— (with dependants) plus fringe benefits. 


. Detailed applications before 30 March 1990 to 
| Chief, Personnel Services Division (V (VN/a/90) (B) 
ntre, 


UNRWA, Vienna international 
PO Box 700, A-1400 Vienna/Austria 





WELSH HEALTH 
PLANNING FORUM 
FFORWM CYNLLUNIO 
IECHYD CYMRU 
OPPORTUNITIES FOR A HEALTH ECONOMIST 
_ AND A STRATEGIC PLANNER | 
High profile strategic roles. 
. Salary: £22,620 plus PRP and 
Crown Car — 


The Welsh Health Planning Forum was set up in, 1988 by! the 
Secretary of State for Wales to provide expert advice on 
. the planning of health services in the Principality, . 

- Following a major conference in November 1989 on the 
proposed strategic intent and direction for the NHS in 
Wales, the Forum's secretariat is being. strengthened to 
. carry out exacting Research and Development work in 

the assessment of health needs and health gain; protocols 
of best practice; investment and resource appraisals; 
Pope cenuod services; and technology and 
delivery systems. 
We are. looking for two people to help us take this 
important work forward, > 
ideally, applicants should be familiar with the NHS, self- 
motivated and have the ability to work with, and through, 
managers and professionals from a wide variety of 
backgrounds. Experience of Quality Management and 
Customer Care Systems would be an advantage for the 
. Strategic Planning post. 
if you would like to discuss these appointments. informally, 
i, please 9 contact Morton Warner, the Forum's Executive 
is Director, on Cardiff (02225. 460015. 
| ‘Application forms and an information pack are available 
ts | n the first instance from: . 
The Personnel Division, Welsh Health Common Services 
Authority, Heron House, 35/43 Newport Road, 
Card 1 CF2 ISB. Telephone (0222) 471234 ext 2243. 


. Closing date: loth March: 1990. 





WELSH OFFICE NHS DIRECTORATE 


Y SWYDDFA GYMREIG 
ADRAN CYFARWYDDWR 
Y GWASANAETH IECHYD GWLADOL 
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The Urfiversity of 

Western Australia 

Perth | * 

SENIOR LECTURER/LECTURER IN 
ECONOMICS 

(Ref: A11/90) 


Applications are invited for appoint- 
ment to a tenurable Lectureship/Senior 
Lectureship. The Department is seek- 
ing a suitably qualified person in the 


field of international economics and/or 


public finance. A PhD and publications 
are required. The appointee will be 


required to teach specialist units and to 
. assist with the: teaching of first year- 


economics. Enquiries may be directed 
to Professor R. T. Appleyard, Head of 
Department on (09) 380 2898. 


Salary - range: Lecturer. A$32, 197- 
A$41,841 per annum; Senior Lecturer 


`: A$42,703-A$49,529 per annum. Bene- 


fits include superannuation, fares 
Perth for appointee and depend 
family, removal allowance, — leave 


and long service leave, 


Conditions of appointment will be spec- © 


-fied in any offer of appointment which . 


may be made as a result of this 
advertisement. 


Written applications quoting reference | 
number, telephone number, qualifica- 

tions. and experience, and the names, 

addresses and fax/telephone numbers 

of three referees should reach the Di- 

rector, Personnel Services, The Uni- 

versity of Western Australia, Nedlands 

6008, Australia by 6 April 1990. 


Equal Employment Opportunity is Uni- 
versity Policy. 





- INTERN ATIONAL 


PROPER EX 


HISTORIC - FARMHOUSE. West 
Sussex. Easy access to London. 7 
Beds, 3 Recep. Beautifully furnish 
To let £4 500 pon, — 3 776308 








North Florida 
Elegant fly in country estate. Custom 2 
story stone and cedar 5000 sq ft home 
separate 41' x 42' hangar situated on 
5j acres in private aircraft community 
surrounding 2600 ft runway. 


Contact j h Schretzmann 904-755- _ 
0211. Price “$425,000 US or equal £, 
SF, OM, Yen. 


ANTIGUA, WEST INDIES 


Well established beachfront apartment 
development offers for sale blocks of 2 
or 4 two-bedroom apartments, Excellent 
investment, particularly for Hong Kong 
Japan investors with long-term interest 
in Caribbean. Owner manager will pro- 
vide ongoing management services. 


if not interested in purchasing, tryusfor | 
] a quiet, relaxing vacation. Please call | 
913675 5118 for holiday reservations. | 


Barrymore Beach Club, PO Box 244, 
Antigua. Thx: 2069, Fax: 809462 4140. 





THE ECONOMIST MARCH 31990 













University of Reading: . D 


LECTURER IN THE DEPARTA ‘ENT 


OF AGRICULTURAL ECONOMICS 
AND MANAGEMENT | 


e are e invited ed — Aca- 









. dates should ia have 
qualifications in Agricultu 

_ ies, Economics ora. relevant discipline, 
with research interests spanning eco- 
nomics, management and marketing 
— to rural resources, agriculture's 


input industries, farming and food. The 
appointee will teach on courses in Agri- 
cultural and Food Economics. Initial 
salary up to £13,527 per annum on the 
Lecturer Grade A scale (under review 
from 1 April 1990) plus US$ benefits. 
Further particulars. and application 
forms (two copies) are available from 
the Personne! Office, University of 
Reading, Whitéknights, PO Box 217, 
Reading RG6 2AH, telephone 0734 
318751. Closing date 31 March 1990. 
Please quote ref: AC 9014. 








of Stirling 


cturer or College Lecturer. 


| heme. 


Iniversity Coll 
ext 1413; Fax: 6 





29 March 1990. | 





The — of Political Econom yat Unierstty College Dublin 
_ is the largest economics departi j 
und € asna saepe i Facul 


à Sore fans. in ‘Economics. (pr 
ind a strong research orientation. 


This appointment will be made at the 


e current salary scales are: 
sistant Lecturer: IR£11,272-IRE18,111- 
liege Lecturer: IR£17,508-IR£25,420 


ry point on the relevant scale will be. in accordance with 
ualifications and experience. There i isa non-contributory pension 





. INS TITU TE FOR 
RETAIL STUDIES 


]| FRASER OF ALLANDER 


CHAIR C or. 






st — m 
| ulars from the 





in Ireland. It provides 









imme. The Department has. 

eminated through the 

| should have a post- 
ly a PhD or equivalent). 


level of either. Assistant 


7 7 App plication Procedure - 

"Prior to application, further particulars (including application 
rocedure). should be obtained from the Personnel Officer, 
e — Belfield, Dublin 4, telephone 693244, 


Further information — the post may also be obtained 
rom Professor Peter Neary, Head of Department of Political 
Economy, telephone 693244, ext 8334; Fax: 830068. 


The closing date for bud of HOPES appe is Turic 























f Arts and Commerce as — 


B 


Oxford Institute of Information Management 


RESEARCH ASSOCIATE | 
added sec — innovation. $ 


| Applications are invited for a — research h post (ay " 





Further particulars from Stephanie Parsons. — 
1 ble, ee 


Econo ic > Fóréc aS ting | 
Professorial Fellow _ 


Applications are invited for the above post 
in the Centre for Economic. Forecasting. The 
Centre has an international reputation for its 
macroeconomic research, with particular 
emphasis on forecasting and policy analysis of 
the UK and international, economies. 

The new appointee is expected to work 
with the Centre’s existing senior staff to 
strengthen further its research and forecasting 
activities, and to initiate new directions of 
research, as well as to undertake some 
teaching. Remuneration will be within the 
current professorial range plus London 
Allowance. 

Interested applicants are invited to 
telephone Professor David Currie, Director of 
the Centre, as soon as possible, for further 
particulars, and to submit a curriculum vitae 
and the names of three referees to: 





Professor Paul Marsh, Faculty Dean, London Business School, I 
| Sussex Place, Regent's Park, London NWI «SA, UK. ~~. 
Tel: 01-262 5050. Fax: 01-724 1815. Telex: 27461 LBS: KOX G 








f; INTERNATIONAL POTATO CENTER (CIP) 








HEAD, SOCIAL SCI 


The international Potato Center, a member of the Consultative. Group on international Agricultural Research, is 
seeking candidates for the position of Head of the Social Science Department, based at Headquarters in Lima, Peru. 
The Department is staffed by agricultural economists, anthropologists and sociologists located in the host country and 
at regional headquarters. The Department Head will provide research and administrative leadership while maintaining 


will promote the integration of a social science perspective in research on potatoes and sweet potatoes, both at CIP 
and in national institutions in developing countries. The Department Head will encourage excellence in research and 
support scholarly publications. The position entails travelling for up to approximately three months a year. Candidates 
must have a PhD or equivalent in economics, anthropology or sociology and interdisciplinary research experience in 
technology related issues in developing countries. Research management experience and a demonstrated leadership 
ability are expected, and Spanish language ability is desirable. Salary and perquisites are internationally competitive. 
The closing date for applications is. 15 May, and it is expected to identify the successful candidate by 1 July. 


— Senda letter of interest, a current vita and names and addresses of three references to Dr Richard L. Sawyer, 


Final selection will be based on a personal interview at CIP's Headquarters. 








= GRADUATE . 
ECONOMIST/STATISTICIAN 
SALARY UP TO £14,791 PER ANNUM 


Are you interested in a challenging and rewarding position within a company 
that actively encourages personal development? 


We can provide the opportuni aye the enthusiasm, energy and. — | 
self-motivation to play a key: pments taking place within — | 

| the field of Energ » 

eadquarters in Cardi 








incipal task will be to 
ions for South Wales ~~ 


Operating from our H 


ff, y $ 
monitor economic i 











of vital importance 
the private sector. 
alysis and the 
‘Capable of working _ 


nomi 














application of 










expected of a major | - 
| elocation assistance . 
portunities for advancement and company o 


t Seer rye 


in addition to a com 
employer and incl ud 
where appropri 































If you have the qualifications, pen 8s and practica! ability to meet the 
demands of this position, call into or telephone any South Wales Electricity 
. Office for an Application Form which should be returned to the 
Personnel Manager, South Wales Electricity, St. Mellons, Cardiff CF3 9XW, 


d by Friday, 9th March, 1990 quoting reference "SV13/90/E" 


‘THE POWER TO 
SHAPE YOUR FUTURE 
^. We are an equal opportunity employer 


h Wales Electricity G Trydan De Cymru 


paata 


:NCE DEPARTMENT | 


. & personal research program: He or she will guide staff members in the identification of priority research activities 
through the involvement in interdisciplinary work across the areas of research concentration (called Thrusts). He or she 
























o] Young energetic British citizen'seeks 


F with multi-national company world- 


|o] business acumen in financial and 
_. Project management induding de- 


-F London W14 9us. 


— T YOUNG INTERNATIONAL E 


Univefsity of Hong Kong | 


LECTURER IN MANAGEMENT 
STUDIES" 


Applications are invited for a lecture- 
ship in Management Studies in the field 
of Accounting and Information Sys- 
tems. Applicants should possess ap- 
propriate higher degrees and/or profes- 
sional qualifications. Preference will be 


given to applicants with teaching and . 





















professional experience.” 


Annual salary (superannuable) is on 


, he scale: HK$233,700-$390,600 (11. 
— points) © (approximately: — £18,400- 
_ £90,750) (Sterling equivalent-as at 2. 
. January, 1990): Starting salary will 

depend on qualifications and experi- 

. ence. At current rates; salaries tax will 

» not exceed 15% of gross income. Chil- 


dren's education allowances, leave, 
and medical benefits are provided; 
housing or tenancy allowances are. 
provided in most cases at a charg 


i 7%% of salary. 
Director Genéral, CIP, Aptdo 5969, Lima, Peru. Telephone 51-14-366920. Telex 25672 PE. Fax 51-14-351570. | 


Further particulars and application 
forms may: be obtained from Appoint- 


. ments (37552), Association, of Com- 


monwealth Universities, 36 Gordon 
Square, London WC1H OPF, UK, or 
from the Secretary, Faculty of Social 


Sciences, University of Hong Kong, 
,. | Hong Kong [Fax (852)-8582549]. Ap- 
b. | plicants are additionally requested to 

^ provide, in respect of their major re- 

7. search area: a short descriptive title; 

.» and a brief summary of the work they 
. have undertaken and the direction in 
. Which their work is proceeding. Closes: 


4 May 1990. 





NUFFIELD COLLEGE, OXFORD 


Official Fellowship in European 
Politics and Directorship of the Centre 
l for European Studies 







European Politics, broadly conceived, tenabie 
from 1 October 1990 






-. APPOINTMENTS 











challenging career opportunities 





wide. Extensively travelled within 
Pacific basin wherein five years and 

















rivative: Reference available — Mark 
 McElney,. 103a, , Comeragh Road, 



































x at T ; Managerial Skill 
ua Development: 







Unique prof ssional and skilboriented 
international courses. dm. 











| PO Box 1203. 
6201 BE. Maastricht. 
-The Netherlands | 


Telefax: 0436 618330. m 56729 


h titie for Management Rv) 





. Corp orate Finance 
vening Programm e 























This Programme meets on Monday evenings throughout the ^C 
academic year so that otherwise fully commute 





_> intensive programme covering accounting, Cofpora 
*; vand financial planning 2 and policy. The Programme provides a thorough 
is taught by experienced faculty of London Business School. 
Programme Director: Professor Julian Franks | — 


ates and Fees 
|» Accounting Tools for Managers 


Corporate Finance - 


: : Second & Third Term: E 
i o. au 14 January ~ 18 March 1991. 


inner and all materials included i in fee. Fors a derailed brochure please 
“contact: 






Sasan Park, — — Finance Evening Pro 
: 01-724 1875. — 27461 LBS KOX G. 










| Tel: 01-262 5050. Fax: 


STMARCH31990 . 


k and gem (april | 


I: — ong — commitment and - 


7 Z Managers and Professional Staff | 


d:managers.can_ attend an . 
te financial decisions, .- 


coverage of the groundwork and current issues in corporate finance; and... | 


y programme: I 8 October 1990 - 24 June. 1991 £3,900 AU 


. BOctober—10 December 1990 £1,400 


22 April = 24 June 1991 > d. 500 






— Businces Schodh Susvex Place, Regents Park, Lindon NWE 4SA, UK. | 





UNIVERSITY OF 


The MBA i is ; the i . fes: onal management. 
qe eee for those who want fo get ahead i in 


plo ment market. 
nave the flexibility 
; ying —— As 
WI m —beitsmall .- 















— Men you 
——— án 


i snoton easy yop tio bu en the WarwickMBA — | 
efro of Europe'sleading — |. 

EB reino Te khu igh ston dor Isad | 
80 do were d good honou deg | (or eC pos 
~- professional.q —— iogar with —— — 


alities hi MBA are as important 








Take tha frst step, and’ cal or ‘write io Us s todoy for 
further information. 
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Toi Distance Éearir MBA Office,’ Narwick 
University of Werwick, Coventry CV47AL T 
Tel: (0203) 524100 Telex: 317472 UNIREG 
Fax: —— 52371 9 EE TT 










NAME 


ADDRESS 








BUSINESS SCHOO 


POSTCODE. — 


we eee ee eee 


a 


€ mm momo mom a 


- 


STUDIES IN EUROPE 
*BUSINESS ADMINISTRATION 
* HOTEL MANAGEMENT 
*LAW/PUBLIC ADMINISTRATION _ 
*INTERNATIONAL RELATIONS & DIPLOMACY 
* COMMERCIAL ART * PRE-MEDICINE 
* COMPUTER SYSTEMS MANAGEMENT 
. . *PRE-ENGINEERING . . 
ENGLISH * GERMAN * FRENCH * SPANISH 
A unique opportunity to study for an American degree in 
some of the major cities of Europe - London, Paris, 
Madrid, Heidelberg, Strasbourg and Switzerland. 
Schiller offers the above and other programs at its centers 
where English is the language of instruction and 
admission is a High School Diploma. Schiller is an 
independent university authorised by the Delaware State 
Board of Education to award Associate, Bachelor and 
Master degrees. — | 


SCHILLER INTERNATIONAL UNIVERSITY (Dept £24) 
__31 Waterloo Road - London SE1 8TX 
Tel: (01) 928 8484 - Telex: 8812438 SCOL - Fax (01)620 1226 
(Accredited member AICS Washington DC, USA) 


NIMBAS NIMBAS, The Netherlands Institute for Br 
— — MBAStdieshasestablisheda partnership Ma g 


adford 


— 
M. | with the University of Bradford Manage- | e 
j ment Centre, one of Europe's leading 
business schools. 


* 


Why study for the Bradford MBA in The Netherlands? 

As a small nation, with an open economy and an exceptional knowledge of 
. foreign cultures and languages, the Netherlands has acquired through centu- 

ries of experience a great reputation and expertise in international business and 


trade. Against the background of Europe 1992 the Netherlands business envi- - 


ronment is the most dynamic location m which to study for your MBA degree. 


NIMBAS-Bradford MBA: Key Facts — | 
€ The NIMBAS-Bradford MBA has an excellent international reputation 
e The NIMBAS-Bradford MBA combines theory and practice, creating more 
efficient and effective internationally-oriented managers 
€ The NIMBAS-Bradford MBA is designed for managers who already possess 
a university degree (or equivalent) and a minimum of two years work 
experience ^— ^ | 
c] *8 The NIMBAS-Bradlord MBA is a 13 months Full-Time Programme, 
— taught in English. 
For further information, please contact: 
Postgraduate Secretary, NIMBAS, P.O. Box 2040, 3500 GA Utrecht, 
The Netherlands, Fax: 31 3409 1237. 













MSc in Economics 


| 






; The most renowned school for French 


INSTITUT DE FRANCAIS 
Overlooking the Riviera's most beautiful bay 
MAKES LEARNING FRENCH 
A WONDERFUL AND UNIQUE EXPERIENCE 


For adults. 8.30am-Spm: B levels: Beginner | to Advanced Il 
LODGING IN PRIVATE APTS. AND 2 MEALS INCLUDED 


Next 2-, 3- or 4-weeks immersion course starts 5 March - 2 April 1990 and all year. 
20 years of research and experience In the effective teaching of French to adults. 
INSTITUT DE FRANCAIS — EC3 

23 Av. Gés-Lederc 06 VILLEFRANCHE/MER. T. 93 01 88 44. Tx. 970.989F, Fe. 93 76 92 17 















Queen Mary and Westfield College 


University of London 


GRADUATE STUDIES IN ECONOMICS 









PhD/MPhil oh pee eS 

Supervision, leading to these research degrees, i$ offered in many areas including macroeconomics, 
microeconomics, economics of Latin America, development economics, labour economics, industrial 
A part-time two year option is available for both MSc courses. Pre-sessional English COUISOS 
are offered in July, August and September. The Department of Economics is recognised by the ESRC. 
Some scholarships are available. pole low 
Further details and application forms from: Higher Deg Office, Queen Mary and Westfield 
College, University of London, Mite End Road, London E1 4NS, United Kingdom. 


















UNIVERSITY OF STRATHCLYDE 
DEPARTMENT OF MARKETING 


qut 















This new one year full-time programme is offered by Europe . 

largest Department of Marketing. It is desi — BaS n 

marketers with the skills need: 

"global village”. 

Think about the following... | 

What promotion, distribution and pricing policies are required for 

success in intemational markets? * | 

How should the — Fr aa of EC and non-EC compa- 

nies change to handle ''1992''? 

Miles DENM entry policies are now most appropriate for Eastem 
urope | 7 | | 

is South Korea or Taiwan the next Japan? | 

How do consumer behaviour patterns vary across culture? 

. . if you appreciate the importance of these questions and their 

implications then this Master course is for you. 

Applications are invited from well-qualified business graduates 

and others who are seeking to develop specialist, relevant skills in 





to operate in the era of the 
















international marketing for the 1990s and beyond 
Further details available from: | g 














Professor St You 


















Tel: 041 552 4400, ext 3455. (74 *—D Telex: 77472 UNSLIB G 
Fax: 0415520778 | Sy 















obo. The.aim of this course’ is to provide skills peau ed for the use of forecasting techniques to 
|. analyse and predict using business data 
experience as well as graduates in economics or business related disciplines: The emphasis 


. J “The! Evening MBA is designed t to vache. a — ae emn 
knowledge and experience, which makes it the ideal course for a career 


— interruptions associated with full time study. 


. «The programme is geared to the City's key areas of concern, offering a e 
fu i34 iique opportuni to specialise in international management and - CERAN 66 
P — — ed SEE students de — to dr — poor of Language courses for motivated people. 
. business knowledge and are encouraged to develop analytical an HM 
| strategic thinking” CERAN LANGUES PROVENCE “sae, \ CERAN ARDENNES 
_ Applicants should have a good second class degree or — BF. 27 [280 T war | 280, Avenue du Chateau, 8-4880 SPA, 
Courses commence in September and ale F-30130 PONT-SAINT-ESPRIT | | BELGIUM Tel: (432) 87/87 71 64 
< For further information, please contact | FRANCE - Tel. (+33) 66 39 38.30 FAX (+32) 87/77 36 28 
Debra Durston, Assistant Admissions Officer | FAX (433) 6 39 37 20. ^ ERAN Telex 40630 coran b 
; ate the City — Business Sehon on: | University in USA : Languagency - Tel: (203) 287-1698 - FAX (203) 284-1827 
BUSINESS SCHOOL 






— For more informatio F ease contact Miss Wendy Hall, 01-253 4399, ext 4535, or write to 








Taking the — GRE Pts E CENTRE 


SE exams? i nn 
as For choosing an MBA course we su 
We CAN h help rankings & aie books. To help with ( MAT 
: | we sell the Official Guide, practice papers 
and} day courses ~ 
» April 28. Manchester 











SWITZERLAND 


High standard. sports activities, language courses, 
excursions, mountain hikes, summer skiing. 


INTERNATIONAL TEEN CAMP | 


LAUSANNE-Loke Geneva - Co-ed 15-19, July-August 


INTERNATIONAL JUNIOR CAMP | 


GSTAAD -Ber ese / e Coed 7-14, July- August 


Folder and references: ITC, PO. Box 122, CH-1012 — 
Phone: 056-22 67 78, Fax 4l diss 56 22 26 775 | 


| a For immediate attention contact 
“Tek: 01-993 3983 | E PasTest UK, Tel: 0565-55226 
4 Fax: 0565-50264 


























CITY UNIVERSITY. 
EVENING SHORT COURSE ^ 
FORECASTING FOR BUSINESS: AND ECONOMICS 


he course is designed for those with work 


is on practical aspects of forecasting and students will have the opportunity to gain hands- 
on computer experience in the analysis of individual company accounts and stock 
exchange data. Attendance i is two evenings per week, for 12 weeks, 


tmughtinEngish. = 
| "Bachetor | in Busines Administration | 





pel at Department. of Sciences, City AVION Northampton S quare, London ECTV 






| or 3 yearsin France! EE oe 
| «Master in Business Administration a] 
1 year: Paris or Hartford. 
Admission Requirements: 

1st year: Bac, High School Diploma ... 
| 2nd year: BTS, DEUG, DUT... 
| 3rd year: "License" or equivalent. 





For Lf: Acadnét V Wek gelu 
Degrees tor pecie ehe ment tote moth oftectis and 
secure in their Jobs or Professions. 

; Eam a BACHELOR'S MASTER'S or DOCTORATE Degree by 





industry, V We will assist g your degree fe 
second aedi eai andi imn une wd ion 


Send detailed résumé on work Me and academic experience for a no 
cost evaluation. 


PACIFIC WESTERN MM 


pt 137—USA 
. Fax: 2%: — 












— os ‘sex: 182315. 


E 
sii 
ipi 












R 1. intensive study — 38 — : 
2. Plus the constant practice of what. you | have learnt, every day : 
from 8 a.m. to 10 p.n., with teachers constantly present at meal- € 
times, breaks. and ir the evenings. 7 : E 
3. A total of 66 hours per week of full immersion i in the language. P3 
Ceran is a top class school for leaders in. business mane gem nt E 
and government. Our clients since 1975 include Alcatel, LAT. & Lh 
Canon, Deutsche Bank, Dow Corning, European Parliament, Ge 
man Foreign Office. Honeywell, Lufthansa, McKinsey , Mercedes- 

Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. - 


We also run holiday courses in French for young people (13-17). 



















in business. Taking up only two evenings a week, it avoids the career 











titii ener anres enirn mier etit ar — 
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| FAIRFAX UNIVERSITY | home study 
degree programs. Entry at any tima. 
Advanced credit given for prior learn- 
ing/experience. No classes to attend. 
For free catalogue, write: Fairfax Uni- 

versity, Dept EC, 2900 Energy Centre, 

New Orleans, A oS ied 















Details: HIM, d ne 
CH 1820 C Montreux, Switzerland 











Phone: 21-963 74 04 
rx] Fax: 21-963 80 16 
— [nc 453 261 HIM 


ACCREDITED ey sea | 


ONE DAY SEMINAR STRATEGY CLINIC FROM THE 
WORLD' S LEADING DISTRIBUTION CONSULTANTS 


London: April 10-May 8 
Brussels: May 16 
Frank Lynn is dedicated to help firms manage 
change and grow their markets. These one day. 
clinics will provide direction on the design, 
refinement and managernent of all aspects or 
channel marketing programmes. | 
It aims to benefit marketing professionals and. 
corporate planners in a variety of firms, but 
particularly those needing to im implement . 
multinational | marketing Strategies. In order for 
participants to gain the maximum help from the 
day, numbers are limited to 15 on each. 
Cost: £345.00 


— — —— — — — — 


To: Frank Lynn. & Associates Limited. 2 Queen Anne's Gate Buil idings 
London SWI —— ‘Telephone fat: 222 9055. Fax (0)1-222 1436 





Name... 
Coir ‘pany. 


| LEARN TO SPEAK FRENCH BY 






— — 


D Rac atl si 





_ HOME STUDY COURSE in economics. 
- A 10-lesson study that will throw light 
On today's baffling problems. Tuition 
free—srmall charge for materials. Write 
Henry George Institute, 121 E 30th 
Street, New York, NY 10016, USA. 








TOTAL NATURAL IMMERSION 
with French participants for ? 


intensive days in the DORDOGNE 


J. L Lote CIEL.BP.100 
Tel: 5391 4428. 































Participation (possibly. 
majority) available in 
internationally operating 
financial and investment 
services corporate group. 
Well introduced 1 in Asia, 
Australia and Europe. 










1 two of the five partners will retire 

seh 1992. . it is essential that new 
_ partners become active wo els involved, Unique 
| — for a qt untant, invest- 








interested in migrating to Australia. 


management company, desirous of interna- 
| tional expansion. 


|j tants, CPO Box 2292, Perth 6001, 
Western Australia. 
Att: G. J. Abdy, Farner. 


RARE BONDS FOR THE COLLEC- 
TOR. Decorative certificates for fram- 


ing. Send for our brochure. GKR Bonds. 
Ltd, PO Box 1, Kelvedon, Essex cos | 


9EH. Tel: 0376 71711. 


US HOUSING EXPORTS. 


Largest custom builder in Virginia will 
containerise and ship homes to your loca- 


tion. Many models to choose from or send 
us yout plans for bid. 


Call or write for free brochure, Northern 
Counties Lumber Inc, Route 50 West 
Box 97, U 


592-3232. ax: (703) 392-1552. 





| Us IMMIGRATION 


. Licensed attorney. 
` Practice limited to US immigration law. 


125 125 Main St Westport, t CT 06880 390 


| Tet: (2001226-1223. Fax: G Fax: (203)454-7890 


„COMPANIES 


TOWER STREET 
RAMSEY 


ISLE OF MAN 
TEL: 1 800 2834444 (TOLL FREE IF 
PHONING USA). 


FAX 0624 815548 | 








| the promotional travel fie 


The — has: Ped profitable for many- 











Also interesting for a Bank or an investment | 








authorised agent: 
& Morris, Chartered Accoun- |. 









,PO | 
ille, VA 22176. Tel: (763) 


$92, Var 











[LE Unie shal v te abe to any 
| | person for or incur 
^] or suffered as a result of. his/her 


TEL: 0800 269900 (TOLL FREE) | | 
— TE Ex eost. __| L met published in The & 





CORPORATE DADDY 
Smali but rapidly expanding company in 
id seeks Corpo- 
rate Daddy: someone who can kick us into. 
shape, advise, help develop and take an 
Me. interest. 
offer 


Box Mo 3692, The Economist initio e oy 


| e 25 St James's Street, London 


spes lich * manager who & |: 1.3 re É : | | 


shed Qi Gas Company has limited 
f opportunities io participate in 
& ramme in 


Development Oil & Gas Drilling 
weil established productive. Pede in Central 


| United States, Guif Coast and COMM 
“Send inquiries dice uo 
: Mem n 17h Les Suite 1816, 


80202 USA. Tet: : (303 
825-7315; Fax: (309) 825-7318. 


‘ITALY. CASTLES IN THE 


SK Y¥—or villas in the vineyard. The 
| best city or country rentals all over 
ITALY, American specialist based in 
i Rome will help design the perfect holiday. 


INTERNATIONAL SERVICES, Piazza di 
"Spagna 35, Rome, Haly. Fax: (011-39-6) 
585-0943; ^ Uus (212) 794 1534. 





"AUTHORS WANTED 
BY NY PUBLISHER 


Leading ge ol book publisher — 
rbi Of all types, fiction, | 





| juverniie, scholarly a 
———— etc. New Mu woi- 


comed, Send for free 


Press, 516 W, 34th 
Street, New York NY 10001 USA 





| EXECUTIVE HOTEL 


- . 57 PONT STREET 
KNIGHTSBRIDGE 
LONDON SW1X 0BD 

Yel: 01-681 2424 
“Fax: 01-589 9456 
Telex: 941 3498 EXECUT G 


Single bedroom £49.95 + VAT 
Double or Twin £74.95 + VAT 


Elegance, privacy and exceptional 


.| value in one of the world's most 
fashionable aighbourh: 


A LINBAR EXCLUSIVE HOTEL 








Readers are 
recommended 

to make appropriate enquiries and 

take pea advice before send- 

—— money, incurring any ex- 

ing into a binding 

| to an adver- 







accepting or offering to accept.an i 
invitation contained uL n — 


Possible partnership | 













OF YOUR OWN HOME 





€ DISPUTE RESOLUTION 
SYSTEM DESIGN 

@ MEDIATOR TRAINING 
FOR SUPERVISORS 

| @ TRAINING AND | 

DEVELOPMENT 

STRATEGIES 


LG 


KILGOUR, 











P.O. BOX 1008, 
STRATFORD, ONTARIO 
NSA 6W4 


TELEPHONE 519-273-7270 — 
TELEFAX 519-273-7271 | 





THE PARKES 


LONDON’ § LATEST SUITE HOTEL 
| LUXURIOUSLY, APPOINTED 


HOTEL ROOMS (from) 
| SLEEPS2 — £85.00 VAT 


WE SUITES (from) 
. | SLEEPS 4 

























E INCLUSIVE OF: 

X Sumptuous English buffet 
breakfast 

.* Colour TV radio 

x Direct dial telephone 


E chocolate & biscuits 
' Complimentary newspapers 


Quest lounge 

ironing centre/trouser press 
Room safe 
1-43 Beaufort Gardens 
^ Knightsbridge | __ 
London SW3 IPW. 


Tel: 01-581 9944 — Fax: 01-225 3447 


Telex: 268235... 


IOMISTMARCH31990 





Let us help you in finding the right 
business partner in Norwa 


WITH ALL THE COMFORTS| 


F seca one week, £336 t o £605 p pw., NAE 
‘info. Tet pizza. 0184. Fax "01-225 4 
0280. Telex 893095. — 


GOODMAN INC. | 







£14450* VAT| — 


* 

** Luxury kitchenette in each suite 
^* Luxurious appointed bathrooms ` 
* 

* 



























SHOOTING — 
FISHING & SAFARIS — 


Custom-tailored to individual, group 
_ or corporate requirements. - 


For the finest specialist Adventure 
Activities Worldwide, contact: 


i 4 Sporting International (Europe) Ltd 
UE | 101d Bond Street treet, London W1X 3DB.- 

$e 01-529 2044 š 
Fax 01-491 9177  — 









BUSINESS IN IMMIGRATION TO BRITAIN 
N ORWAY Do you need sound advice on UK Immigration 
matters? if so, come to the Professionals. 


Former senior officials of the UK immigration 
y- ct including | 








































1 To immigrant CANA ar * adv 
| so we — bank : or nae gage gui 










Tet: Mu M0 2063 2003 — | 
Fax: — 7m 6743 












) n Tenders are invited for the — of the ssets and business undertaking of . 
E Futureflora Australia Pty Limited (Receiver and Manas d) which are. 
^ - situated on 210 (approx) acres of land at Nelson Bay 180 km north of Sydney in the 

pos state of New South Wales. | 
A J : The operations of the company encompass — and field floriculture and 


E lude the’ cultivation. of n roses and — species of cut flowers including 




























S offered indude: 


s (A "state-of-the-art" facility of hectares iid planted with 220,000 roses, featuring 
M — controlled environmental and fertigation syste 

| — ae and heating and d lighting s systema. oe 
Plastic Igloos 

~ 46 demountable structures comprising an area of 12 metres by 34 metres. 


~ Other assets offered include cut flower processing and temperature controlled 
-- storage facilities, plant and equipment suitable for field cultivation and PME 
.. and bar facilities licensed to accommodate 150 persons and other tourist assets. 
* ~ Tenders, completed in the prescribed format, close at 5.00pm on 30 March 1990. 

* | Copies of tender documentation and other information be obtained from. 
- f Mr G Urwin or Mr J Smith at Sydney, telephone (02) 266 0655 or facsimile 

1 (02) 264 6554. | 
JP Smith, Receiver and M Futureflora Australia Pty Limited. 


lanager, 
clo Horwath & Horwath, 307 Pitt Street, Sydney 2000, Au 
. Tel: (02) 266 0655 Fax: oS. 




























































Sarah Hodge Recruitment — 
| Need a Top Secretary? | 


| Call (01)434-0030 | 
215-217 Oxford St London WIR 14H. 























individuals, E work 
‘mits and visas for businessmen. 
and dependents. Further details 


from: 
i a 





———— — rue p i 





: 01-629 3776/3801; Pax: 01-493 2381 
5, AMEX and all other major credit cards accepted 











US TAXATION 
US Expatriates 
Resident/Non Resident Aliens 


Sonya Morrison Clark 


. Certified Public Accountant 
125 Main St, Westport, CT 06880 
Tel: (203) 222-9670. 

Fax: (203) 454-7890 








"CUT THE COST OF 
YOUR STAY IN LONDON 


f Take a furnished self-contained service apartment 
im Pip sinl nad: Ha fear Harrods: E nig 


kitchen-dinette, . — , colour TV, 
central heating, elevator. iiia E 1-2 persons. Bro- 


I chum — —— 


Nee [acne Gardens, ——— $W7 
Tei: 01-584 4123. Telex: 205441 (Ret KSF) 
UK Free — 800 — gs oniy) 





WILLETT HOTEL 
32 Sloane Gardens, 
London SW1W 8DJ. 

Tel: 01-824 8415. 
Fax: 01-624 8415 
Telex: 926678 


Small character town house; off Sloane 
P Square. All modern: facilities. Full English 





breakfast inclusive of very * 
^. ALINBAR EXCLUSIVE HOTEL 





THE FOURTH ANNUAL AMEX BANK REVIEW AWARDS 


IN MEMORY OF ROBERT MARJOLIN 


American Express Bank invites 
entries for the 1990 essay competition 
in international economics and 
financial markets. The Awards total 
-US $56,000, with a first prize of 

. US $25,000. | 


All entries must be submitied nolater . [| 
an June 30,1990. Fordetailsandan — | 
- entry form call 01-583-6666, Or write to 
. The Editors, The AMEX Bank Review, 
| 60 Buckingham Palace Road, London 

. .,, SWIW ORR, UK, 






MARKET RESEARCH for business 
plans, marketing and acquisitions. Cali 
Perceptive Research Ltd on 01-404 
5011. 





WISH TO PURCHASE 1 or 2-person 
representative firm dealing in service or 
product based in Monaco or Brussels. 
Established, commission based. Amer- 
ican seeking involvement, English, 
German, 
spoken. FAX to rele 756 2803 (USA). 













Tow TO LEGALLY OBTAIN A 
SECOND FOREIGN PASSPORT 
A. SECOND PASSPORT OFFERS: 
. MORE FREEDOM, GREATER SECURI- 
TY, INVESTMENT OPPORTUNITIE: 

AND CAN HELP TO SAVE TAXES 






pope te ae 


US$1 


"HENLEY. | 


. Dutch, some “Spanish ^ 


2ND PASSPORT/DR. LICENCES. 
Special reports. Any country. INI, 26 
Kleomenu Athens 10675 Greece. Fax 
7219080. 





FORMULAS" — 


Research — 800 acy Si — 





a as Cus- 


tom. built IBM PC. programs, for fast 
response. Call Pel rJ: Menter 01-802 
7136. * 





EUROWATCH - - Daily information ser- 
vice.on. European affairs for Business- 
es — from Morris-Cotterill, oo 


London. Fax + 44.81 597.6368. 





‘OVERSEAS POSITIONS. ‘Hundreds of 
top-paying positions. All occupations. 
‘Free. details. Overseas Employment 


of Mt Royal, Quebec, Canada H3P 
3C7. 





IMMIGRATION—CANADA - 


One of Canada's largest 


investment houses offers bank or first. mortgage guaranteed 
investments in the Investor-Immigrant Program. 


| We are leaders in the field of Investor- -immigration in Canada. Co 





-Lévesque Beaubien Geoffrion inc. HN XE 
C/O Mr Louis-Leblanc or Mr Stan Siscoe, 1155 Metcalfe, Montreal Canada H3B 459. 


Telephone 514/679-5576 " 
514/879 3652. 






T Canines and — training a 


- . Regions of particular interest are the Pac 
z Asia, United Arab countries and India. 


| Please e address inquiries in confidence t to: 


Allan L: Morrison, Director legal — 


NSZ Group Inc. | 
30 Wertheim Court, Unit mm 


Richmond Hill, Ontario, Canada 


L4B 1B9 





Fax 514/879-1015 


Go —— 
in the direction of your dreams. 
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C—O 
OUTPUT, DEMAND AND JOBS French cop expanded by 1.1% in the fourth quarter, to give a 12- 


month growth rate of 3.5%. Over the same period Switzerland's Gop grew by 2.8%. Dutch industrial 
production jumped by ap impressive 10% during last year. Italy's unemployment rate fell to 10.9% 
in January, France’s to 9.4% in December. Canada’s retail sales declined by 1.7% last year. In the 
12 months to November retail sales rose by 5.8% in Japan, 1.6% in Sweden and only 0.2% in 
Switzerland. 


% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest — year ago 
Australia + 3.1 + 06 oct +26 +54 m + 38 + 5.0 a 6.2 Jan 6.9 
+ 23 + 38 oa na na + 09 + 48 sept 10.1 os’ — 10.9 
Canada — 0.8 +08 Www +23 +23 0 +17 — 1.7 0« 7.8 Jan 7.6 
France — 0.5 ^ 18 Ow * 45 + 3.5 o — 44 + 1.1 Der 9.4 Dec 10.1 
W. Germany + 4.5 +54 Dw + 37 +39 om +79 + 23 De 77 m 8.0 
Holland +14.0 +10.0 tec — 48 +33 m +10.2 + 8.1 Mays 5.5 Dec 6.2 
Italy +30 +20 tw +32 +280 + 78 — 7.1 Dł 10.9 m* — 108 
Japan + 27 + 3.2 e +122 +52 0 +13.9 + 5.8 Www 2.1 Dec 2.3 
Spain —18 34 tw na na —20.1 + 76 e 15.9 Jan 18.2 
Sweden +59 +42 e na +19 0 + 47 + 16 Nov 16 u* 1.7 
~ fitzerland — 68 +06 o +19 + 28 o — 25 + 02 ww 0.6 ian’ 0.7 
{ +24 +16 xc + 24 + 241 o +13 + 28 m 5.7 Jan 7.0 
usA — 09 +01 Jan + 09 +25 o — 44 + 07 dec 5.3 Jan 5.4 


Value index deflated by CP1.** 1988. 


eee eee 
PRICES AND WAGES Swedish consumer prices jumped by 3.2% in January, mainly because of an 
increase in indirect taxes; the 12-month inflation rate rose to 8.8%, the highest in our table. French 
consumer-price inflation was only 3.4% over the same period. Canadian wages grew by 6.4% in 
the year to December, a real rise of 1.3%, while the 6.6% pay rise of Italian workers in the 12 
months to November matched the increase in consumer prices. 


consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 

Australia + 77 + 78 Ww + 42 + 7.0 ov + 42 + 7.5 sep” 
+ 11 + 3.6 san + 40 + 5.0 Nov + 3.7 + 42 a 

Canada + 3.5 + 55 m — 23 + 02 De + 88 + 64 bec 
France + 29 + 34 m — 18 + 500 + 3.9 + 40 Sep* 
WwW. + 2.1 + 27 m * 17 + 18 um + 1.2 + 40 Ox 
Holland + 0.7 + 2.1 Jan — 19 + 1.0 dec + 06 + 18 tec 
I + 741 + 63 um 4 60 + 54 dec + 44 + 6.6 Nov" 
+ 26 + 28 dec — 09 + 3.7 m + 44 + 7.0 0« 

+ 56 + 6.7 Jan + 1,7 + 3.6 dec + 27 + 53 àn 

Sweden + 9.7 + 8.8 san + 3.6 + 63 dec +13.0 +10.1 »»* 
Switzerland + 94 + 5.1 Jan + 12 + 22 m +15.7 + 3.6 a* 
— + 81 + 7.7 Jn + 51 + 52 m *12.1 + 93 dec 
A + 46 + 52 » + 68 + 5B san + 42 + 45 * 
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COMMODITY PRICE INDEX 
Coffee producers from Mex- 
ico, Colombia and five Cen- 
tral American countries have supported 
America’s proposal for a new coffee agree- 
ment to replace the one that collapsed last 
June. The key elements will be a single 
market, in which member producers and 
consumers will trade only among them- 
selves, and export quotas. In the first year 





dry weather in Mexico and Brazil will harm 
the coming crop. 


1985= 100 % change on 
Feb20 Feb 27t ane one 
month year 





Dollar index 
All items 123.7 123.2 +43 —19.1 



































Food 99.4 989 +13 -—157 
All 147.9 1474 +63 -—212 
Nfa tt 138.7 1383 +13 +15 
Metals 154.4 1537 +097 -—311 

Sterling index 

All items 93.1 934 +38 -—165 

Food 747 750 +09 -—130 

Industrials 
All 111.3 1118 +58 —187 
Nia tt 104.3 1049 +09 +48 
Metals 116.2 1166 +93 -—289 

SDR index 

All items 94.5 949 +50 -—189 

Food 75.9 762 +21 —154 
All 113.0 1136 +71 —210 
Nfa tt 105.9 1066 +21 +18 
Metals 117.9 1184 +106 -—30.9 

Gold 

$ per oz 419.75 40850 — 26 + 56 

Crude oil North Sea Brent 

$ per barrel 19.63 19.53 — 19 +142 


f Provisional $¢ Non-food agriculturals 
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m BUSINESS CONFIDENCE Dun & Brad- 
street's latest survey of sales expectations 
shows that businessmen in the few countries 
in the chart are gloomier about sales pros- 
pects. A net balance (optimists less pessi- 
mists) of 4496 of businessmen still expect 
sales in the first quarter of 1990 to in- 
crease—but this is the third quarter in a row 
that the balance has fallen. In Britain more 
businessmen think sales will fall than rise 
this quarter, suggesting the government's 
high interest-rate policy is having an effect. 
In Australia, where interest rates are higher 
still, a net 2896 think sales will be higher in 
the first quarter of 1990, almost half the 
balance in the first quarter of 1989. Italy is 
the only country where confidence appears 
to have increased: a net 7396 of business- 
men expect sales to rise. 





ES 


Footnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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im SHARE PRICES The Morgan Stanley Cap- 
ital International world index of share prices 
rose by 9.2% in dollar terms from the 
beginning of 1989 to the end of January this 
year. The largest sectoral increase was in 
gold-mining shares. Buoyed by a higher gold 
price they rose by a glittering 7096, having 
fallen by 3496 in 1988—that year's worst 
| performer. The continued expansion of world 
= -| trade helped to boost shipping shares by 

| 3396, slightly less than their 5596 rise in 
1988. Shares in leisure and tourism were up 
by 3196, while beverages and tobacco rose 
3096. The biggest turnaround was in steel 
shares which fell by 1696, compared with an 
impressive 12896 gain in 1988. The decline 
in 1989 was largely in anticipation of a fall in 
demand this year, as industries are expected 
to run down their stocks. 
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WORLD BOURSES Tokyo dived this week, ending 8.1% down; it lost 457% on February 26th, its 
second-largest one-day fall. All other markets fell, except New York and Stockholm. Frankfurt lost 
2.2%, and London 1.0%. The world index was down by 4.1%. 














Stock price indices % Change on 
Feb 27 — — one one record 31/12/88 
high low week year high in local in $ 
currency terms 
Australia 1570.4 1781.8 1412.9 — 97 + 57 —31.9 + 56 — 59 
Beigium 5619.4 6805.3 5519.3 — 3.5 * 10 —17.4 + 10 ck 7A 
Canada 3660.3 4037.8 3350.5 — 0.8 + 25 —11.0 * 8.5 * 8.5 
France 494.6 561.6 417.9 — 10 + 17431 —11.9 +19.0 +26.4 
W.Germany 2194.9 2370.8 1595.7 — 22 + 35.6 — 74 +32.9 +40.0 
Holland 187.3 210.5 166.7 — 141 + 91 —11.0 *13.0 +19.2 
Hongkong 2932.6 3309.6 2093.6 — 1.6 = "Or —25.8 + 91 + 91 
651.8 734.8 577.5 — 24 * 129 —28.2 +10.5 +15.9 
Japan 33898.0 38915.9 30183.8 — 8.1 + 60 —12.9 +12.4 — 8,5 
Singapore 1535.1 1595.4 1030.7 — 38 + 386 — 38 +478 +54.0 
South Africa 2974.0 3211.0 1961.0 — 42 + 329 — 74 +52.2 +62.1ł 
Spain 272.1 328.9 268.6 — 9.5 + 10 —17.3 — 08 + 36 
Sweden 1169.0* 1373.0 968.5 + 25 + 61 —14.9 *153 1157 « 
Switzerland 760.0 829.1 613.1 — 15 * 200 — 83 +25.9 +27.5 
UK 2254.8 2463.7 1782.8 — 10 * 126 — 8.5 +25.7 +17.6 
USA 2617.1 2810.2 2144.6 + 08 + 15.9 — 69 +20.7 +20.7 


Worldt 510.6 571.0 487.6 — 41 + 06 —10.6 + 3.3 +33 
*New series $ Morgan Stanley Capital International tConverted at financial rate 





Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 
Narrow Broad  Overn 3 months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] * lending 3months long-term 3 months 


Australia + 2.1 +22.4 te 16.45 16.23 19.50 — 1623 13.34 14.46 1578 13.75 
Belgium + 5.5 * 94 2 10.38 10.40 1325 10.25 10.97 10.81 10.56 10.68 
Canada * 07 +12.5 » 1400 1330 14.25 13.25 10.45 11.25 13.133 11.45 

















France + 74 + 67 Ww 1025 10.63 11.00 . 10.81 10.11 10.99 10.25 — 10.09 
w + 53 + 53 dec 7.80 8.30 10.50 7.55 8.95 8.95 8.38 9.13 
Holland + 67 +14.2 Dec 8.75 8.95 10,75 8.95 8.89 9,67 8.94 9.10 
+11.3 +11.0 õe — 1300 13.75°* 14.00 na 12.41 12.06 1275 12.17 
Japan — 0.6 +11.5 Jan 6.56 6.25 4.88 2.04 6.94 6.94 7.38 7.04 
*13.7 +11.8 te 15.117 15.56 16.25 7.25 13.23 14.30 15.70 
Sweden na + 63^» 15.25 1525 na 14.95 14.54 15.35 14.94 14.65 
Switzerland — 6.5 + 62 ww 9.00 9.19 11.00 B.25 6.45 7.04 9.13 7.28 
UK +a +658 +18.2 ‘wi 13.73 15.09 16.00 15.09 10.95 12.97 1513. 1246 . 
USA + 14 + 32 wm 8.25 8.16 10.00 8.24 8.56 9.33 8.31 8.7 








venska ; 
MN MM RE, "COPE, The MEFA Grete Thana rates ane are indicative only and Tora et ona Bark Nagrand Senda Pana 














TRADE, EXCHANGE RATES AND RESERVES Britain's visible-trade deficit widened to $3.2 billion in January from a revised $1.5 billion in December; 
its 12-month deficit narrowed marginally to $37.7 billion. France’s trade deficit increased to $6.8 billion in 1989, and its current-account deficit was 
roughly unchanged at $3.4 billion. The yen’s trade-weighted exchange rate fell 2.0%, the dollar rose 0.7% and sterling gained 0.4%. 








trade current- ‘trade-weightedt t 
^ BK —* currency units per $ currency units foreign ane 
latest latest 12 balance $bn 
month months latest 12 mths latest — year ago latest year ago per£ perSDR  perecu Dec year ago 
Australia + 0.39 oc  — 36 — 15.8 dec 88.4 88.6 1.32 1.25 2.22 1.73 1.59 13.4 13.6 
Belgium — 0.06 Ax + .13 + 39 o 110.1 106.0 35.1 38.2 59.4 46.2 42.6 10.8 9.3 
Canada — 0.08 dec * 40 — 149 qm 101.8 101.1 1.19 1.20 2.02 1.57 1.45 16.1 15.4 
— 0.38 tx — 68 — 94 à 103.9 99.3 5.70 .20 9.65 7.51 6.92 244** 26.3 
W. Germany + 523 De + 715 + 51.9 De 118.7 113.2 1.68 1.82 2.85 2.22 2.04 60.7 58.5 
Holland — 012 te + 37 + 63 m 114.5 110.4 1.90 2.06 3.21 2.50 2.30 16.5 16.1 
Italy — 1.08 im — 122 — 1312 o 100.6 97.4 1246 1342 2108 1641 1513 46.7 34.7 
Japan + 3.84 bec + 76.9 + 56.1 dee 125.4 151.3 148 127 251 196 180 84.0 96.7 
— 290 »  — 28.0 — 117 Jan 105.4 103.6 108 114 183 143 132 41.5 37.1 
+ 0.16 ve + 27 — 5.0 dec 94.7 95.3 
Switzerland — 0.73 De — 63 * 67 m ` 109.6 108.6 1.48 1.56 2.51 1.95 1.80 25.1 24.2 
UK — 3.27 wm  Á— 377 — 3941 Jan 89.6 95.8 0.59 0.57 — 0.78 0.72 34.8 44.1 
USA — 747 0« —108.7 —1139 o 67.5 66.7 — — 1.69 1.32 1.21 63.6 36.7 


tAustralia, France, Canada, Japan, UK and USA imports fob, exports fob. All others cif/fob. t$ Bank of England index 1985 = 100, Reserve Bank of Australia index 1985 = 100, New series. Tt Excluding gold. **November 
Registered as a Newspaper. Produced by The Economist Newspaper Ltd., London, England, and printed in Singapore by Times Printers Pte. Ltd. 
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Going East. 
Staying Westin. 


lhe Westin Chosun Beach 
at Dusan's prime location overlooking Korea's 


BETIS popular ETAT h resort 


tin Hotels in Asia: 

Kong: Kowloon Shangri-La « Manila: The Westin Philippine Plaza · 
pore: The Westin Stamford & The Westin Plaza · 

The Westin Chosun + Pusan: The Westin Chosun Beach - 

Westin Hotels in the USA, Canada and Meca 
servations, call the Westin Hotel in your city or your travel consultant 


VVESTIN 


HOTELS & RESORTS 





Swissair Cüstomer Portrait 22, photographed by Jearilo 
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Aonel Morin, chef de cuisine, France. After a delectable meal in First Class, the celebrated chef of the Manoir de Barville 
sometimes regrets that his Swissair colleague isn't available to discuss recipes. But then again he can recline in a luxurious 


slumberette with electrically adjustable footrest, leaf through the latest issue of Gault-Millau and select Mozart from 
Swissair's substantial selection of musical treats. 
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REBELLION IN KABI — 
MITSUBISH-BENZ — 


ELECTRONIC BROKERS — 
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D0 - HKS21 - M$6.00 - máa Res - 100 (m WES - A survey of telecommunications 
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1990 Four Seasons Hote le | T 


Charles, | Joorman 


Four Seasons Hotel, 


Washington, D.C 





e warm, comfortable realm that awaits you behind t | e] : 


Ritz ‘ariton}. Houston (Center) He 
ADA: Montreal, Ottawa. Toronto, 





i Ton Andorra To Aruba 
From Cameroon To Costa Rica. From Hong Kong To Holland. From Kenya To Kuwait 
From Malaysia To Martinique. From lurkey To Thailand 
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p By One 


il earn your trust, not just your business 
This has always been the aim of UPS 

It takes a commitment to service. But more. it means giving 

you the practical worldwide network your business needs demand 
eing a partner who does business where you do business 

Which is why UPS now offers express delivery of parcels and documents 
to over 175 countries and territories. Worldwide 
The task may be as simple as getting your shipment from A to B, 
but at LIPS we never forget that trust is earned by doing it right 


Fvery single time. To everv single place 
E BIC p 


=o 


a 


United Parcel Service 


As sure as taking it there yourself. 





For further information call Australia: LIPS, Rohlig Express * Tel. 2/6630774 or 008/252485 Brunei UPS/layapuri (B) Sdn Bhd + Tel 2/42401 or 43689 China, Peoples Republic of: LIPS/ 
»inotrans * lel Beijing 1/482278, Guangzhou 20/861171 Shanghai 21/3213862 Hong Kong: UPS * Tel 7353535 India: UPS/Elbee « Tel 22/6124449 Indonesia: LIPS/PT Global * Tel 21 
3803267 Japan: UPS/Yamato Express Service Co * Tel 0473/276121 Korea UPS/Korea Airfreight Ltd * Tel 2/6934419 Macau: UPS + Tel 7353535 Malaysia: LIPS * Tel. 3/2552566 New 
Zealand: UPS/Fli- Way Transport Ltd + Tel 9/2754009 Papua New Guinea: RLC Air Cargo * Tel 251511 Philippines: Delbros Inc + Tel. 2/8321565 to 69 Singapore: LIPS * Tel. 5425151 
Taiwan: UPS + Tel. 2/5975998 Thailand: UPS + Tel 2/5114881 or 5112190 or 5111679 or 5114351 ® Trademark and service mark of United Parcel Service of America. Inc. of US A 
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In arguing against the regu- 
ion of drug firms’ profits 
fiti from disease", Janu- 
y 27th), your normally excel- 



















exaggerated commitment to a 
free market. The drugs market is 
iot free, though it may be mov- 
g slightly in that direction. 


































































to doctors under their R&D 
udgets. Meanwhile, R&D costs 
per unit of innovation are com- 

ing down as computer models al- 
for faster and more cost-effi- 


ect subsidise huge conglomer- 
ates that might be inefficient in a 
truly free market. 

_ Society subsidises drug com- 
nies through research in pub- 
lic universities. Thus some prof 
its should be redirected to reflect 
the real development costs of 

new drugs. 


Berlin NED CABOT 


Si&—You make a reasonable 
point about the escalating costs 
of the promotion of pharma- 


njustice to Glaxo and the cause 
f marketing. The strategy 






judgment was blinded by an. 


nt research. Massive profits in 


seuticals. However, you did an- 
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which produced the world's 
best-selling drug (Zantac) for 
Glaxo. provides a rare example 
of effective British marketing. 
Tagamet, the competitor for 
Zantac, was known to have side- 
effects which were likely to affect 
2% of all patients. Thus Zantac 
was welcomed by doctors be- 


cause it dealt with 100% of cases, - 


not 98%. That justified a pre- 
mium price over Tagamet. 

Too often "marketing", “pro- 
motion" and "selling" are words 
whose meaning is interchange- 


r. able. Glaxo could be congratu- 


lated for the effective marketing 
of Zantac, yet criticised with 
other pharmaceutical companies 
for excessive promotional 
spending, which led to higher 
selling costs. Effective marketing 
is typified by sound product po- 


Sitioning and an integrated ef- 


fort embracing product develop- 

ment, pricing and a supporting 

promotional campaign. | 
MALCOLM SCHOFIELD 


Ashridge 
Berkhamsted, 


Management 
Hertfordshire | College 


SiR—By focusing on sales-force 
machismo, you give an incom- 


plete view of the restructuring of | 


the pharmaceutical industry. 
“Marketing binges” are 
brought to an end by simple eco- 
nomic forces. Of course it would 
be possible to reduce short-term 
waste by controlling the market. 


But competition leads to mote 


progress (in this case, better 
prospects for the prevention and 
treatment of disease). There is 


E 
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“no reason why the p 
-cal industry should 


; Occupied. Many nationalists 
-would be expelled from Ulster, - 

Hongkongers, or any other Brit- · 

ish passport holder, would be _ 





tion; would anyone seriously 
suggest that state-controlled 
sales forces could bring the 
slightest practical benefit to any 
other industry? 

F. Davip ALCRAFT 
Edinburgh PA Consulting 





Kashmir contested © 


SiR— Your article on Kashmir 
(January 27th) contains a state- 
ment which I should like to cor- 


rect. You assert that, by insisting - 
that Kashmir was disputed terri- 


tory, Miss Benazir Bhutto "ap- 
peared to go against the 1972 
agreement reached in Simla by 
her father, Zulfi-kar Ali Bhutto, 
and Indira Gandhi. They said 
they would bury the past and al- 
low the 1950 ceasefire line 
(which leaves about 30% of old 
Kashmir in Pakistan’s hands) 
to become the accepted 
boundary." 

As far as the United Nations 
and Pakistan are concerned, 
Kashmir remains disputed terri- 
tory. UN maps confirm this status 
as does the presence of a UN mili- 
tary observers group on the 
ceasefire line. The Simla agree- 
ment of 1972 also recognises 
that the Kashmir dispute awaits 
final settlement. 

In your issue of February 3rd, 

ou said that Pakistan might not 
be happy about a referendum 
because it would extend to Paki- 
stani Kashmir. I would like to 
state that Pakistan squarely and 
unequivocally supports the right 
of self-determination for the 
whole of Jammu and Kashmir. 
SHAHARYAR M. KHAN 
High Commissioner 


London for Pakistan 





Ulster and israel 


Si&—Mr Langbert’s comparison 
of British policy in Ulster with 


_ that of Israel is inaccurate (Let- 


ters, February 3rd). Consider 
the application of Israeli meth- 


= odsto Ulster. Attacks by nation- 
- alist terrorists would be followed 


by air raids against villages or 
towns in Eire. Part of the repub- 
lic would have been invaded and 






encouraged to settle South Ar- 
magh in fortified camps. 


be an excep- 


‘| This comprehensive volume looks 


| analysis on the structure and 


There are considerable differ- · 






atitain, and the meth- 
by which these are 
implemeftted. Citizens of both 
parts of Ireland can vote and 
work in the United Kingdom, 
and serve in its armed forces, re- 
gardless of religious faith. This is 
not true of Israeli policy to its 
Arab subjects or Palestinian ref- 
"ugees. Israeli counter-insurgency 
tactics are harsher than those of 
Britain. . They have been 
characterised by indiscriminate 











reprisals by ground and air 
forces against the villages of its 
neighbours and, in 1982, by the 
invasion of Lebanon. 

Mr Langbert's underlying as- 
sumption is that the security of 


Israel justifies less-than-civilised 


treatment of the indigenous 


Arab population. It is an arg- 


ment that the end justifies inh 
mane means that evokes com- 
parison with Nazi Germany, not 
anti-semitism. 

F.W.K. BALDWIN 


pes 





Rowing | 


Sir—Nicholas Murphy (Letters, 
February 3rd) is clearly no au- 
thority on the sport of rowing. 
The practice of bow-rigging a 
racing shell is commonly applied 
to pairs, [Vs and VIIIs and is a 
simple and expedient solution to 
the problem faced by the crew 
whose most suitable stroke is a 
bow-side rower. 

I would suggest that Mr Mur- 
phy place a large bet on Cam- 
bridge (to win) for the forthcom- 
ing boat race: a painful loss 
should stimulate his interest ; 
rowing matters. 

ANDREW CASTELL 
Oxford. Vincent’s Club 



















LATIN AMERICA: 
Economic Structure and Analysis 
-EIU Regional Reference Series 



























at the main regional issues 

| affecting Latin America. These 
include the debt crisis, trade, 
drugs, the new democracies and 
"environmental issues, It also 
provides detailed facts, figures and 



















economies of Argentina, 





ia, Brazil, Chile, Colombia, 
or, Mexico, Peru and 
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l As announced i in » the re sent t White Paper «Priorities 
Secretary of State for F eal | oses to appoint a Chief of Re 
to oversee research both epartm 3 
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precise t terms of. app poin ment: ill be e subj 
The post will be located in Ric mond Ho Nhi 
Executive moves to Leeds in 1992, the CRD will — CIN both hl 
Further details of the appointment can be obtained throug! 
Alexander Fleming House, Elephant & Castle, London SEL Tel: 01-4 
| Applicanansa in 1 the form of Curricula Vitae should be sent to this. address by 














INTELLIGENCE AGENCY 





International Analysis 
|. CIA offers you the chance to play a key role on issues of 

_ worldwide significance: As an intelligence analyst you will be 
responsible for examining, interpreting, and reporting informa- 
on vital to the security of our nation . . . to people at the high- 
st policy levels of the US Government. 




















hink on your teet... perform in a fast-paced environment . . . 
and communicate information concisely and accurately. You. 
ili be responsible for analyzing foreign developments. As they 

ccur. You will develop the forecasts thato r policymakers © 
need to make sound judgements about US actions. And you 
must have the flexibility to shift gears on short notice. 
‘To qualify for CIA's Career Training Program you must have 
first-rate credentials. The « rive.to achieve; Dedication..Excel-. 
lent writing and oral com cation skills. A consuming inter- 
est in foreign affairs. A college degree (MA preferred) with a . 
Strong academic record (minimum. GPA of 3.0). We are particu- 
larly interested in individuals with training or experiénce in one 
. or more of the following areas: PSP | 
-© International Relations 
4$ Economics |. — 
<+ Security Studies. 
-© Foreign Area Studies 
::9 Political Science - 

© History 








































omething positive in the worid. 
To reward our extraordinary demands and your uncommon | 
lend of talents, we offer competitive compensation, complete . - 











ternational analysis position, send your resume to 
Career Training Division (DFO7) - 
P.O, Box 12002 0 
Arlington, VA 22209. 


within 30 days. = 








Opportunity Employer and actively encourages applications 
all races, creeds, and ethnic backgrounds. — 





The CIA Career Training Program - 


_ The work is challenging and demanding. You must be able to tof 





aining, and excellent advancement potential. If you're ready to 
erve in an elite corps and want to strétch your potential inan. | : 


If you meet our requirements you may expect a response x: copper 


| | “an SAE to:- S 



















A contract will be offered for five years in the first 







The salary will be by negotiátia 


... The salary will be by ne t à point within the 
span of professorial salaries. at Durt 


am, initially £27,000 to 


circa £30,000 per annum. d 

Further particulars may be obtained from the Personnel 
Officer, University of Durham, Old Shire Hall, Durham DH1 
SHP, to whom applications (12 copies) should be submitted, 
including the names of three referees, not later than Friday 
23 March 1990. (Candidates outside the British isles need 
submit one copy only.) ^. P 


WORLD WIDE FUND FOR NATURE 


for a Rainforest National Park 





. He/she will manage a.multi-disciplinary, multi-national team in the 
establishment and development of the Cross River National Park, | 


Nigeria. l | 

Duties éssential in implementing the innovative park manage- 
ment plan include ensuring community and government participa- _ 
tion in a programme of sustainable rural development and forest 


. conservation. The successful applicant would be at the forefront l 


of current programmes to conserve rainforests. a. 
Essential qualifications include a degree in agriculture, forestry, . 


or other related profession and a minimum of 10 years’ experi- 


. encein integrated rural development. Applicants must be adapt- 


A remuneration package reflecting the responsibility of this post 
will be offered. - 2 f 


Please send a full curriculum vitae, a recent photograph and 
' Marion Peters 

|... WWF-UK Ltd 
. Weyside Park 
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Where top executives retreat. 








To Advance. 


In the midst of battle, sometimes a retreat is the 1990 . 
i ; SENIOR-LEVEL GENERAL Sales Management 
smartest course of action. That's why execu- MANAGEMENT PROGRAMS May 13-18, June 11-15 
í . Executive Program in Business (Lake Como, Italy), November 25-30 
tives from all over the world come to a quiet Administration (EPBA): Managing Market Analysis for Competitive Advantage 
; : The se Octoper | 
mountaintop in upstate New York, where the June 3-29, July 29-August 24 Operations and Production Management 
: Executive Program in International April29-May4 — — 
Columbia Business School offers a full range Management Accounting and Financial Management for 
f to f k . d September 30-October 26 - eq te ieri g 
of one- to four-week, company-sponsore BUSINESS STRATEGY PROGRAMS —— ril- 
* Executive Programs. It's an opportunity to Business Strategy September 16-2. 
, — July 15- 27 Human Resource Management 
study with Columbia’s outstanding faculty, International Strategy March 18-23 
e March 25-30 Organizational Renewal: Strategies for 
guest experts, and top-notch participants from Leading and Managing Peotle 1992 and Beyond 
e e e September 16-21 November 5-9 (Lake Como, Italy) 
a wide range of industries. Managing Strategic Innovation and Change 
April 1-6, June 4-8 (Lake Como, Italy) OTHER PROGRAMS | 
For a full-color brochure, please return the Management of Financial Services: Master's Degree Program for Executives 
Strategy and Implementatior An Executive MBA Program for experienced 
coupon or call (212) 854-3395, ext. 66. March 4-9 M oni 
ummer 
FUNCTIONAL PROGRAMS A three-summer MBA program for less 
Marketing Management experienced high-potential managers 
April 22-27, May 21-25 (Lake Como, Italy), Special Programs 
July 8-13, September 23-28, State-of-the-art Management programs tailored 


November 4-9 (Santa Barbara, CA), December 2-7 to specific corporate needs 
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Columbia Executive Pro Columbia Executive Programs, 324 Uris Hall, Columbia University, 
grams  Dept.A66, New York, N¥10027 Fax: (212) 316-1473 
A system for lifelong careér development 
Please send a 1990 catalogue. 
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Whether your transm 
microwave or space, only one 


Alcatel is the only corporation involved in pond to a client's requirements, we offer an entire 
all three areas of transmission. Cable, microwave service, not just individual products. 


and space. This is just one of the reasons why we 

Thanks to this total capability, Alcatel will ^ have become such a force in the transmission 
always find a solution to meet the transmission market. Not only is Alcatel one of the main 
needs of any customer. Because when we res- worldwide suppliers of cable and microwave 


AE 





sion needs are cable, 
»rporation can solve them all. 


transmission systems; we are also Europes 
number one supplier of telecommunication 
satellites and earth stations. 

All of which goes to prove that whatever 
your transmission needs, we're bound to have 
exactly the right system. 


ALCATEL 


Transmission Product Group, 
10, rue Latécoére, 78141 Vélizy Cedex, France. 


W= you first handle a Patek Philippe, you 
become aware that this watch has the presence 
of an object of rare perfection. 
We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. À —- 

We made this watch for 
you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
clusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 
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PATEK PHILIPPE 
GENEVE 


Patek Philippe S.A. 
4l, rue du Rhône - 121) Geneva 3 - Switzerland 
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The new nuclear age 


RITHMETIC is not kind to those who say 
the world would be a better place if the 
countries that had nuclear weapons threw 
them away. Something like 70m people were 
killed in the two world wars that were fought 
between 1914 and 1945. All save the 100,000 
killed at Hiroshima and Nagasaki in. August 
1945 were victims of weapons that any coun- 
rcan lay its hands on: gas, bullets, and shells 
'and bombs that get their power from explo- 
sion rather than fission or fusion. In the 45 
years since that fearsome August no nuclear | 
weapon has been set off in anger. And over those years the 
great combatants of the second world war—North Ameri- 
cans, Europeans, Russians and Japanese—have among them 


lost fewer than 200,000 killed in battle. They lose more peo- 


ple in road accidents every three years. 
The coexistence of the near-peace of 1945-90 and the 
West’s nuclear arsenals is no coincidence. America’s ability to 


rain a cataclysm on the Soviet Union has made sure that, ever - 


since Russia became a rough nuclear equal of America 20-25 
years ago, the communist superpower has never been 
tempted to pull (or to threaten to pull) the nuclear trigger to 
achieve its aims. America’s nuclear protection has also given 
its allies in Europe and Asia the security—and Russia the in- 
security—of believing that any conventional Soviet attack 
against them might provoke an American nuclear onslaught 
on the Soviet Union itself. America’s weapons have also 
J eant that the two members of the western alliance who most 
raise the hair on their neighbours’ necks—West Germany 


and Japan—have never felt obliged to provide for their own. 


security independently of the alliances to which they belong. 

The first nuclear age, though, is drawing to a close, along 
with the cold war that it grew up with. Is there no chance that, 
with the shrinking of Russia’s horizons, the first age will also 
be the last: that the superpowers and the lesser nuclear pow- 
ers might give these weapons up entirely? This is not just the 
stuff of Ronald Reagan’s dreams. The risk, however tiny, of 
colossal destruction that comes from the deployment of these 
instruments cannot make anyone comfortable with the 
thought that they will exist forever. 

Yet they will be around for a long time. One reason is that 
they cannot be uninvented. More countries can now make 
nuclear bombs than advanced microprocessor chips. A world 
in which Israel, South Africa, India, Pakistan and the two 
Koreas (not to mention a reunited Germany and a possibly 
isolated Japan) had nuclear weapons would be worrying 
enough. Add the thought of a Libya or three, and the need 


for a continuing nuclear shield is clear. 
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. would be cheaper, less threatening, and more conducive to — 

















The second reason is that even a soul-search- — 
ing Soviet Union is still a global military | 
power. The passing of communism does not — 
change the geopolitical fact that Russia re- | 
mains the main potential antagonist for | 
America, Western Europe and Japan. History - 
has repeatedly shown that even superior con- 
ventional forces cannot be relied upon to de- 
ter an aggressor from chancing an attack. i 

The end of the cold war does, however, — 
open the way for a much lower nuclear bal- 
ance between the superpowers: one that 


the aims of non-prcliferation. The opportunity exists because — 
the political climate is warmer and President Gorbachev is 3 
under tremendous economic pressure. Provided that a deal — 
preserves the blessings of the 1945-90 nuclear era—deter- - 
rence of nuclear war, deterrence of huge conventional war, - 

and the political stability of an America-anchored Western | 
Europe and East Asia—this is the time for America to pro- 
pose a radical reduction in the superpowers’ nuclear arsenals. - 


Down to the sea in subs | a 
The arsenals are now at absurdly high levels, 10,000 or so- 
warheads for each superpower, deployed variously on land- 
based ballistic missiles, sea-based ones, cruise missiles and — 
manned bombers: more than enough for each superpower to : 
destroy the other ten times over. The START talks in Geneva | 
are bureaucratically chewing over proposals to reduce both. 
sides to 6,000 warheads. The Economist would like to see the 
Americans propose a limit of perhaps 2,000 warheads, a fifth 
of the present level. Both sides could put the warheads pue 
delivery vehicles they want. We would like the United S 
to abolish its land-based missiles entirely and put most of its 
allotrnent out to sea, with a few retained on bomber aircraft. - 
Deterrence depends on two things: numbers and uncer- 
tainty. Each superpower needs enough warheads to ruin t e 
other. This is surprisingly few. If the United States wanted to 
destroy the Soviet Union as an economic and political orge Y 
ism it would probably have to hit only 120 targets. Two war- 
heads are needed for each target, and double that again for 
the numbers that would fail. Double it another time to try to 
hit Soviet missiles in their silos or on their rail carriages, and 
double it again for safety's sake. You're still only at 2,000. 
No number will deter, however, unless the other side is 
unsure about what fate would befall it if it struck first. If, for _ 
example, the Soviet Union could knock out all or nearly all of 
America’s nuclear weapons with a first strike and still have | 
several up its sleeve, it would be in a position to dictate the | 
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terms of surrender. For deterrence to work, anyone tempted 
to fire first must doubt that he can destroy enough of his ene- 
my's warheads to make sure he will not suffer a devastating 
retaliation. 
— The United States and the Soviet Union have spared no 
_ expense to ensure that the other side cannot contemplate a 
first strike. They have hardened missile silos, kept bombers 
 onalert, tried to design devices to shoot down enemy missiles, 
and hidden their own missiles beneath the sea in submarines. 
The Russians have deployed land-based missiles that trundle 
| about the country on trucks and railroad cars, making it vir- 
tually impossible to locate all of them at the same time. 
| If the superpowers came down to 2,000 warheads apiece, 
| the Russians would almost certainly keep most of theirs on 
mobile land-based missiles. The United States would have a 
fresher option. Its nuclear strategy has been based on a 
. “triad” of submarine-launched missiles, land-based missiles 
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_ No time for interest rates to stand easy 
: à O a Howe, or do a Lawson? That is the choice increas- 
A ingly being offered to Mr John Major, as he prepares for 
Britain's budget on March 20th. The offer is highly political, 
even when it is dressed up as macroeconomics. It is, in fact, no 
choice at all. For the economy's sake Mr Major should aim to 
confirm his own reputation: solid, safe, a little bit dull. 
The Howe-Lawson parable starts much better than it 
ends. Both those former chancellors would agree that Mr Ma- 
jor should reduce the growth in the money (as opposed to 
real) value of gross domestic product. Last year money GDP 
. tose by 10%. Since real output could grow by only 2-21 96, 
_ the rest came through as higher prices. If Mr Major can slow 
_ the rise in money GDP to, say, 8% this year, he will almost 
certainly squeeze inflation down. 
= That much is simple arithmetic. The complications come 
_ When people ask what mixture of fiscal and monetary policies 
_ will produce an 8% rise in money GDP. Certainly in theory, 
_ and usually in practice, a given growth in money GDP can be 
achieved by several different mixtures. Looser fiscal policy 
needs to be offset by monetary tightening, and vice versa. 


_ The ghosts of chancellors past 
The fiscal-monetary mix is usually a technical question. To- 
. day it is full of politics. In the popular mind, Mr Nigel 
_ Lawson's chancellorship is now associated with two things: 
his tax-cutting budget of 1988, and the high interest rates that 
had to follow. Both are now blamed for shop closures, redun- 
- dancies, mortgage pains and construction woes. Unless inter- 
est rates come down soon, many Tories fear they will lose the 
next election. So they clutch at the advice some City econo- 
mists are giving to Mr Major. If the budget is a tough one, 
they say, he will have room to relax the monetary regime. He 
. will thereby usefully distance himself from the image of the 
.. Lawson chancellorship, and recall happier (because hazier) 
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and bombers. Land-based missiles have been the problem: si- 
los are sitting ducks for the enemy's targeters. But until now 
they have been the only missiles pewerful and accurate 
enough to allow America to knock out Russian missile silos. 
That is no longer true. This year America’s Trident subma- 
rines are being equipped with D-5 missiles, which are good 
enough to do the job. 

By pushing the Russians to accept a vastly lower ceiling on 
warheads and then putting all its missiles out to sea, the 
United States would reap a rich harvest. Deterrence, both 
nuclear and conventional, would be as convincing as ever, 
security for Europe and Japan would be as tightly linked to 
America as before, and America's nuclear arsenal would be 
even harder for the Russians to find and destroy. It would be 
cheaper, and the world would be slightly safer from nuclear 
holocaust. It is not peace. But the new nuclear age can be a 
little happier than the first one was. 





memories of Margaret Thatcher's first chancellor. In 1981 Sir 
Geoffrey Howe did tighten up fiscally. He was rewarded, 
seven months later, by a fall in interest rates that went on, 
virtually unchecked, for a year and a half. 

Alluring though that parallel sounds, it is misleading. For 
a start the 1981 budget came when Britons were saving 1396 
of their disposable income, so were well placed to start spend- 
ing and borrowing. Today the savings ratio is barely 6% and 
people have already had six years of heavy borrowing. They 
need to restore their savings and restrict their borrowing, nei- 
ther of which will be encouraged by a fiscal-monetary mix 
that produces lower interest rates. 

The other big difference between now and 1981 is exter- 
nal. In the 18 months before Sir Geoffrey's budget, sterlin 
trade-weighted exchange rate had risen by 1396. By helping to 
lower interest rates, that budget took the pound down and 
thus lifted industry's price-competitiveness, boosted profits, 
and got investment and exports going. Today, though, ster- 
ling is shaky, down by 8% in the past 18 months. At its cur- 
rent exchange rate there is no question of British industry 
needing to be made more price-competitive. During last year 
the volume of exports rose by no less than 13%; taking manu- 
factured exports alone, the rise was 24%. Since the total vol- 
ume of world trade probably grew by 7-8%, British industry 
was handsomely gaining market share. 

What it was not doing, though, was curing its bad old 
habit of paying wage increases far above those earned 
through productivity or paid by foreign competitors. If Mr 
Major were now to be tempted by another bad British habit, 
letting sterling slide, the only result would be faster inflation. 
Companies would relax about their costs, especially wages. 
That is the danger of a budget that deliberately sets out to 
tighten fiscal policy. To the financial markets Mr Major 
would not appear as a hair-shirt chancellor, intent on squeez- 
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tical pain. He would seem the 
arch fine-tuner, bent on cutting interest rates so as to win 
tled ex-Tories. But high interest rates 
are the only thing sterling has in its favour at the moment. As 
this past week has shown, it may require even higher rates just 
to stay where it is. 
So Mr Major should avoid any hint of fiscal toughness as 
prelude to monetary ease. That is awkward: even more than 
usual at this time of year, economists are uncertain about 
What constitutes a tight budget. After changes announced last 
March to national insurance and the taxation of married cou- 
ples, the full effect in the next financial year will be equivalent 
to handing back £2 billion. To offset that, and thus to pro- 
duce a neutral budget, Mr Major might need to raise taxes by 
more than he would otherwise have done. 
Such calculations, though, are only rough and ready. Ide- 


‘Looming Germany 


ing inflation whatever 
back millions of dis 


- Helmut Kohl lost no time in rubbing the shine off German unity 


GERMANY'S chancellor, Mr Helmut Kohl, is 
neither a bully nor a madman, though this past week he 
has done a passable impersonation of both. What moves him 
is something else: he is gambling for high stakes and is not 
fussy about how he wins. By quibbling over the legality of 
Germany's border with Poland, and then demanding a price 
for fixing it, he has been trying to cover his right flank in the 
run-up to West Germany's election in December. By stepping 
up pressure for speedy German unity after this month's East 
German election he hopes to reap the "unity dividend" for 
his party in a future pan-German election. All of this has an- 
gered his allies both within Germany and outside. It was not a 
. price worth paying. 

Mr Kohl had seemed to be on a winning streak. Back in 
“vember, as the Berlin wall tumbled, he saw his chance and 
abbed it. His ten-point plan for German unity upset his co- 
alition partners and western allies, who had not been con- 
sulted; but it put unification on the agenda, and made him 
appear the father of the Vaterland. As East Germany's com- 
. munist government crumbled and the numbers of refugees 
heading for the West continued to swell, Mr Kohl stampeded 
all four powers with responsibility for Germany—America, 
Britain, France and the Soviet Union—into accepting the 
principle of a virtual German Anschluss, not the slow, mea- 

sured tread to unity that all would have preferred. 
The parlous state of the East German economy aside, 
‘there was political method in Mr Kohl's dash for German 
' togetherness. He knew that his party risked losing out unless 
he hurried. Large parts of what is now East Germany were 
pre-communism strongholds of the Social Democrats—Mr 
Kohl's main opponents in this year's West German election, 
and the party that could well topple him in the first pan-Ger- 
— . man one. Leading the unity charge seemed Mr Kohl's best 
chance of outstripping the Social Democrats in West Ger- 
. many. Manoeuvring for the quickest-possible unification af- 
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ally, Mr Major should say that, in the interests of fiscal hon- _ 
esty, he is raising all income-tax allowances and excise duties - 
in line with past inflation. If he needs to find more for non- 
hairshirt reasons, ae may have to allow only partial 
indexation of tax allowances. But he would do better to in- 
crease taxes on company cars, and reduce or eliminate all re- 
maining forms of tax shelters. He will want to do some tinker- - 
ing and tidying-up, but should keep that to a minimum. 
This approach would produce a budget of admirable dull- 
ness and brevity. Mr Major would then have time to stress 
over and over again that there are no soft options on intla- 
tion: no nice remixing of fiscal and.monetary policies; no fid- 
dling with excise duties to prettify the retail price index; 
above all, no weakening of the pound. If, after he has bawled. 
this out to the troops in the Commons, a tabloid calls him 
Sergeant Major, he can be sure of a job well done. z 
















































ter East Germany's election on March 18th was his way of — 
blocking long-winded haggling over the terms with the East’s 
Social Democrats, the likely winners there (see page 53). 
Those were the gains; but Mr Kohl under-estimated the - 
losses. In West Germany, anger at Mr Kohl's border-bluster - 
almost brought down his conservative-liberal coalition before. 
he had the sense, this week, to back down. He agreed that _ 
both Germanies and a future all-German parliament would 
renounce any claim on Polish territory. He uncoupled this 
border-promise from his demand that Poland drop all war- - 
time claims against Germany and guarantee the rights of Ger- 
mans left in Poland. He had hoped that by being seen to fight - 
for such things he would placate his right wing. In fact, he 
stirred border passions that will not now easily subside. And 
the price of his attempt to curry right-wing favour has been t 51 
disgruntle Free Democrats. Come the next election, be it a 
West German one or an all-German one, the partners in Mr 
Kohl's coalition are now more likely to desert him for the 
Social Democrats. PT 


Serious money | E 
So much for the border play. The gamble on speedy unity 
could also backfire. Having talked up East Germany's crisis to 
make moves to unity seem unstoppable, Mr Kohl’s men now 
see little political alternative to the economic folly of allowing 
East Germans to change their valueless Ostmarks into sound 
D-marks one-for-one. Such a handout will raise false hopes 
that unproductive East Germans can quickly earn as much 
and live as well as far more productive West Germans. It will 
in time promote exactly the East German exodus that it is 
designed to staunch. Mr Kohl can expect the blame when this 
disappointment sets in. If his monetary gamble sparks off a 
bout of inflation in Germany, West Germany's voters will 
punish him for that too. 2 

Lastly, there is the goodwill that Mr Kohl has squandered 
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~ outside 
Poles closer to the Russians than the Polish communist party 
. managed in 40 years of trying. And by raising new doubts 
- about Germany's intentions he has made it harder for the 
. three western powers to convince the Soviet Union that a 
united Germany can be most stably left in NATO’s charge. 
Few people expect Germany to revert to the ways of the 


Fear is the key 


To save its banks, America must stop mollycoddling savers 


< Guscest doubling Medicaid, and there would be a dandy 
. V of a ding-dong in Washington. Yet the effects of deposit 
insurance, which are likely to cost the American taxpayer 
more than $400 billion over the coming years, has been 
_ barely murmured about outside banking seminars. Some con- 
 gressmen are starting to talk about it now. They need to if the 
costliest financial debacle in America's peacetime history— 
that of the “thrifts”—is not to risk spreading to its banks. 

. Most rich countries have schemes to insure the deposits 

_ of small savers against bank failures (see page 86). America’s 

is both the most generous—deposits of up to $100,000 are 

-. fully covered—and the oldest. It dates from 1933 (for banks) 
. and 1934 (for thrifts; a separate scheme covers credit unions). 
. President Roosevelt reluctantly introduced it to stop the bank 
tuns common in America before and during the Great De- 
pression. Bank closures dropped from an average of more 

than 2,000 a year between 1930 and 1933, to less than 20 a 

_ year from then up to the mid-1980s. From Roosevelt to Rea- 
gan, it worked. 
_ Then the combination of piecemeal deregulation and ris- 
_ ing interest rates in the late-1970s and early 1980s hurt a lot of 
_ thrifts, whose assets were mainly long-term, fixed-rate mort- 
 gages. Between 1980 and 1988, 517 thrifts closed: four times 
as many as between 1934 and 1979. Their deposit-insurance 
agency, the Federal Savings and Loan Insurance Corpora- 
tion, became insolvent: with liabilities estimated to be $100 
billion in excess of its assets. Its insurance obligations passed 
_to the Federal Deposit Insurance Corporation (FDIC), which 
handles deposit insurance for commercial banks. By now, the 
few billion dollars left in the FDiC's own fund would be wiped 
out by two decent-sized bank failures—and such bank failures 
are on the rise. The Treasury is rightly alarmed by the contin- 
gent liability posed by the $2.9 trillion of insured deposits in 

America's banks and thrifts, plus about a further $1 trillion of 

uninsured deposits at America's banks. 

_ The "moral hazard" in deposit insurance was not ad- 
dressed by last year's legislation to rescue the thrifts. Because 
taxpayers foot the bill for losses, depositors do not stay away 

from cavalier banks. If a deal pays off, banks keep the profit; if 

_ it fails horribly, the helping hand is there. Deregulation has 

‘increased the range of risks that banks can take. The result is 

systemic financial rot, and loss of control by the Fed. 

__ Market discipline (ie, fear of loss) must be reinjected into 

_ America's credit system fast. The staunch free-market way 
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appeared much more a triumph for the West than a threat to 
it. Mr Kohl has deftly managed to break that spell. He has, for 
little profit, revived old fears in both East and West that Ger- 
many, a country that has never known its frontiers, will, even 
with the best will in the world, prove too self-absorbed to live 
reliably within them. 





would be to abolish federal deposit insurance outright, and 
let private insurers fill the vacuum if savers want to protect 
their nest eggs. This is not practical politics because deposit 
insurance is now part of the social contract in America. Noi 

it good counter-cyclical economics to ordain that people wliu 
lose their jobs should on the same day lose their savings, be- 
cause their local banks are likely to be failing at the same time. 
But there are two ways to improve the present system while 
protecting the savings of the most needy. 

First, the limit on federally-insured deposits should be 
lowered from $100,000 to $30,000, which in real terms is 
about the same as the $2,500 level set in 1933. This public 
insurance should be limited to one account per person. That 
would stop the subsidy of wealthy investors who move bun- 
dles of $100,000 deposits to wherever interest rates are high- 
est. It is reasonable for governments to protect Aunt Agatha's 
savings, but professional movers of lots of money should seek 
private insurance themselves. 

Second, the premiums paid by banks into deposit insur- 
ance schemes should be weighted according to a bank's po- 
tential credit riskiness—not charged at a flat rate as today. At 
a minimum, banks should be required to segregate their de- 
posits into federally insured and non-federally insured ac- 
counts. A certain percentage of federally insured depos - 
should be required to be invested in relatively safe assets. A.. ; 
new law would need to be phased in over (say) three years, to 
prevent all loans to Mexico or property speculators being pre- 
cipitously abandoned overnight. But, once the law was work- 
ing, the Fed would have a flexible instrument to wield if some 
sorts of lending appeared to be rising too fast. 

The deposits with full federal insurance would then earn 
comparatively low interest rates. Non-federally insured depos- 
its would pay higher interest rates: how much higher would 
depend on the market’s view of what risks the bank was tak- 
ing with those deposits. If banks wished, they could turn to 
the private sector to insure these riskier deposits (as some mu- 
tual funds do, and as already happens for some bank deposits 
over $100,000). Savers could then choose from three types of 
accounts: government insured, privately insured and caveat 
emptor. They would be paid for the risks they took through 
the interest rate they received. Such a reform would fulfil the 
social-contract role of protecting small savers, while restoring 
the fear of loss to American banking. 
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A slip in Brussels could put European software writers in thrall to big 


American computer makers 


HE European Commission is set to make a bad mistake 
in pursuit of a worthy cause. It has drafted a directive to 
standardise the terms of software copyright across Europe. 
The aim is to level the playing field for competition in one of 
the world’s fastest-growing industries. Fine: but this software 
directive is a poor spirit level. It will give great advantage to 
big computer-makers. Its effect will be almost as if, in the early 
days of electricity, power companies had been given the right 
to decide what appliances could be plugged into wall sockets. 
There are two theories as to how the Commission's soft- 
are proposals took shape. A minority of conspiracy theorists 
_ hink that commissioners were swayed by IBM, Digital Equip- 
ment, and other big, mostly-American computer manufactur- 
ers—indeed a minority within the minority jokes that IBM re- 
programmed commissioners. More likely, eyes glazed by the 
minutiae of 1992, they simply missed the implications of what 
was being proposed. 

In standardising the rules governing the ownership of 
computer software, the Commission tried to clarify two grey 
areas of copyright law. The first concerns interfaces—the face 
that a piece of software presents to a human operator, or to 
another piece of software or hardware. The second concerns 
reverse engineering, a process of poking and prying whereby 
an engineer tries to discover exactly what a piece of software 
does. In both, the grey area is the distinction between the 
function that a program performs and the mechanism by 
which it does it. In most cases it is all right to duplicate the 
function of another's program, but it is highly illegal to copy 
the way in which somebody else has achieved it. The distinc- 
tion is often maddeningly hard to draw in practice. But the 
competitive consequences of ignoring that distinction are im- 

»ense; and that is what the directive effectively does. 

Every piece of computer software must be able to talk to at 

least one other: the systems software that loads programs into 


Medisplurge 


America's exorbitant health care system does not require more spending. 


V, saris spends too much on health care for too little 
result. Each inquiry confirms that, and then runs away 
from a solution. À congressional commission named after the 
late Claude Pepper, a lifelong champion of old folks, says the 
right course is to make the world's most expensive health-care 
system even more costly. It wants another $66 billion spent 
each year by the federal government, and over $20 billion a 
year more by business. That would raise total health spending 
from around 1296 of GNP to nearly 1496 of it. The Pepper 
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the computer and monitors theit execution. The trend is fot 
applications software—say, word processing—to rely on sys- 
tems software to de more and more for it: from showing let- 
ters on a screen to asking questions of a remote database. To 
enable a new piece of applications softwafe to work with a - 
given systems program, the newcomer must, by definition, be 
able to talk to it. To ensure reliability, the applications pro- 
grammer must do extensive testing to see that the two pro- 
grams fully understand each other. e 


Those are my words you're using ^d 
Unfortunately, the Commission's directive, by granting a 
programmer ownership of his program's interface—the ery 
means of talking to it—and by banning reverse engineering of 
any kind, would seem to put both such talking and testing at 
the discretion of the supplier of systems software. Commis- 
sioners may argue that this is not what they mean to do, but 
there are lawyers who argue that that is what the wording of 
the directive does. Such an ability to tie up the software in- 
dustry in legal red tape would give immense power to the 
dominant suppliers of systems software—namely IBM, Digital 
Equipment and Apple. d 
Not surprisingly, these companies like the Commission's. 
proposed directive. They say they need tight software protec- 
tion to fend off pirates. Maybe. But instead of lobbying the 
commission to create draconian copyright, the big firms 
could instead seek to write the protection they feel they de- 
serve into the licensing contracts for their systems software 
For most systems producers, this would give the same, if not 
greater, protection than that offered by the Commission's di- 
rective—but with an important difference. The Comm is- 
sion's powers to challenge abuse of monopoly power derived 
from copyright is much more limited than its ability to chal- 
lenge attempts to rule the software roost through contract. 


i 


dic. 





as % of GDP, 1987 















commission offers no hint of where to get the money. | 
The case for change in American health care is easily 
made. Despite its cost the system leaves uninsured some 37m 
people, including 12m children. Medicaid, the government 
programme that reimburses health-care costs of poor people, 
reaches fewer than 40% of them. The cost of long-term care 
forces old people into poverty, after which the state picks up 
the bill. Although most doctors still make money, many hon- 
est hospitals border on bankruptcy. America’s fee-for-service 
19.24 
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pensive possible way after they become ill. 

The Pepper commission’s mistake was to focus on gaps in 
` the coverage of a wrong-headed system. That is why its major- 
_ ity recommended more spending, with vague hopes for cost 

control through more regulation. But excess cost is the real 
‘problem, which arises from fee-for service. The solution must 
lie in creating incentives for patients to be treated in the most 
cost-effective instead of most expensive way. In America, the 
dearest medical treatments are not those of highest quality. 
-The big hope of cost-and-quality buffs has been "managed 
. care"—health-maintenance organisations that offer all neces- 
_sary health care in exchange for a membership fee. The incen- 
tive in such plans is the right one of competing to attract pa- 
tients, and then treating them most economically. Sadly, 


ough over 60m people now belong to such plans, their 


- costs continue to shoot up. Until most people are in managed 


care, costs tend to be tied to traditional and inflationary fee- + 


.. for-service care. So few companies prod their employees into 
m : ` SC care. 


- Tax breaks for better health 
. Theright way forward is to scrap the tax exemption that indi- 


viduals get for health-insurance premiums paid by their com- 
panies, which costs the government around $50 billion a year. 
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E 
Have you heard the latest? 


E 
FT HERES a rather interesting rumour going round that ru- 


. A mour-mongers are imperilled. Russia is to blame, as of | 


course it always is. It used to be the subject of very high-class 


rumours. They were plausible, slightly alarming, touched with 


an air of authority, deeply confidential, and turned out to be 
utterly wrong. Everything a rumour should be. Now any- 
thing, however wild, you say about Russia and its allies is in 
- danger of turning out to be true. Some still undaunted ru- 
-mour-mongers pass on the word that Mr Gorbachev is in 
trouble and is about to be dumped. The awful thing is that he 
could be. What kind of rumour is that? 


Another question (rumours thrive on questions): where 


_ do rumours come from? This is like asking about the prove- 


the Lada. (How do you double the price of a Lada? Fill up the 
petrol tank.) Such waves just roll. During the second world 
war clever people were pointlessly employed to sit in country 
houses and 


the end, and the Germans fought like demons until they were 

_ overwhelmed. People do not believe just anything. Only au- 
_ thentic rumours have the subversive quality that exploits the 
. natural innocence and trust of people. They work like quan- 
.. tum mechanics. No one understands why or where they will 
UN | 





| pay sufficient tax to get 
proved managed-car 


System creates an incentive to treat patients in the most ex- 


people a tax credit instead (helping those who do not - 


From a normally reliable source 


think up crude rumours that might turn the Ger- . 
mans against Hitler, They did not work. Hitler was popular to ` 
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the exemption), but only for ap- 

e plans. Those who still want fee-for-ser- 
vice cossetting would have to pay for it. Qnly after this change 
would it make sense to tackle gaps in coverage. Basic health- 
care insurance should be made compulsory, but the mandate 
for finding the managed-care scheme you want is better 
placed on individuals than on companies. This is also more 
competitive than arranging national health insurance 
through the state, though the state would have to go on pay- 
ing for the poor. Private insurance would also provide long- 


term care more effectively than the Pepper plan of a new fed- 
. eral entitlement, 


Two other changes are badly needed. One (which has 
President Bush’s support) is to limit maximum awards in med- 
ical malpractice suits. Expensive malpractice suits mean high 
costs and unnecessarily defensive medicine. The second is to 
press ahead with research into the effectiveness of different 
medical treatments. A quarter of coronary bypass operations 


. may be needless or damaging. Eliminating them could cut 


costs and do good. The government's latest health-care fora 
was the passing in 1988—and, after massive protest, repeal in ~ 
1989—of à law requiring people to insure against the expense 
of health catastrophes. That rebuff made health care politi- 
cally untouchable. It must not be. The care of America's 
needy requires not more money, but a determined quest for a 
more efficient system. 








pop up next, but they cannot be ignored. 

In a mysterious quantumish way the affairs of the commu- 
nist world appear to have triggered off other, apparently un- 
related, rumour-destroying events. Nelson Mandela is freed 
after years of rumour. Mike Tyson, rumoured not to be th 
man his publicists said he was, is actually beaten by a no- 
hoper. England, long rumoured to be able to play cricket, has 
beaten the West Indies. Mr Arthur Scargill . . . 


Consider the yeti 


We are adrift in what might be called yeti land. lt is entirely 
improbable that a half-man, half-beast could be roaming 


C .. around the snows of Everest without bumping into a Japanese 
nance of the jokes that occasionally sweep the world about ' 
the Jews, or the Irish, or, currently, about a Russian car called . 


climber. Yet the way things are going a yeti is going to turn 
up, speaking English and demanding a television interview, 
and who will be the least bit surprised? 

Are rumours likely soon to be on the way out, destined 
like many interesting things to be victims of the march of 
progress! Certainly not. A glance at any newspaper shows 
that the phenomenon is not dead, only changing. Whole new 
areas of doubt are opening up: about the quality of food and 
drink, the portent of the greenhouse effect, and the menace 
of ethnic minorities, especially their birthrate. The rumour of 
a rumourless world is a good one. 
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point he wanted to make was that the immi- - 
nent onset of electronic trading would bring 


the quick demise of such ancient practices as 
two men standing nose-to-nose on a trading 
floor, shouting each other hoarse. 





The man in the photograph, Mr Glen 
Renfrew, is still at the helm of Reuters to- 
< day. But floor-haggling still lies at the heart 


~~ of those vast bearpits of anarchy 600 miles 
away, Chicago's futures markets, and of 
umpteen other securities markets- around 

.. the globe. Did Mr Renfrew and many who 
-thought like him get it wrong? Probably not: 
they were merely premature. For electronic 
trading and automated exchanges are now 
-fast coming of age. And they are doing so in 
a way that will entirely reshape the way busi- 
~ ness is done in the world’s financial markets. 
The pace of automation is quickening. 





Last summer Tokyo opened an automated 


exchange for financial futures, called TIFFE. 
. K it eventually succeeds, it will be a mighty 
threat to those futures markets in Chicago. 
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markets will never be the same again 


150 most actively traded stocks are auto- 
mated, as are the exchange's stock-index. 
and government-bond futures contracts. 


In the middle of 1990 the Chicago Mer-. 


. cantile Exchange, the world’s biggest futures — 
^ market, is due to switch on its own elece - 
tronic trading system, Globex, which will 


operate during those hours when the Merc’s 


trading floor. is closed. The aim is to win. 
back for Chicago that slice of the world fu- a crowdec | | 


tures pie which is being lost to flourishing. 
exchanges overseas. Meanwhile, the Chi- 
cago Board Options Exchange (the world’s 


— biggest) and the small Cincinnati Stock Ex- 

change, which it owns, plan to team up with 
Reuters to create an automated market that. 
ties shares and derivatives together. In Eu- 
rope the Stockholm bourse has set up a 
brand-new electronic market in a bid to lure 

back business in Swedish shares that has - 


been lost during the past decade to Lon- 


don's more congenial markets. 


The middleman's enemy 


At present, every one of the world's securi- 


by finding counterparties more effici 


many argue that electronics can neve 
| - cate the quick reactions, subtle insti 

rom Tokyo to Stockholm, Paris to Toronto, electronic trading is taking - et 

On the Tokyo Stock Exchange all but the of — 


By all means, they say, automate E 


a securities transaction—its confirmat 
‘reporting, clearing and settlement. But 


Automated trading Systems o 
through what the Americans call the- 
box”, might well prove a boon to thes 


* 


for many of their customers’ ord 


the floor or the telephone, that rest 





offer—the capital and instant liquidi 
enable customers’ orders to be done 





ures that follow the clinchi i 


trading itself? No, sir. | 

~ Yet automation cuts down on time, cost 
and the risk of error, all of which—and 
fraud—thrive in the fraught atmosphere of 
a crowded trading floor or diffuse teleph 


ties markets uses one of two trading systems ur eee 


(or, increasingly, a hybrid of both). In an or 


der-driven system, customers’ buy orders - 
and sell orders come to a central point. 
where they are then matched. In a quote: 
driven system, dealers compete to give cus- 
tomers the best price in return for their busi- · 
ness. Electronic trading simply carries out 
the same functions automatically. In order- - 
driven markets it matches buyer and seller, - 
in quote-driven ones it finds for the cus- 

















tomer the best price available. - 


Since intermediaries in most securities- 
markets earn their bread by matching, mar- 
rying and blessing buyer and seller, auto- 
mated execution, which does the same job. 
without human intervention, has powerful 


opponents. Among them are most of the 
brokers on Wall Street, plus the NYSE’s “spe 
cialis" market-makers. So are the traders 


and brokers in Chicago, who do business. 


through the ancient process of “open out- 
cry”. So too are many of the screen-and-tele- 
phone dealers at London's International 
Stock Exchange (ISE). 


like th idea. And if investors decide 


tors and some enlightened securities de 





as effectively do for them wh: 
in has done hitherto, exchange: 






missions in stock, bond and futures m: 
around the world have been pared, 
dealing cartels uprooted. And the mo 
of international capital is pitting d 
exchanges against-new markets ove 
even against their own. members. Mu 
the battle for market share will no 
fought along the highways and 
automated trading networks. = 
.." Since the quiet tap of the keyb 











s the arrival of auto: 


ariably drowned by pained how 















re electronic trading is proven in the 
ly-burly of the trading world, Luckily for 
curious, Reuters itself is about to con- 
uct a giant laboratory test in the 
urest—and the largest —financial market 
, the $500 billion-a-day business in for- 
gn exchange. This is a good place to start: 
ie market is homogeneous (one dollar is ex- 





ved Reuters well. Though still better 
\own as a news agency, the company 


iking price information from individual 
s that. deal in the. foreign-exchange 
in prettier, collated form. With its 
00 foreign-exchange terminals, Rew 
as effectively become the global market 
urrencies, carrying price-bending news 
ilas banks’ quotations. © ^. 
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Jntil 1981 currency traders had always 
one and telex. After that, some Reuters 


lone 


ling 
Summer 
big leap further forward. Among 
things, it will allow traders around the 
to enter orders into the system, which 
ill then match them automatically. 

‘If it can generate a critical mass of busi- 
in the next couple of years, the new sys- 
ing, most currency brokers, that s 















ket operators, it will be a long time be- 


es most of its profit ($290m net in 1989) 










dimmer-witted traders. In future, the Reu- 
ters system will do these jobs, and much 
more. It will also help the dealers that re- 
main to devise cannier trading strategies, in 
two ways. The foreign-exchange market, for 
the first time, will have the electronic equiv- 
alent of a ticker-tape—an instantaneous 
record of the price at which deals are being 
proposed and disposed. Secondly, with 
transactions locked in automatically to the 
process of clearing and settlement, Dealing 
2000 could cut the current cost of trading by 
maybe four-fifths, i 


Chicago wakes from sleep 

The Chicago Mercantile Exchange—home 
of, among other things, the world's most 
traded stock-index contract, the s&p 500— 
had a tough time selling automated trading 
to its members. Many of them detested the 
idea. Its Globex system will function when 
most of the market's members are safely 
tucked up in bed. 

They might not have bought the idea at 
all, indeed, but for the exchange's boss, Mr 
Leo Melamed. He it was who, three years 
ago, decided that Chicago must do some- 
thing to arrest the worrying fall in its share 
of world futures business. The Merc's arch- 
rival, the Chicago Board of Trade (cBor; its 
lifeblood is the giant Treasury-bond con- 
tract), was responding to the challenge by 
keeping its traditional trading floor open at 
night. Mr Melamed applied a little more 
imagination to the problem. Globex, which 
has cost perhaps $30m to develop, is the 
result. | 

Its launch has been repeatedly post- 
poned, but it is at last at the point that Mr 
Melamed has just been able to announce his 
retirement at the end of this year. It will do 
much the same as Dealing 2000. But it will 
take longer to prove itself. Its out-of-hours- 
only operation will not help. And it will be 
much harder to build up liquidity in the 
Merc's futures. contracts than in the less 
complex foreign-exchange market. 

^ Still, a futures market with a well-estab- 
lished contract has a great advantage over 
other exchanges trying to get in on the same 
business. Once a contract builds up a repu- 
tation for liquidity, it is almost impossible to 
persuade that liquidity to flow elsewhere. So 
Globex will allow the Merc to spread its ten- 


tacles, drawing in customers from around 
the world. That is why Japan's Ministry of 
. Finance, the guardian of TIFFE, is fighting 


Mr Melamed's attempts to have. Globex 
screens installed in Tokyo. 

: Globex will bring further benefits to the 
Merc. Other exchanges can post their prod- 
ucts on the same network, thereby stifling 


potential competition and boosting the sys- 


tem's credibility. Paris's MATIF has already 
joined Globex; London's LiFFE is likely to do 


| ; 80. Globex can also become a kind of shop 





rices on behalf of their anonymous cli- wi fo 


its, will become redundant; so will banks’ 





ave failed 





contracts t 







common to both exchanges, worried about 
the double set of costs they would have to 





bear, forced the rivals to examine how their 
two systems could be combined. Nine 
months later no one is quite sure how. So 
Globex, the more advanced of the two, is 
likely now to prevail. LE 

The Chicago markets hope night-time 
automated trading will ensure a future for 
their traditional, open-outcry, daytime trad- 
ing. They may find the opposite. For a start, 
regulators—mindful of an Fei “sting” which 
led in August 1989 to 46 indictments for al- 
leged trading abuses at the Merc and the 
CBOT——like the clarity of an automated sy-- 
tem's audit trail. Secondly, the furious d 
bate about program trading and stockmark- 
et volatility has raised questions about the 
capacity of the trading pits to handle big vol- 
umes smoothly. À report due out this sum- 
mer from the Office of Technology Assess- 
ment (OTA), an arm of Congress, has already 
been much criticised. Yet a central theme 
shines out clearly enough: Chicago's trading 
pits are reaching their human limits. A trad- 
ing pit at full tilt, a thousand arms flailing, 
can probably do roughly 20 transactions 
each second. Globex will not be worth its 
salt if it cannot do 100. ~ 

The Merc's unwillingness to allow elec- 
tronic trading to compete with its floor may 
yet come back to haunt it. Just look at 
Globex's sums. After the fees charged by the 
Merc and by Reuters, which supplies both 
the hardware and software, Globex could 
cost. locals (the own-account traders who 
supply much of Chicago's liquidity) 170% 
more than the cost of using the floor, pro- 
prietary traders 15% more, and customers 
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Ea THE SEA TRANSPORT OF FROZEN SACRIFICIAL MEAT 
. TO SOME COUNTRIES IN ASIA AND AFRICA DURING THE. 
HAJ SEASON 1410H ( JULY/ AUGUST 1990 ) 


THE 1 LAMIC DEVELOPMENT BANK is pleased to invite, on behalf of de committee for the Sacrificial 
Utilization Project, specialized maritime transport com anies to submit their bids for transportini 
Porn meat during the Haj season 1410H ( July / August, 1990 in the framework of the Kingdom of 
Saudi Arabia's” Sacrificial Meat Utilization Project. The meat wil be transpoted by refrigerated vessel: 
om Jeddah Islamic Port for distribution to poor and needy persons in the following Islamic countries. 
Quantities will range between 205, 600 and 210, 000 carcases, Shipments will be as follows. 


PM j ——— ate | | . Approximate | 
Country Port No. of Heads Remarks Country Port No. of Heads Remarks 
IR M | 1 VINOS — cc | a VER 
1 Bangladesh Mongla | 65,000 . |. | 12 Burkina Faso Dakar. — 5,000 - e By Ait from Dakar | 
, Chittagong — , | Sa V ^^ — sOÜuagadougo. 

: Egypt | PAS n 35, Pes Vino B JR LO E e € Burkina Faso )by Jumbo i 

Sudan © ort Sudan 15, a c à — DEDECUS — 

th wi at | 13 Niger Dakat^ | 5 By ‘Air from Dakar to 3 

4 Djibouti Djibouti 000 . .| |. | E 5— EMYN 
5 Somalia Berbera y z = | i Niamey ( Niger ) by jumbo. Tu 


1 Kenya tne ok nie zt — i d Setn k Conakry 5000. 

9.Maüuritania ^ ^ - N OOOO x - "E, Ed The followin country — be 

10 Senegal =o ien kar. 10000 x added to the —* "n 

— o E or a ~ A S ae Dakar s Parisiis | 18 Mozambique Nacala 1, 000-1, m 
i ra uem ' £ Mali } by dombo | Beira 1, 800-2, ( — 


Maritime. transport. — anies. wil ng gm Ne ACER the persion. are e invited, to y dabuit their bids. aud. : 
proposals in sealed en » ater than Tuesday 15 Ramadan 1410H, jn accor dance with. Um AL. 
Qura Calendar { correspon¢ ing to 10 April 1990 J | | 


The proposal should. include. det ils. of ‘the number of. — to be utilized, thew. depen ca — ‘and 
igeration capacity, as well as loading and unloading method to be used and a layout of each ship — 
illustrating each of the above requirements. Quotation. should be based on classification ofthe ports of. 
arrival around the four routes of West Africa, Red Sea, East Africa and Bangladesh,with specific and 
separate indication of the cost of the Mozambique route if it is to be added, The bid should be accom- 
panied by a bid guarantee amounting to 1 percent of the total bid value. On award of the contract, the 
guarantee will be raised to 10 percent of the contract value. | x 


)cuments and other details, including terms and conditions of the. Sender; may | be obtained from th 
ce of the Sacrificial Meat Utilization Project at the headquarters of the: "M i — 


ISLAMIC. DEVELOPMENT BANK 
Al Khuzam Palace Area - 
P.O.Box 5925, Jeddah. 21432, 
Kingdom. of Saudi Arabia — — 


Bids will be gece at t the Bank headquarters in Jeddah at 10 a.m. , 16 Ramadan 1410H, according. ti 
Um Al Qura Calendar ( corresponding. to 11 April 1990 ). 


Transport of shipments will commence on the third week a July 1990 in accordance with a scliedüte to 
be agreed on by the contracting parties. Transport of shipments to Bangladesh will commence in late - 
September or early October. ; 


Interested maritime transport companies are requested to submit another bid for the years 1410H, 
1411H and 1412H. | 


The Award Committee reserves the right to award the contract either in full or in part, as it deems fit. 








One reason for setting t 
compensate, from. 
m the international trading that 






























tock-i dex derivatives. There, the costs to 
he user are a fraction even of those of the 
Merc's trading floor. _ | 
semembering exchanges 

til some time towards the close of the 


would scurry around the floor like worker 
ts, meeting at designated posts where par- 


would seek a buyer for their seller, and vice 
ersa. That was until William Boyd hurt his 
g. A commission broker like the rest of 
hem, Boyd could no longer scurry. He posi- 
ned himself by the Western Union post, 


rs in that share, and realised he could also 


thus became the first of the NYSE’s 








ve monopoly market-making rights in a 
articular shares, in return’for helping 
p an orderly market, by using their 
_capital to smooth any imbalance be- 
supply and demand. | 
One hundred years after Boyd, the poor 





one of October 1989 have left him out 


med for failing to do his statutory duty 


eeded automation of the exchange. Only 
24 ^ — 

















the last charge is worth looking at. 


the proceeds, those. 
| struck by the fun of it. A broker pads up to 







b it which have neverthe- | 






ineteenth century, the NyYSE’s brokers 


ular shares were traded. There, they 


eed to look after other brokers’ limit or- 
a bit of money trading for. himself. . 


ialists", those 49 firms which each 


list has come in for a fair battering. | 
great crash of October 1987 and the 


st the past couple of years; for failing to 
ent the extraordinary stockmarket vola- 
that is said to unnerve Middle America .. 
nd certainly unnerves Washington politi- 

ins; and for standing in the way of much- 





_Spend an afternoon with a specialist on 





the trading post, pencil and order. book in 
grubby paw, looking more like a builder’s 


; merchant than a character in one of those 
ot even from ^ bull-market movies. The specialist, who has 

rom the huge and in- 

harket in currency and - 


watched this man approach him for some 30 


years, knows by his expression whether he is 
a buyer or a seller, and for how much, Some. 


ritual haggling ensues. The specialist opens 
his book to the broker, displaying his wares. 
The broker presses for a keener price. A fa- 
vour is done and a deal quickly clinched. 

It is an odd mixture, life on the floor. 


. The most modern of technologies displays 


news and prices on the banks of overhead 
screens. Many orders are sped through opti- 


- cal fibre down to the floor, and, once exe- 
cuted, are whisked as particles of light away 
. again. Yet at the apogee of this technological 
. process stand men with blunt pencils, writ- 
. ing illegible figures in dog-eared books, The 
- exchange insists on their value: although 


specialists use their capital in only about a 
tenth ofthe stockmarket's business, they are 
the market's focus, it argues; the point 
where all orders meet, and where the prices 
at which deals are done are advertised for all 


investors to see, | E | 
-= .How much longer can stockmarkets — 
maintain the human face of trading, be it on 
the NYSE or a screen-and-telephone market: In 
like NASDAQ, America’s second—and the ..a small fraction of the market—and so 
world's: third—largest stockmarket? Not. 
long, to judge from some recent findings by” 
. Morgan Stanley. One unit of this Wall 
Street investment bank set out to test trad- 
ers’ claims that their animal presence and 
_ their capital are the lubricant of the mar- 
" ket's wheels; that the service they provide— —— 


instant liquidity—justifies their: privileged 


position. (No matter that few securities. 
- firms outside cartelised Japan makea decent 


return on capital by doingthis) — — 
The Morgan Stanley team eliminated 
humans, as far as possible, from the process 


pocket. And he has been variously _ J 


d 


iust be world-weary if you are not 


. noticebc 
"and offers on the system. | l 

The experiment was illuminating, if in- © 
evitably rough-and-ready. On the NYSE, 










gest American shares. That meant, for NYSE —— 
trades, sending ordere direct to the specialist 


han 


: via the exchange's automated-routing sys- - 


tem instead of via the*firm's own floor bro- 
kers. For deals on NAsDAQ, it meant execut- 
ing orders on Instinet, a kind of electronic 
ooard (owned by Reuters) for bids 








- Morgan Stanley speeded up its transactions 
- by roughly nine-tenths and cut its execution 
Costs by one-third. On NASDAQ, where 





Instinet handles just 8m-10m shares a day— 


.. might not be expected to be as liquid as tele- 


phoning traders, Morgan Stanley cut execu- 


tion time by one-half and got better prices, 
` buying and selling. In sum, the black box 


proved both quicker and more liquid —that 
is, more efficient —than humans. 
.. If this team's conclusions are right, the 


~ consequences are profound. All those bj! 


lions of dollars put up by securities hous: 


around the world to provide instant liquid- 


ity for their clients in return for a fee would 
seem to be in vain. Maybe four-fifths of all 
business in shares could be classified as what 
Americans call no-brainers (currently only 
private clients' small dealings count as such), 
and traded automatically. And if that is the 
case, why should investors use intermediar- 
ies at all? a 
Already, there are signs that investors 
are cutting out the middleman. That is why 


| — the Merc, for one, is fiercely resisting re- 


quests by clients to have Globex screens. In 
the equities markets, systems like Instinet al- 
low investors to trade between themselves, 
cutting out the broker. Now money manag- 
ers such as Wells Fargo in San Francisco 
have also devised networks, for making and 
clearing deals in securities, that bypass Wall 


Street. With the coming democracy of the 


screen, get ready to wish your broker 
goodbye. 
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Hor r strategic decision-making, you need reliable data. Unfortunately mar y 
“executives are discovering that the information provided by existing cost _ 
E systems is either misleading or, at best, incomplete. 


e ded by INSEAD’ extensive research, senior managers can now study what has. i 
Lae gone wane with current cost M and how to o remedy the deficiencies. — 




















^m To discuss tt 
“= such new sy: 






STRATEGIC COS 
| E (4d week . 10-16 









The: seminar has three. asic me 
.. & To demonstrate the weaknes ies in 

: contemporary cost systems . = | : 
NEM tU To present new concepts of strategic c cost improve cost mar ! [S 
[^ management systems which, overcome the. for product profitability and — 
| problems NM T | resource HORARUM. har eC 4 












For more information, return this advertisement with: your — card or contact: 
F Michèle Baliteau, IN SEAD Rm AE, 77305 Font: ie France, Tek 16 60 72 a2 18 “Telex: 






t. | — ——— Dept 587. Cii chives V 
ph Managing didus RN California, Berkeley, California 94720, USA : 

` March 25-30, Berkeley, and Oct. t 14-19, See Telephone: (415) 642-4267, ext. 587. | 

/ Mass mE $ Fax: (415) 643-8683 








IN CUSTODY AND CLEARANCE, 
Security Pacific has mastered the 
challenge of delivering modern-day 
Western custody services within the 
context of Asian regulations, tradi- 
tions and market practices. 


The result is a truly pan-Asian 
network that offers banks and ins 
tions sophisticated, personalized 
service based on a thorough under- 
standing of their strategies and 
needs: A variety of state-of-the-art 
communications alternatives for 
instructions and reports. international 


managers and local staffers available — 


24 hours a day. A full range of 


services. Cost-effective pricing. 


. Wecurily 


We have made a major commit- 
ment to the Asian market. So in one 
place, at least, East does meet West: 
At Security Pacific. ©1990 Securily Facilic Corporation 
Tokyo Bill Salus Tel: 3-587-4857 

Fax: 3-587-4885 


london Tom Coté Tet: 1-374-7681 
Fax: 1-374-5753 


New York Cathy Halsey fel: 212-952-9278 
xx: 212-514-6486 
‘Security 

Pacific 





ASIA 


Najibullah claims the day 


T LOOKS as though President Najibullah 
may tighten his grip on Afghanistan as a 
result of this week's attempted coup. That 
may sound odd: coups, even failed ones, 
usually weaken the governments they are di- 
rected against, as Mrs Cory Aquino of the 
Philippines could testify. But Mr Najibullah 
ic shrewd, artful and not much given to scru- 
le. He was previously head of Afghani- 
7 stan's secret police and brought to the presi- 
dency a highly developed talent for dealing 
with troublemakers. He guessed that trouble 
might be coming this week, took precau- 
tions against it and has disposed of his main 
adversary in the government, the coup lead- 
er, General Shanawaz Tanai. 

General Tanai was the head of the 
Khala (People) faction in the ruling People's 
Democratic party. The Khalq gets its sup- 
port mainly from the rural areas of Afghani- 
stan. Its people tend to be rough and tough. 
They are the backbone of the Afghan armed 
forces. For this reason alone Mr Najibullah 
has had to get along with them, although he 
is a member of the party's other faction, the 
Parcham (Flag), whose supporters tend to be 
better educated than those of the Khalq. 
However, since the Russians left Afghani- 
stan in February last year the two men have 
had frequent arguments over policy. 

Mr Najibullah believes that the only way 


A hea wn oo 
Najibullah disposes of . . . 
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to bring peace to Afghanistan is to make a, 


deal with the mujaheddin guerrillas. Gen- 
eral Tanai, the defence minister, argued that 
the guerrillas had to be crushed. So bitter 
did this argument become that in December 
the Russians sent a delegation to Kabul to 
intercede. As a result both men seemed to 
agree to disagree, but the argument was not 
settled, only suspended. General Tanai was 
virtually impossible to move. Not only was 
he head of the Khalq; he had proved his 
worth as a soldier by masterminding the suc- 
cessful defences of Jalalabad and Khost. 

Suspicions grew in Kabul that General 
Tanai was involved in, or at least had prior 
knowledge of, a failed coup in December. 
The question was, when would he try to top- 
ple the president? This week five Afghans 
went on trial in Kabul, the first of 124 ac- 
cused of complicity in the December coup 
attempt. Would General Tanai try some- 
thing heroic to rescue them? Mr Najibullah 
put his army on alert, hoping that at least 
the bulk of it would remain loyal. It was 2 
wise move. Now his adversary is on the run, 
branded a traitor. Mr Najibullah has or- 
dered his capture, dead or alive. 

This week's coup attempt started in the 
afternoon of March 6th. Six rebel aircraft 
bombed the presidential palace and the ra- 
dio station. Rebel soldiers attacked the air- 





. . . his rival Tanai 


port and government buildings. By nightfall — 
the government claimed to have suppr 

the rebellion. The following day fighting was 
still being reported in the streets of 
and at the air base of Bagram, near Kabul. 
Later the capital was quiet but some rebels 
were said to be fighting in provincial towns. 
The government claimed that eight rebel — 
generals had surrendered. That sounds like — 
a lot of disloyalty, but the Afghan army has — 
1,000 generals of various status, one for ev- — - 
ery 500 soldiers. General Tanai and his fam- — — 
ily were reported to have sought asylum in 
Pakistan. Three Afghan air force aircraft 
with fleeing rebel officers aboard landed in 
Pakistan the day after the failed coup. 

A coup against Mr Najibullah has little — 
chance of succeeding. The Russians would 
not allow it. They still have advisers in * 
bul, and their warplanes await the call just 
over the border. They seem to have had 
early warning of what was coming this week. — 
Tass, the Russian news agency, was first with — | 
the news of the attack. Around that time, — 
the Russian foreign affairs spokesman, Mr 
Gennady Gerasimov, was chatting to west- 
ern reporters about what he was already call- 
ing “an attempted coup”. 

The Russian are desperate for peace in — — 
Afghanistan and believe Mr Najibullah and 
his policy of conciliation is their best hope. — 
The Americans, who expected him to be 
overthrown by the mujaheddin shortly after 
the Russians left a year ago, now acknowl 
edge his staying power. Even though his 
peace moves have been rejected by the - 
mujaheddin "government" in the Pakistani - 
border town of Peshawar, he has been doing. 
live-and-letlive deals with guerrilla come - 
manders in Afghan:stan. 

The one almost comic incident in a grim — 
day was Kabul's attempt to link General — 
Tanai with Mr Gulbuddin Hekmatyar, the — 
most uncompromising of the resistance - 
leaders. Mr Hekmatyar for once seemed at 
loss for words when he learned that he was — 
supposed to be in conspiracy with a man he — 
holds responsible for the deaths of thou- | 
sands of guerrillas. All he could manage was - 
a not-very-convincing blessing for the 
rebels. “We will see in what way we can sup- 
port them," he said. Recovering his poise, 
he said that the Kabul regime would soon be - 
removed “by another action if not now". 

If Mr Najibullah was told of Mr : 
Hekmatyar's words they did not appear to 
bother him. His brother-in-law, who is am- — 
bassador to India, said he had spoken to the. 
president on the telephone. "His mood was - 
good. He sounded confident.” No doubt in- 
sufferably so. 
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South Korea 


When democracy hits the purse 


FROM OUR EAST ASIA CORRESPONDENT 


OR all their sins, the despots who ran 

South Korea until 1988 got one thing 
right: they left the economy in the hands of 
people who knew what they were up to. 
When he became president two years ago, 
Mr Roh Tae Woo inherited an economy 
three times bigger than that of 1980, with a 
chronic trade deficit turned into a surplus. 
But democracy has made the smooth run- 
ning of the economy a little harder. 

Ministers and top civil servants have 
had to grow accustomed to trooping obedi- 
ently to the National Assembly whenever 
the people’s representatives see fit to call 
them in for questioning. And the questions 
have got tougher. The heady summer of 
demonstrations in 1987 brought not only a 
free election but a rash of strikes and pro- 
tests by discontented farmers. 

Wages have gone up, and the govern- 
ment has raised its rice-buying price by more 
than 30% since 1988. Koreans now think 
they have an economic problem. Growth 
has almost halved to 6.5% a year, inflation is 
still around 5% and unemployment is up. 
For the first two months of this year, the 
current account was back in deficit. 

So far the government has resisted pres- 
sure to change its liberalisation programme. 
This is thanks mainly to Mr Cho Soon, the 
deputy prime minister, who runs South Ko- 
rea's Economic Planning Board and is thus 
in charge of the economy. Although Mr 
Cho is not a professional politician—he 
used to be a professor of economics at Seoul 
. National University—he retained his job 


Here come some more democrats 
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through two reshuffles that unseated most 
of his colleagues. Now he is under pressure. 

"Everyone is unhappy," says a senior 
politician from Mr Cho's party. "The rich 
are furious about the real-names reform [in- 
vestors are being obliged, for the first time, 
to use their own names]; the middle class is 
furious because share prices have fallen; and 
the poor are furious at the land-price boom 
that has driven up rents." Mr Cho has of- 
fered the president his resignation. When 
the parliamentary session comes to an end 
on March 16th or 17th, Mr Roh may be 
tempted to accept it. 

The president, defiantly his own man, 
could resist temptation. But somebody has 
to carry the can for the country's economic 
difficulties. Party malcontents are beginning 
to gripe that Mr Cho failed to foresee the 
depth of the trough into which the economy 
began to slide 18 months ago, and that he 
mistakenly let the currency rise against the 
yen last year by pegging it to the dollar. This 
eroded Korea's competitiveness. 

Easy to make such complaints with 
hindsight. Last year was particularly diffi- 
cult. The United States was complaining vo- 
ciferously that South Korea's markets were 
closed and its currency overvalued. Had Mr 
Cho erred in the other direction, Korea 
might have been cited as an "unfair trader" 
under the “super-301” provisions of Ameri- 
ca's trade law. Six months ago, Koreans 
were delighted to have escaped that. 

What happens now! Two schools of 
thought have emerged. The first is that, as 





Korea's economy grows, the old policy of 
supporting exporters will have to be aban- 
doned. To survive, the country will have to 


let labour-intensive businesses, such as shoe 


factories, die out, and replace them with 
higher-value-added industries such as semi- 
conductors and aerospace. Helping ailing 
firms would merely slow the change. Depre- 
ciating the won would suck in imports, caus- 
ing more inflation. Best, therefore, to keep 
economic policy on track, while spending 
any spare cash on welfare. The present team 
favours this policy. 

The other school of thought, advocated 
by many of the people who are now gunning 
for Mr Cho; is that the country cannot be 
expected to restructure itself so fast and that 
traditional support for exporters should 
continue. Over the past two years, Korea's 
big firms have paid out annual wage in- 
creases of more than 2096 and have seen the 
won rise 1596 against the dollar and ever 
more against the yen. Japan prospered fro 
the rise of the yen in 1985-88, but Korea is ~ 
smaller and weaker. 

This row has broken out at a thoroughly 
inconvenient time. In January, Mr Roh an- 
nounced that his party would merge with 
two of South Korea's three opposition par- 
ties to form a huge new party to be known, 
with an eye to Tokyo, as the Democratic 
Liberal party. If the president decides to re- 
place his deputy prime minister, the choice 
of a successor will be difficult. He needs to 
dissipate the irritation without giving the 
impression that he is a puppet of the special 
interests. And there are any number of pre- 
tenders to Mr Cho's job, including candi- 
dates from the new coalition partners. 

Can Mr Roh keep his nerve? Luckily, 
things are not quite as bad as they were. The 
unions' opening wage demands this year are 
17-2096, compared with 28-3096 last year. 
And though there were 46 strikes between 
January Ist and March 3rd this year, ther 
were 192 in the same period last year. 





India 


All sorts 


FROM OUR INDIA CORRESPONDENT 


WEEN Mr Rajiv Gandhi's Congress 
party was edged out of power in No- 
vember, he told a friend that this meant no 
more than a six-month sabbatical for him. 
The elections to eight state legislatures in 
the northern and western parts of India, 
held on February 27th and 28th, suggest 
that Mr Gandhi will have to wait a great deal 
longer than that to get back into power 

His breezy prediction was based on his 
belief that the Mr V.P. Singh’s National 
Front, with only 166 out of 544 seats in par- 
liament, could not last. It depended, to its 
the right, on the Hindu-revivalist Bharatiya 
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An Encounter with Tenderness. 
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FOR US THE COMMON 
COMMON TALK. BUT A 


The removal of the European borders in 1992 
is a daily topic of conversation in financial circles. 
Naturally also for the ABN. But as far as the ABN 
is concerned, this is not just idle chatter. 

The ABN is the only European bank with 
branches in all EC member countries. While its total 
European branch network covers no less than 19 
countries. Countries in which the ABN has been 


operating for many years and where it is more at 
home than any other bank. Not only with regard to 
finances. But also when it comes to local business 
practices and regulations. 

Moreover, the European network is not the 
ABN's only asset. It forms part of our total internatio- 
nal network of almost 1,000 offices spread over more 
than 45 countries. As a result, the ABN is able to offer 


ARGENTINA, ARUBA, AUSTRALIA, AUSTRIA, BAHRAIN, BELGIUM, BRAZIL, BRITISH WEST INDIES, CANADA, CHANNEL ISLANDS, DENMARK, ECUADOR, FRANCE, GERMANY, GIBRALTAR, GREAT 
ANTILLES, PAKISTAN, PANAMA, PARAGUAY, PEOPLE'S REPUBLIC OF CHINA, PORTUGAL, SAUDI ARABIA, SINGAPORE, SPAIN, SRI LANKA, SURINAM, SWEDEN, SWITZERLAND, TAIWAN, TURKEY, UNITED 
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MARKET IS NOT ONLY 
SO COMMON GROUND 


surprising solutions in all situations, and will conti- 
nue to do so after 1992. Just as we have been doing 
for many years for customers throughout the world. 

With regard to day-to-day products and ser- 
vices, of course. But also for specific projects such 
as leveraged-lease aircraft financing, co-generation 
energy projects, complex swaps or off-shore loans. 

It is therefore not surprising that the ABN is 










able to build solid relationships with large numbers 
of international enterprises. Because a bank that 
knows the world, automatically becomes known 
throughout the world. 


ABN Bank 


A WORLD OF UNDERSTANDING. 





BRITAIN, GREECE, HONG KONG, INDIA, INDONESIA, IRELAND, ITALY, JAPAN, KENYA, KOREA, LEBANON, LIECHTENSTEIN, LUXEMEOURG, MALAYSIA, MOROCCO, NETHERLANDS, NETHERLANDS 
ARAB EMIRATES, UNITED STATES OF AMERICA, URUGUAY, VIRGIN ISLANDS. HEAD OFFICE, 32 VIJZELSTRAAT, AMSTERDAM, THE NETHERLANDS. TELEPHONE [31-20] 29.3249/29.4090/29.3222. 














In Singapore 
where else 
but the 
Shangri-La. 





Fifteen acres of rich 
tropical gardens in the 
very heart ol 
the city. Luxurious 
standards of service. It 
could only be the 
Shangri-La Singapore 


One of the 





worlds finest hotels 
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SINGAPORE | 
A SHANGRI-LA INTERNATIONAL HOTEL 





SHANGRI-LA HOTEL, ORANGE GROVE ROAD, SINGAPORE 1025. TEL: 737 3644. TLX: 21505 SHANGLA RS. FAX: 733 7220/733 1029. 
SHANGRI-LA INTERNATIONAL: BANGKOK (2) 236 7777 * HONG KONG 810 77822 * KUALA LUMPUR (03) 230 6248 
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FROM OUR SOUTH-EAST &SIA CORRESPONDENT 


INGAPOREANS may like sex as 

much as anyone, but they prefer to 
avoid its natural consequences. Contra- 
ceptives are common; so is abortion 
(which ends around a third of pregnan- 
cies). Not since 1974 has the birth rate 
been sufficient to replace those who die. 
The government of Mr Lee Kuan Yew 
finds it all most worrying. Unless Singa- 
poreans change their breeding habits, the 
economic miracle of the past 25 years 
could be pensioned off: there will not be 
enough young workers to support an ag- 
ing population. No wonder the prime 
minister, four years ago, urged couples: 
“At least two. Better three. Four if you 
can afford it." 

i The uncatchy slogan has been ignored, 
especially by educated Chinese, the peo- 
ple Mr Lee most wants to bear children. 
Ten years ago the Chinese made up al- 
most 77% of Singapore’s population; to- 

| day, they are just under 76% of the 2.7m 
Singaporeans. The government fears that 
a further drop will create racial tensions. 
Better, it argues, to preserve today s peace- 
ful proportions, with the Malays at just 
over 15% of the population and the Indi- 
ans 6.5% (Eurasians account for most of 
the rest). 

But how? One answer is a financial 
aphrodisiac called the “procreation incen- 
tive”. The 1990 budget unveiled on 
March 2nd by the finance minister, Mr 

Richard Hu, promises a tax rebate, valid 

for seven years, of S$20,000 ($10,600) to 

couples who have a second child before 





iata party (BJP) and, on the left, on two 
Communist parties. None of these parties is 
formally allied with the Front. Sooner 
rather than later, Mr Gandi thought, the 
Hindus or the Communists would withdraw 
their support. This does not look like 
happening. 

In seven out of the eight states that 
voted last week, the Congress party suffered 
the same sort of rout that it had in Novem- 
ber. It won only the small state of Arunachal 
Pradesh. In the former Congress stronghold 
of Maharashtra, the party failed to get a ma- 
jority; it is relying on independents to form a 
government. 

Mr Singh's Janata Dal, the central prop 
of the National Front, won one state, 
Orissa. It has formed coalition governments 
with the BJP in two states, and with the Com- 
munists in a third. The ties binding the BJP 
and the Communists to the National Front 
have thus grown stronger. Coalitions are 
now respectable. The other two states, Hi- 
machal Pradesh, the hill state around Simla, 
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Birth of another nation 


the mother is 28. The longer the mother 
waits, the less the rebate—just S$5,000 
for a mother aged 30. 

It may not work. Singaporean couples 
are ignoring the $$20,000 tax rebates an- 
nounced by Mr Hu in his 1987 and 1989 
budgets for third and fourth children. 
The median age of mothers giving birth to 
a first child rose from 25.3 in 1980 to 27.4 
in 1989; for second births, che median age 
rose from 27.6 to 29.8. The precise Mr Hu 
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Give bima sibling, or two 


and the central state of Madhya Pradesh, 
went to the BIP. The Hindu-revivalist party 
has continued to draw the strong support it 
won last November; back then, it increased 
its representation in the national parliament 
from two to 88. 

Mr Gandhi had good reason to doubt 
the staying power of Mr Singh's strangely as- 
sorted government. But the prime minister 
has shown enough flexibility and firmness 
to carry his disparate supporters with him. 
He has involved all the other political par- 
ties, including Congress, in discussions 
about electoral reform and about the prob- 
lem states of Punjab and Kashmir. 

Mr Singh has drawn the BJP into the 
search for a way to satisfy Hindus and Mus- 
lims over the construction of a Hindu tem- 
ple in the holy city of Ayodhya: the Hindus 
want to build it on a site occupied by a dere- 
lict Muslim mosque. But, while seeking a 
consensus, he has made it clear that he 
would not hesitate to send in troops to pro- 
tect the mosque if Hindu militants sought to 





said, "These delays are particularly pro | 
nounced for the higher educated.’ 

Parliament cannot have been sur- 
prised. Singapore's educated women are a 
choosy lot, immune to the sponsored 
matchmaking efforts—such as “love 
boat” cruises—of the government's Social 
Development Unit. Whereas their moth- 
ers listened to Mr Lee's different tune a.. | 
couple of decades back and "stopped at | 
two" (he then feared a population explo- | 
sion), today's young women think more | 
for themselves and are more career- 
minded. They are unimpressed when Mr 
Lee castigates women graduates for not | 
wanting to marry their educational inferi- 
ors, even though this means two-thirds of 
them are supposedly destined to remain 
spinsters. 

But if ministerial exhortation and tax 
inducements fail, is Singapore doomed to 
senescence? Not if it can attract enough 
immigrants of the right race—that is, Chi- 
nese, although Mr Lee's deputy, Mr Goh 
Chok Tong, says Malays and Indians 
would be imported if the racial balance re- 
quired it. The obvious source of such im- 
migrants is Hongkong: Singapore is offer- 
ing to take 100,000 Hongkongers who 
prefer not to stay when China takes over 
their home in 1997. 

Meanwhile, Singapore's own Chinese 
are themselves emigrating, to less strait- 
jacketed places like Australia. According 
to Mr Lee, the exodus has reached 4,000 
families a year, around 16,000 people. His 
statistically-inclined government may 
reflect that, proportionally, the exodus | 
from Singapore, which faces no threat 
from China, was not far below the flight 
from Hongkong last year. 


dismantle it. That is a brave attitude when P 


the BJP is flush with success. 


Mr Singh consulted no one before al- 


lowing the governor of Kashmir to dissolve — | 


the state assembly, thus sending a signal to 


Kashmiris that a free and fair election was — 


near. On March 4th he offered his resigna- 


tion as president of Janata Dal, after reports 
that his deputy prime minister, Mr Devi Lal, 


had rigged a by-election in a constituency — 


where Mr Lal’s son was declared the winner. 


Mr Lal caved in and agreed to accept the 


verdict of the election commission. 


The National Front government feels it — 
is getting stronger; Mr Gandhi's position 


within his party has become perceptibly 3 


weaker. Posters have appeared in Bombay, — 


the capital of Maharashtra, proclaiming its 
Congress chief minister, Mr Sharad Pawar, 
a "future prime minister". The posters do 


not say when this is likely to happen, but the 


meaning is clear. Mr Pawar is throwing his 
cap into the ring against Mr Gandhi. 
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Philippines 


Flown the coop 


OX loyal general killed, one rebel politi- 
cian still at large and one dissident sen- 
ator released on bail despite charges of re- 
bellion and murder. The sequence mocks 
President Cory Aquino's determination, af- 
ter six coup attempts against her in less than 
four years, to steer the Philippines towards 
calmer political waters. 

She is still perilously close to the rocks. 
On March 4th, government troops stormed 
à hotel in Tuguegarao, the undistinguished 
capital of Cagayan, in an effort to arrest Mr 
Rodolfo Aguinaldo, the province's elected 
governor. He supported December's coup 
attempt and was suspended last month for 
allegedly breaking his oath of loyalty to the 
constitution. 

Predictably—such is the efficiency of 
the armed forces—the. assault failed. Mr 
Aguinaldo, protected by his private army, 
survived to give yet more press conferences. 
Unhappily, however, Brigadier General Os- 
car Florendo, who had been taken hostage 
While seeking to negotiate Mr Aguinaldo's 
surrender, was shot dead— murdered on the 
renegade governor's orders, according to 


. some accounts. Mrs Aquino immediately 


declared, “The act of cowardice and treach- 


_ ery of Aguinaldo's followers will not go un- 


. punished. We will see to it that the fullest 
force of the law is meted out to them." 

This presidential vow of revenge is likely 
to be as empty as its predecessors. Already, 
excuses are being made for Mr Aguinaldo: 
he would have surrendered if charged only 

"with rebellion, and not also with murder 
(which carries a much heavier penalty). In 
any case, why is he singled out when the 
‚president authorises peace talks with’ the 
Muslim secessionist Mr Nur Misuari? Fortu- 
- nately for Mrs Aquino, Mr Aguinaldo has 
little popularity outside Cagayan, while 
General Florendo was liked by almost every- 
one who met him. With luck, therefore, the 
killing of the general will end the widespread 
notion that the rebel soldiers are latter-day 
‘Robin Hoods. 

Even if that happens, it may be too little 
to improve the president's fortunes. One of 
Mr .Aguinaldo's fellow-accused is Senator 
Juan Ponce Enrile, also from Cagayan prov- 
ince. Mr Enrile helped to bring Mrs Aquino 

to power as the successor to Ferdinand Mar- 

cos and served briefly as her defence minis- 
ter. Now he is the sole opposition member 
of the Senate and has only scorn for the 
president. 


On February 27th, Mr Enrile was ar- 


rested on charges of rebellion and murder, ” 


- and was taken to a prison “cell” that mys- 


teriously turned out to be air-conditioned 
and equipped with telephones and a com- 
puter. On March 6th, by a majority vote, 
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Enrile out of his gilded 


the Supreme Court released Mr Enrile on 
bail of 100,000 pesos ($4,500, chicken-feed 
for a man of Mr Enrile’s wealth) while argu- 
ments continued over the validity of tying 
the charge of rebellion to that of murder. 

Apologists for the government say: no 
matter, it helps Mrs Aquino if the Supreme 
Court is seen to be independent. More re- 
alistic observers say the botched charges and 
temporary imprisonment serve only to make 
Mr Enrile, hitherto loathed by many as the 
man who administered martial law for Mar- 
cos, a minor martyr. The religious Filipinos 
are fond of martyrs. Mr Enrile, playing to 
the gallery, said craftily of his release: “I feel 
like a bird that has been imprisoned and just 
been freed." 
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Japan 


Desert flowers 


FROM OUR TOKYO CORRESPONDENT 


IKING Mr Toshiki Kaifu is one thing. 
Trusting his ability to bargain for the 
best interests of Japan is another. Few Japa- 
nese believe that the prime minister they re- 
cently re-elected has the political strength to 
deal man-to-man with somebody as power- 
ful as the president of the United States. 

At the end of his "desert summit” meet- 
ing last weekend with President Bush in 
Palm Springs, California, at which the two 
leaders tried to get their countries’ stalled 
trade talks moving, Mr Kaifu declared that 
he would make Japan's structural reforms 
one of the priorities of his new cabinet. Back 
home, Mr Kaifu's opponents have been say- 
ing that he gave away the shop. 

They have taken their lead from a dis- 
agreement between Washirigton and Tokyo 


over what was said between the two leaders. 
The White House said that Mr Bush had 
asked Mr Kaifu to strengthen Japan's anti- 
monopoly law, revise or abolish the law that 
controls where large Stores can be opened, 
and increase spending on Japan's primitive 
infrastructure. In Japan the prime minister's 
chief cabinet secretary, Mr  Misoji 
Sakamoto, denied that any concrete de- 
mands had been mentioned in Palm 
Springs. Mr Kaifu swore before the lower 
house of the Diet (parliament) that the talks 
with President Bush had not touched on 
specifics. 

Few believed him. Miss Takako Doi, the 
Socialist party leader, scolded the prime 
minister for making secret promises to the 
Americans. “We did not try to negotiate or 
arrive at any special agreement,” proclaimed 
a bewildered Mr Kaifu. “When striving for 
international harmony,” Miss Doi snapped 
back, “it is important not to say one thi 
overseas and another back home.” The 
prime minister then had to endure the or- 
deal again in the opposition-controlled up- 
per house. 

The argument Mr Kaifu has been trying 
to get across to his colleagues is that many of 
the reforms suggested by the Americans 
during their talks on “structural impedi- 
ments" to trade would actually do a lot to 
improve the living standards of the ordinary 
Japanese; they have not benefited fully from 
the country’s fast economic growth. His 
party and political colleagues snigger. But 
Mr Kaifu enjoys widespread support among 
ordinary people precisely because he says 
such things and—perhaps because they are 
true—he may even believe them. 

Although he waffles appallingly, Mr 
Kaifu usually manages to get his message 
through to the public with little difficulty. 
This is especially so when he talks about ris- 
ing dissatisfaction over Japan’s high pri 
for land and consumer goods. v 

Mr Kaifu has found one unexpected 
ally—big business. The powerful Keidanren 
(Federation of Economic Organisations) 
wants abolition of the law that makes it hard 
for large stores, all of them big importers of 
foreign goods, from expanding into the sub- 
urbs. The law also prevents efficient foreign 
retailers from setting up shop in Japan, Get- 
ting rid of the law has been one of the prior- 
ities of American negotiators in the struc- 
tural impediments talks, which began last 
year. Belatedly, the Ministry of Interna- 
tional Trade and Industry (Mimi), having first 
said that it had no plans to ease the law, has 
now thrown its weight. behind the 
Keidanren proposal. “Watch what I do,” Mr 
Kabun Muto, the new trade minister, boldly 
told reporters. 

To be useful to Mr Kaifu, the new trade 
minister is going to have to override some of 
his mandarins. Despite their noble words 
about the need to move Japanese society 
from being producer-based to consumer- 
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__ based, the men from mim still see themselves 
largely as the champions of big manufactur- 
_ ing industry. 

.. Mr Muto may not last long as the minis- 
try 's new boss. Within a week of his appoint- 





Australia 


. FROM OUR SPECIAL CORRESPONDENT IN MELBOURNE 


ISTEN to Mr Bruce Ruxton, Australia's 
. By best-known bigot: 
What I say, 80 out of 100 Australians 
= think...This country remains basically 
. European... The basis of immigration should 
.. be from Britain, Ireland and Europe in that 
.. order... We're not culturally, legally, geologi- 
.. cally, geographically or racially tied with Asia. 
But the numbers increasingly mock Mr 
- Ruxton, who is president of the Victoria 
state branch of the Returned Services 
League, a veterans’ organisation. Last year 
Britain and Ireland provided only 26,987 of 
Australia’s 145,115 immigrants; Malaysia, 
. Vietnam, Hongkong, China and India to- 
er sent 29,563. The number of people 
arriving from Hongkong alone has quintu- 
pled over the past seven years. No wonder 
Mr Ruxton, a garrulous 64-year-old of Brit- 
sh stock, wants an immediate moratorium 
^ on all immigration. 
. . He will be ignored. In this month's fed- 
eral election, immigration is not an issue, 
even though the contest between Mr Bob 
awke's governing Labor party and the Lib- 
eral-National coalition led by Mr Andrew 
Peacock is close. 
. .. One reason is that, in a country with 
- 130 or so ethnic groups, an appeal to nativ- 
ist sentiment is too risky. Mr Peacock's 
essor, Mr John Howard, was sacked 
_ 18 months ago after he mouthed Ruxtonian 
sentiments in quest of electoral advantage. 
second reason is that non-Asians, includ- 
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ment, he was talking provocatively about 
the need to strengthen the anti-monopoly 
law to give it some power to look after con- 
sumers. That is just about as close a MITI 
minister can get to heresy. 





Go south, young man 


still account for two out of three settlers. A 
third is that Mr Ruxton's populism has little 
proven strength. Immigration has never 
been popular in Australia, but it has also 
never been stopped. “My parents", says one 
immigration officer, "were devastated by 
Greek and Italian immigration. Yet in Aus- 
tralia there have never been the race riots of 
America or Britain." 

Australia, with only 17m people and a 
huge land mass, surely needs immigrants to 
develop. Senator Robert Ray, the minister 
who looks after immigration, says it “adds to 
our skill level" and keeps the nation young 
at a time when many other advanced coun- 
tries have aging populations. The “White 
Australia" policy was abandoned in 1973, to 
be succeeded by an immigration regime that 
does not look at race. A migrant can enter 
Australia by joining relations (some 71,000 
last year); by investing capital or possessing 
skills (about 54,000); or on humanitarian 
grounds, such as being a refugee (some 
14,000, including 11,400 refugees). 

Asians alone could easily take up all the 
140,000 or so places on offer each year. In 


.1989, for example, more than 1,800 Philip- 


pine women married Australians; for years 
after, one in six of them is likely to sponsor a 
sibling to follow. Only four Australian im- 
migration officers were based in Hongkong 
five years ago; today there are 11. Hong- 
kong's fears about 1997 are the main reason 
for the 3596 increase in business migrants to 
Australia last year: more than 9,000 came 
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Australia's other faces 


from all sources, each having committed | 
tween A$350,000 ($266,000) and A$1m in 
job-creating investment to win the right to 
settle. Vietnam furnishes a constant supply 
of refugees: 122,000 so far, including almost 
8,000 last year. They arrive with nothing 
and then prosper in the Sydney suburb of 
bramatta, their hard work and mutual 
help putting white Australians to shame. 

It may be envy that partly explains the 
views of Mr Ruxton and his sympathisers. In 
a country where living standards have fallen 
for the past four years, many resent the gov- 
ernment aid—A$125m last year—that pays 
for English lessons and other help for the 
migrants. Some critics, mystifyingly, even 
blame immigration for increasing demand 
in the economy, thus widening Australia’s 
current-account deficit. 

The critics ignore the good done by im- 
migration. The average migrant, aged 27, is 

ve years younger than the average Austra- 
lian. His skills, measured by the proportio- 
of migrants with professional and ott 
qualifications, are a quarter higher than 
those of the average Australia-born worker. 
The question pondered by Australia’s plan- 
ners is not whether this useful transfusion of 
youth and talent should continue, but when 
it should stop. Should it be when the popu- 
lation reaches 25m, in 40 years at the 
present rate of intake, or should it, in such a 
thinly populated country, be never? 

That prospect worries the environmen- 
talists as much as it does Mr Ruxton. They 
say Australia is already short of water and 
fertile land. More immigration, they argue, 
means using more water and building better 
infrastructure—to be paid for by soil-de- 
grading exports of minerals and food. In 
Australia's system of preferential voting, the 
green vote counts. But the Labor party, for 
one, is unmoved. Senator Ray says bluntly: 
"All our ecological disasters occurred when 
we had only 6m or 7m. You protect the envi- 
ronment through growth." 
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AMERICAN SURVEY 


Government Speed the plough 
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Good times are back on the 


farm, for a bit 


AMES, IOWA 


ROP rotation has again become a 
maize-Hawaii-soyabeans-Florida 

round. Winter holidays are on once more 
for midwestern grain farmers, readily 
recognisable by the baseball-style caps they 
get from their seed and tractor suppliers, as 
their bank balances recover from the rav- 
ages of the worst decade for American agri- 
culture since the 1930s. Cattle ranchers, pig 
farmers and cotton growers also are smiling. 
The recovery could not be better timed 

for Mr Clayton Yeutter, the secretary of ag- 
vulture. Congress is working on a new 
tour-year or five-year farm bill to succeed the 
expiring Food Security Act of 1985. Some 
farmers are still in trouble. Citrus growers 
have suffered their third big freeze in six 
years. Parts of South Dakota remain a 
parched playground for tumbleweed. But 
the relative contentment of most of Ameri- 
ca's farmers much improves Mr Yeutter's 





Let us spray 
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chances of persuading congressmen to vote 
for a more market-slanted farm system that 
weans farmers off government subsidies. 

The farm recovery also provides Ameri- 
ca’s negotiators with more room for ma- 
noeuvre on agriculture in the Uruguay 
round of multilateral trade negotiations. 
The Bush administration has shuffled away 
from the Reagan administration’s stated am- 
bition to eliminate all farm subsidies by the 
end of this century. It talks instead about 
the elimination of  "trade-distorting 
subsidies". 

Even this modest aim agitates dairymen, 
producers of wool, peanuts, honey, tobacco 
and sugar, and other American farmers in- 
sulated against foreign competition. But the 
government can probably withstand their 
lobbying for continued protection so long as 
the cornbelt and bread-basket farmers are 
kept sweet. As always, they too are split on 





Government farm subsidies 


Fiscal years 


198081 82 83 84 85 85 87 88 89*90* 
Estimate 


the merits of an open world market. Most 
farmers want both subsidies and free trade 


and cannot see the contradiction. Ata state- — 
wide "satellite town meeting" at 95 linked — 


sites in lowa last November, farmers voted 
heavily for the thesis that "the United 
States should attempt to co-ordinate the re- 
duction of trade subsidies with other na- 


tions but should not remove the income — 


safety net for United States farmers." 

This yearning for more security has 
grown like kudzu vine up a telegraph pole 
over the past ten years. Farmers bid land 
prices so high during the fat years of the 


1970s that in the lean 1980s they could not 


meet the payments on their mortgages. S 


weepies as Jessica Lange's film "Country" - 
and Howard Kohn's book "The Last . 
Farmer" were not fanciful. Thousands of - 
farmers went under, taking their bankers — 


with them. 


Paradoxically, the finances of farmers 


have been restored by the worst drought in 
more than half a century. Farmers benefited 


in two ways. They got disaster relief fromthe _ 
federal government on crops that failed in 


x $ jej 
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1988 and 1989, and higher prices on the - 


Chicago markets on the crops that grew. 


There are fewer farms than ever be- . 
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but the average real net incon 








chart). At $40 billion, farm exports in fiscal 
989 were 509 








by drought, ar ! 
eed not fear a price collapse if they produce 


ars, reversing a long decline. . 













































fundamental farm problem. 











illing to buy of 

















: off for greenery 
American: farmers are prosperous 


weather and crop prices and: worry 
out the damage they are doing to the envi- 


armed by agricultural chemicals. — |... 
In southern. lowa, for instance, many 


heit private wells because toxins from 
ertilisers and from herbi-, pesti-, fungi- and 


groundwater. They have banded together to 
sink communal wells and to install che costly 


t lowa State Univesity at Ames, frets about. 


ippanoose County. He frets, too, about the 
and, which has belonged to the Harl family 
ince 1863, being poisoned. .. 

< The Bush administration and the con- 
gressional agricultural committees are listen- 





environment i$ expected to dominate the 
earings on the 1990 bill, which the admin- 
stration wants passed before farmers begin 





mber or October... 






to 









viving farms reached a new high in 1989 (see. 


t 6 above fiscal 1986's $26 bil- 
lion. Reserve stocks of maize and wheat, cut 
unusually low, so farmers. 


bumper harvest this year. The price of 


Yet this return to prosperity is ill- 


ved as it has been for the d: 
In most years American faem- , 
grow far more wheat, maize : 
ns than other rich countries are 

off them or than poor coun- 


ieless, for the time being at least, 


gh to take their minds occasionally off - 


nment. They are as keen on good health 
as anybody else and concerned about being E 


farmers have stopped drinking water from - 


equipment needed to remove chemical con- 
taminants. Professor Neil Harl, who teaches 


he damage herbicides may be doing to the — 
ealth of the tenant of a farm he owns in _ 


tosuch grumbles. Just as debt dominated — 
he hearings on the 1985 farm bill, so the — 
: -ciding that Mr Ortega is a bad- 
- die after all is the easy bit. The 
- hard part is for the administra- 
. tion to decide what to do when 
it receives the inevitable re- 
quest for financial assistance 


heir next planting of winter wheat in Sep- 


iti: . Chamorro's economic advis- {fi 

^ ers led by Mr Francisco YF 

Mayorga, has been in Wash- g 
-ington talking to the adminis: 

` tration, Congress and multilat- = ilf 

| eral agencies such as the World . 

~ Bank. Though everyone is be- ^ 


A sumption on Capitol Hill is 












hcentives . 
back on 


‘gramme—an existing scheme to pay farmers 
to put erodible land into permanent grass— 


_ has provided them with an opening to turn 
environmental issues to the advantage of 
farmers. The Bush administration wants to - 

raise the ceiling on the number of acres 


taken out of production under this pro- 
gramme from 34m to 40m. It also wants to 


_broaden the programme so that it is not 
confined to eligible acres from “highly erod- 
| ible cropland” but also includes cropland in 


areas where towns get their well water. This 


pleases farmers. Like the set-aside pro- 


gramme, the Conservation Reserve Pro- 


— gramme rewards participating farmers for 





{ keeping parts of their 
Conservation Reserve Pro 


helps push up crop prices by curtailing pro- - 

duction. Farm lobbyists will out-green every- 
body as they push for the conservation re- 
serve to be increased to 45m, 50m or even 


60m acres. 


Limits on the use of chemicals will be 
harder to turn to the farmers’ advantage. 
Rural America will oppose the limits unless 
two conditions are met: farmers are gener- 
ously compensated for loss of income and 


-they are given incentives to encourage vol- 


untary compliance. In effect, farm lobbyists 
will be trying to convert environmental ini- 
tiatives into further forms of subsidy. Urban 
congressmen will. react with appropriate 
shock and horror. — — 





g Aid for Nicaragua "E 


WASHINGTON, DC 





V. which newspapers, or commentators, 
you read. There are those who think that 
the iron-fisted policy of ex-President Ronald 


. Reagan, of blessed memory, explains the 


Sandinists' fall. Others assert that the softer 
approach of the no-less-sainted President 


..' Oscar Arias of Costa Rica deserves credit. 
For a while, all agreed that ex-President 


Jimmy Carter, who ran a team of election- 


watchers in Nicaragua, was a veritable arch- 7 
angel in this holy throng. Then two conser- 


vative columnists, Mr Rowland Evans and 


, Mr Robert Novak, deciding there was only 
so much praise it was safe to give a Demo- 


crat, claimed that Mr Carter himself had 
needed watching in Nicaragua. 

The State Department, which a week 
ago was full of praise for the statesmanlike 


. way that Mr Daniel Ortega, the incumbent 


Sandinist candidate, had appeared to accept 
defeat, has now once agaín started to depict 


him in darker shades. But de- 
A 







M. 


y 


from his replacement. 
A team of Mrs Violeta 


ing coy about numbers, the as- 


that Mr Mayorga is looking for 
$500m, plus, of course, the re- 
moval of American sanctions. 


l later—well before March 31st. 


THO "won" Nicaragua? It depends. 


it redistributed; they believe that the nM 
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The State Department says it will offer a 
package—the removal of sanctions first, 
fresh money, which needs legislatigiiill 





The administration does not want to 


shoulder the burden of aid alone. It points 
out that European countries were generous 


in their aid to the Sandinists and should, in 
its view, now be no less generous to Mrs 
Chamorro’s government. And it expects 
the World Bank to chip in. But here there is 
a snag. The Nicaraguan government, which 
has had no World Bank aid since 1984, is in 
arrears to the bank. Repayment of $66m of 
an outstanding principal of $205m (together 
with $17.5m of interest) is now overdue. 
Under World Bank rules, no new money can 
be disbursed until this is cleared up. So Mr 
Mayorga is seeking immediate bilateral assis- 
tance to discharge its debts to the bank. 
These requests for new money will tax 
the administration's foreign-aid policy, al- 
ready under fire in Congress. Some con- 
gressmen want foreign aid to be increased. 
Others, such as Senator Robert Dole, want | 





demands for assistance, from Eastern Eu- 
rope and Panama as well as Nicaragua, offer 















a fine opportunity to direct less foreign aid 
to its traditional recipients, above all Israel. 
And how much is known about Nicara- 
gua’s economy? The State Department says 
the Sandinists have been less than co-oper- 
ative with Mrs Chamorro’s team on, for ex- 
ample, the state of foreign reserves: one 
more black mark for Mr Ortega. But the In- 
ternational Monetary Fund insists that it 
had decent relations with the Sandinist gov- 
ernment, and that Nicaraguan statistics (in- 
cluding’ the foreign exchange figures) are 
none too bad, indeed better than most. 





Health care 


Unfettered 


LOUISVILLE 


UMANA, a hospital chain, whose 

headquarters are in Louisville, Ken- 
tucky, has been holding a gun to the heads 
of Kentucky legislators this winter. Either 
they release it from the fetters of state regu- 
lations on hospital expansion, or Humana 
will move 3,000 jobs out of Louisville. Ex- 
empting the company means gutting rules 
designed to contain health-care costs and 
enhance the quality of medicine. Humana's 
demand to change the law has had hospitals 
bickering like so many cousins at a wake. 

For years the federal government lav- 
ished Medicare payments on hospitals with- 
out even looking at the bill. Hospitals ex- 
panded, adding high-tech equipment and 
sophisticated services. They raised their 
prices, letting the government underwrite 
their growth. To curb the free-loading, Ken- 
tucky and other states started requiring hos- 
pitals to demonstrate the need that new ex- 
pansion would serve and to get state 
approval for any large construction, new 

juipment or new type of service. It was an 
attempt to substitute regulation for the miss- 
ing market forces. But since 1983, when 
Medicare began to set the prices for hospital 
care itself, hospitals have become increas- 
—— to twitches of the invisible mar- 
ket hand. 

Nobody has capitalised more on these 
trends than Humana. Across the country, 
hospitals have been crippled by the efforts 
of the government and of private insurers to 
keep patients away. To escape this fate, 
Humana moved into health insurance, us- 
ing this to funnel patients into its hospitals. 
Already, Humana makes more money than 
any other publicly owned health-care com- 
pany; but to reap all the benefits of this 
strategy, Humana says it needs to build a 
“centre of excellence” in Louisville. Patients 
it insures would come from all over the 


country to get liver transplants in s 
Under existing rules, it ——— 
chance of getting Kentucky's approval for 


this service whose need it could not prove. 
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Being prepared 


ST LOUIS 


6¢AIDS and other venereal diseases 
spread by sexual contact may un- 
dermine your health and that of others.” 
Such an understatement would be laugh- 
able were it not for the source: the 1990 
edition of the Boy Scout manual. The 
new manual—the tenth edition since 
191 1—is frank in a way that would have 
been unthinkable even ten years ago. 
True to their motto, the Boy Scouts are 
being prepared for the 1990s. 
The new manual recognises the rad- 
ically changed world that now faces chil- 
dren. lt still teaches traditional. Boy 
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Kentucky’s rural hospitals fear that wooing 
their patients to the big city is Humana's 
real motive. But gradually, in a series of legis- 
lative compromises, hospitals that oppose 
Humana’s demand have been bought off. 
First, the other large hospitals in Louisville 
won exemptions: they can now expand ser- 
vices, equipment and facilities as much as 
they want. The measure then passed the 
state Senate—to the displeasure of rural leg- 
islators who have never liked bowing to city 
slickers. On February 15th its prospects 
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Scout skills—laying out a campsite, iden- 
tifying birds—but now, for the first time, 
it addresses such issues as drugs, child 
abuse, sex and AIDS. For example, it tells. . 
the boys, aged between 11 and 15, that as 
young men they "are capable of becom- 
ing a father" and it recommends that 
“abstinence until marriage is a very wise 
course of action”. 

Scouts are still advised to follow the 
example of the British Boy Scout who in 
1909 guided an American businessman, 
Mr William Boyce, through a London 
fog—the act that inspired the founding 
of the Boy Scouts of America. But par- || : 
ents are warned in a pull-out section of | 
the manual that they must tell their sons 
that some people who ask for help may 

- be attempting to molest them. Scouts are 
to be taught that they may carry people's 
groceries, but not enter their house. And ~ 
parents are told that marijuana is now 
three times as strong as it was in the 
1960s (when they were smoking it). 

Not everything in the manual reflects | 
such dismal trends. There is a new em- | - 











thoughtful camping and hiking. Andal- | ^. 
though scouts can still earn merit badges || - 
in pioneering, swimming and first aid, || 
they can also earn them in dentistry, agri- | - 
business and cinematography. Some |... 
things, happily, never change: the man- 
ual promises that the stamp-collecting | 
merit badge "helps you become a better 





>| 
were improved by a compromise that allows __ 1 
all Kentucky hospitals to spendupto$1min. — | 
new services or equipment without stateap- — 
proval. That leaves all but the smallest hos- | _ 
pitals happy: ^ MI 

Letting hospitals make health policy is — 
not always wise, however. Doing away with . - 
Kentucky's certificate-of-need programme ` 
could unleash something of a medical arms . - 
race. Advocates of deregulation counter this __ 


will be the result. 
But the short-run costs could be dead 
patients. In Arizona the death rate in coro — 
nary-bypass surgery jumped 30% after simi- - Y | 
lar hospital-expansion rules were done away | 
with in 1984. Open-heart surgery centres  — 
proliferated, as hospitals competed for pa- 
tients. But some centres where only a few | 
operations were done did not get enough 
practice to perfect their technique, and mor- — — 
tality mounted. Arizona legislators assumed 
that the free market would regulate the hose 
pital industry better than bureaucrats could, ~ 
and in the long run they may be right. Pub- — 
licity about death rates might allow patients. — 
to make a choice. a 
We og eee TEN 
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The Forest Service 


Time for a little perestroika 


SEATTLE 


The Forest Service is a nationalised industry encouraged by federal budget 


habits to lose money by clear-cutti 
prefer to leave stance for owl oh 


For 85 years the United States Forest Ser- 
vice has been charged with overseeing the 
nation's vast wealth in timber and wildlife. 
The agency had heroic beginnings, founded 
by Gifford Pinchot, a forester, to save wild 
lands from the depredations of the robber 
barons. It remains the second biggest land- 
owner in America, with nearly 1096 of the 
country in its care. But today the service 
finds itself assailed from all sides and losing 
its leadership role in the 191m acres of for- 
ests it professes to know best. 

The visible symptoms of the agency's 
impotence are numerous. In the Rocky 
Mountain states, the timber industry has re- 
acted with rage to President Bush's pro- 
posal, contained in his fiscal 1991 budget, to 
end unprofitable timber sales from national 
forests. For Alaska, the House and Senate 
are likely to work out a compromise on a bill 
that would largely wrest from Forest Service 
control the Tongass national forest, where 
sweetheart deals made years ago have fuelled 
the ire of environmentalists dismayed by the 
subsidised destruction of the majestic 
Tongass to make toilet paper. And in the 
Pacific North-West, the Forest Service is all 
but paralysed by a one-year "compromise" 
designed to save both timber-industry jobs 
and the Northern spotted owl. 

The Forest Service is to blame for its 
own woes. After the second world war the 
booming housing market and economy led 
the service to give its conservation ethic sec- 
ond place to a policy that called for more 
logging. It came to view the forest as an agri- 
cultural crop. The annual timber yield grew 
from 3.5 billion board-feet to 8.3 billion 
board-feet during the 1950s, peaking at 12.7 
billion board-feet in 1987. 

During those years the Forest Service 
became the timber industry's barely unof- 
ficial partner. It mapped out timber sales, 
organised the bidding, then cut the roads 
that let the big log trucks roar in. An entire 
generation of Forest Service employees was 
trained to regard stands of ancient trees as a 
rotting obstacle to the brave new forest pro- 
mulgated under hopeful-sounding policies 
of "sustained yield" and "multiple use". 

From the late 1980s Forest Service crit- 
ics relentlessly laid bare its close ties with the 
timber industry. Agency allies in the timber 
business raised an embarrassing clamour for 
increased cutting on federal land because of 
the "timber gap" caused by overcutting in 
nearly all private forests. Caught between 
extremes, the agency now stands transfixed 


40 


forests that alme 
ve in. Change is imminent 


almost everybody would 


like a deer in the headlights. 

The National Forest Management Act 
decreed in 1976 that the Forest Service 
would draw up fair and impartial manage- 
ment plans for each national forest. This has 
become a ponderous process that now eats 
up more of the Forest Service budget than 
road-building or recreation—upwards of 
$200m annually, by some estimates. Yet 
only three-quarters of the plans have been 
completed; 98% of those are under appeal. 
Typical is a report on the Coconino Na- 
tional Forest in Arizona: 1,352 pages long, it 
weighs eight pounds. 

The plans even come complete with So- 
viet-like timber production goals. Calcu- 
lated in Washington, they are then thrust 
down the throats of the 156 individual na- 
tional forests. Forest managers are given 
proportionately more money for cutting log- 
ging-roads—thus making it easier to reach 
their timber goals—than roads for campers. 
In many cases the money raised from selling 
the timber is far exceeded by the cost of 
building the roads to get the timber out: but, 
as with all good bureaucrats, this only en- 
courages the managers to make unprofitable 
sales so as to increase their budgets. 

For, compounding the problem, is a 
stultifying, almost Stalinesque bureaucracy, 
demoralised by the service’s changing repu- 
tation. There are signs of internal revolt. 
One forestry professor says his former stu- 


dents call up to say "we're raping the 
woods.” The spark-plug is Mr Jeff Debonis, 
who until this year was a forester in the vast 
Willamette national forest in Oregon. Mr 
Debonis's conversion«ame after his transfer 
from the smaller Nez Percé national forest in 
Idaho. He was appalled at policies in the 
Willamette: clear cuts, silted streams and a 
labyrinth of logging roads led him to recon- 
sider policies learned during 13 years with 
the Forest Service. 

Trying to bring about change, Mr 
Debonis formed the Association of Forest 
Service Employees for Environmental Eth- 
ics, which now claims 2,500 members 
among the 39,000 employees. The group has 
given voice to complaints long left politely 
unspoken in the fraternity-like service. Net- 
tling questions are now being asked of Mr 
Dale Robertson, the Forest Service's chief 
since 1987. 

Mr Robertson initially tried to ignc 
Mr Debonis, then sought to placate h..... 
with soothing assurances that he wanted to 
work with the rebels. Mr Robertson may not 
be the man to enact change, however. “The 
Forest Service needs a suicidal leader," says 
one observer. His mission: admit that the 
service has seriously mismanaged the na- 
tional forests and lived too long in industry's 
pocket. The frenzy over such a confession 
would surely lead to this kamikaze's dis- 
missal, leaving the way open for a successor 
to launch a new, progressive agenda. 

The Forest Service has always had chiefs 
promoted through the ranks, unlike the Na- 
tional Park Service, which has borne the 
other cross of political appointees. For a 
Forest Service professional to say candidly 
what many of them now believe might open 
the door for an outsider. That prospect ter- 
rifies the agency's hierarchy. 
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THE ORIENTAL 
BANGKOK 


5M 


In years long gone, laundry was washed But taking infinite care with every detail, 
the gentlest and most thorough way, big and small, has earned us a 
by hand. We still uphold this tradition reputation as the world's finest hote:. 
at The Oriental Bangkok, treating every Little wonder, then, that The Oriental 
item with consummate care from start Bangkok has been the choice of 
to finish. Then, before it is returned we royalty, artists, and dignitaries for over 
gift-wrap it. The finishing touch: a century. Because when it 
an orchid. A small detail, to be sure. | comes to service, we're old hands. 


MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 
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Ma pacific: 


The Airline for a world where the-Wild West 
meets the Far East. 





In the new world of international 
travel, the boundaries between East 
and West are rapidly fading. One 
airline understands this. Cathay Pacific. 
We pioneered ultra long-haul inter- 
continental flight, bringing the world 


closer to our home, Hong Kong. Every 


flight we make is international, with 


flight attendants from 10 Asian lands. 
When it comes to helping you arrive in 


better shape, we know no boundaries. 


ET 
CATHAY PACIFIC 


Arrive in better shape. 
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Strength, determination, and a new 
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Banco Nacional de México 
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Half a transport policy | 

[^HE secretary of energy is forging a national strategy; the ad- 
Å ministrator of the Environmental Protection Agency has a 
clean-air bill; and now, linking the two, comes the national trans- 
:y, unveiled on March 8th by Mr Samuel Skinner, the 
on. Yawn not. At their hearts all three 
many cars using too much oil, pro- 

smanding too many roads. And 
ontradictory stamp of the Bush 
is-off activism. | 

go, where for five years he was 
port authority, Mr Skinner has 
he. > 005 

























tried to think 
transport syste 
work—bridges 
airports and ro. 
At one time the 


tumn, is just what some conserva- 
tives (those for whom the word 
"planning" is usually prefixed by 
"East European-type central") 
thought Mr Skinner was up to. 

Instead, he has produced a 
document that does not really say 
it will do anything; there are few 
commitments to specific projects, 
and fewer dollar signs. It sets out 
at length a collection of principles, 
of the kind that easily passed mus- 
ter with the administration’s twin - 
ideological watchdogs, Mr. Rich- 
ard Darman in the budget office | Z4 
and Mr John Sununu, the White .— 
House chief of staff. So the policy 
says that the states will be ex- 
pected to shoulder a larger share — ^W" * 
of the highway programme; deregulation is encouraged; the 
price mechanism should be used wherever possible; user fees are 
an excellent way of raising revenue. E 

There are two merits to such an approach. First, it finds a 
role for the federal government—that of setting a framework but 
letting others take decisions—while keeping within the spirit of 
the age, which questions the ability of government to deliver 
services effectively. Second, it recognises that in, a decentralised 
country, the main providers of public services are state and local 
governments. Although there are some services that only the 
federal government can effectively provide, such as air-traffic 
control, the greater part of transport policy is made a long way 
from Washington. ==- ; | | 
Well and good: here is a man who has seen the grain of mod- 
ern American policy-making and gone with it. The danger is that 


< this fails to challenge some American conventional wisdoms that 


need challenging. Transport economists are generally agreed 
that the demand for car journeys expands to meet the supply of 
road-space and that car-users do not bear the full cost of a scarce 
resource: that space at times of congestion. There are passages in 
Mr Skinner's policy that show that he is aware of these truths. 
He is in favour of peak-hour pricing, both for mass-transit sys- 
tems and for airline passengers (and the latter is not politically 
popular). But these are the only cats he puts among the pigeons: 


. the policy nowhere mentions the possibility of charging peak- 
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hour commuters for the right to use their cars. | 

This is depressing, and not simply because it means that 
America has shut its ears to a policy option widely discussed els 
where in the world. It is depressing because Mr Skinner's 
native, which is to increase the supply of roads by buildin 
ones and by technological improvements, will do lit 
users and nothing for those who cannot use them. | 
that Mr Skinner's policy document was launched the 
that the drivers of Greyhound buses, used disproport 
those too poor to own a car, went on strike. — 


pm 


. Again, Mr Skinner says jus 
enough to show that he know 
. there is a problem. Land-use deci 
. sions, he says, should be taken in. 
the light of the availability o 
transport; mass-transit systems ar 
important. But the convention: 
wisdom that car-dependent deve 
opment and its attendant environ: 
mental strain are a natural state of 
mankind still goes unchallenged 
| One day, the federal govern- 
\- ment will take these matters on 
board, and when it does it will be 
lucky if it is guided by someo: 
whose heart is in the same place as Mr Skinner's. Which makes it 
disappointing that he has not started the debate now, while 
there is still time to work out how the freedom the car provide 
can be reconciled with the protection of the environment. 






















Willie Horton's shadow - 


HERE is a new fashion among Democrats running: 

governor. You say how much you like killing peo 
Dianne Feinstein has used her support for capital pun 
take the lead in California's Democratic primary. 
White has used it in Texas. This is not defensive, mi 
of thing you say when atwatered. lt is the u 
centrepiece of television commercials: "Damn right I’m 
vour of capital punishment". Mr Christopher Matthews, a Den 
ocratic columnist, thinks this is great stuff. It will, he says, re 
a link between Democrats and the working class. : 

Not that anybody has proved that the death penalty deters 
crime, or spares the innocent. Maybe Democrats have read. 
recent unpolemical report by the General Accounting Off 
which found that those who murder whites are more likely 
sentenced to death than those who kill blacks. Of course c 
hits poor people most, and Democrats think they have a d 
help the poor. Do they have to stoop this low to prove it? 
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Campaigning for Peru s 


great change 


FROM OUR LIMA CORRESPONDENT 





If Vargas Llosa is not the Messiah he's the next best thing 


ASTERN EUROPE 'S appeal to intellec- 
tuals of the right is coming to be 
matched in an unlikely place: the Andes. 
The free-market movement led by the novel- 
ist-turned-politician Mr Mario Vargas 
Llosa, the front-running candidate in Peru's 
L MM election on April 8th, reached a 
ind of apotheosis at a five-star hotel on the 
outskirts of Lima this week. Mr Vargas Llosa 
assembled a “Freedom Revolution" confer- 
ence, a summit meeting of liberal thinkers. 
From France came the author Mr Jean-Fran- 
cois Revel, from Spain the historian Mr 
Javier Tusel, from Mexico the thinker Mr 
Enrique Krauze, from Poland a pair of repre- 
sentatives from Mr Lech Walesa's Solidarity 
movement, and from Britain the economist 
Sir Alan Walters. 

For Mr Vargas Llosa, who once told an 
interviewer that he had striven all his life to 
be surrounded by intelligent people, it was a 
dream come true. His public-relations men 
had a more humdrum aim. They hoped that 
the publicity surrounding this brainy gala 
would give their candidate a last-minute 
boost and the 400,000 votes he still needs 
(according to the opinion polls) to scrape by 
the 5096 mark and be elected outright in the 
first round of voting. 

Since the incumbent president, Mr 
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Alan Garcia, is barred from succeeding him- 


self, the nearest rival is the candidate of his 


APRA party, Mr Luis Alva Castro. That is so 
despite the fact that the monthly inflation 
rate for February was, officially, 30.596. In 
the latest polls Mr Vargas Llosa scores 45%, 
Mr Alva around 1496, and Mr Alfonso 
Barrantes, a mild Marxist who used to be 
mayor of Lima, some 1296. Mr Vargas Llosa 
seems bound to win, even if it is not until 
the second round. Sooner or later, the "free- 
dom revolution" is coming. 

Peru needs one, though what shocking 
things this might mean is beginning to dawn 
on some of Mr Vargas Llosa's businessmen 
backers. Mr Salvador Majluf, president of 
the Manufacturers’ Association, is worried 
by the prospect of lower tariffs, an end to tax 
exemptions and the opening of the econ- 
omy to imports. Peruvian industry (bar a few 
once-German breweries and once-British 
textile mills) was born of protectionism and 
import-substitution in the 1960s. Few com- 
panies pay income tax. Almost all depend 
on huge perks from the state, such as cheap 
dollars for imports and subsidised water anc 
electricity. One of the country’s largest ex- 
porters, knowing he stands to gain from re- 
alistic exchange rates under a liberal govern- 
ment, still wants to keep the tax rebate he 


gets as an export subsidy. 

The manufacturers’ doubts are reflected 
within the Democratic Front alliance 
(FREDEMO) to which Mr Vargas Llosa's Free- 
dom Movement belongs. His electoral part- 
ners could make trouble for him in the new 
Congress when he asks it to approve a pro- 
gramme of stabilisation then liberalisation. 
For the radical overhaul he envisages, Mr 
Vargas Llosa will need special powers to leg- 
islate by decree. A Congress responsive to 
the pleas of over-protected businessmen 
might hamper him. 

The novelist-candidate’s involvement in 


politics began with, and still lives off, a well- 


intentioned fib: that the attempt by Presi- 
dent Alan García to nationalise the com- 
mercial banks (in 1987) was the thin edge of 
a totalitarian wedge. The bankers found this 
a good line of defence. Mr Vargas Llosa ap- 


peared to believe it. Yet Mr Garcia, however 


inept his economics, maintained press free- 
dom. He never really looked like a Musso- 
lini, let alone a Stalin. The Peruvian state, 
far from being the cruel apparatus of a dicta- 
tor, is weak though meddlesome. Mr Vargas 
Llosa wahts a revolution not against a ruling 
party or an iron-fisted state, but in favour of 
competition and enterprise. 

He has a good theme to sell, and plenty 
of money to sell it with. Never have hungrier 
Peruvians been so bombarded with such ex- 
pensive propaganda. The publicity machine 
is masterminded by Sawyer Miller, a politi- 
cal consultancy from New York. It has 
picked social sensitivity as the keynote of Mr 
Vargas Llosa’s endless and expensive televi- 
sion spots. 

One co-founder of the Freedom Move- 
ment is Mr Miguel Vega, chief spokesman of 
the Raffo-Romero group, Peru’s most pow- 
erful business empire. He appears at peak 
hours, nearly in tears, saying: “I understand 
why people have lost faith in politi- 


cians ... | know I must do my bit to stop — 


this country crumbling. 1 know | can do it 
and I will." Middle-class Peruvians find this 
hilarious, but then these days there are 
fewer and fewer of them. Sawyer 





knows its stuff. Mr Vega's popularity is ris 


ing, and he is sure to make it to the Senate. 
In pást policies, the electorate has plenty 
to vote against. A study financed by the 


American government confirms that chil : 


dren are hungry and dying in the shanty- 
towns. The Central Bank has less than 
$200m in reserves. If you believe the figures, 
GDP has fallen 2096 in 18 months. State 
companies have stopped repairing their 
property, let alone making capital invest- 
ments. Aeroperu's planes are in danger o 
being embargoed at foreign airports, since 
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if ie Americas will go back to normal 
when Mr Alan Garcia quits the 
presidential palace in Lima. Once again, 
all 35 American countries will be ruled 
| by men whose ancestors arrived there af- 
ter 1492. 

To be sure, migrants and native 
Americans have mingled many times 
over since Columbus arrived, and people 
may choose whether or not to be re- 
garded as partly indigenous. Mr Garcia 
does, and gains political strength from it. 
So did two other men who came to 
power in the 1970s. They were Mr Dan- 
iel Ortega of Nicaragua, voted out on 
February 25th; and General Manuel 
Noriega of Panama, snatched by the 
| United States on January 3rd. 
| Power in Latin America is not an Ibe- 
| rian monopoly. Since German and Ital- 
| ian migrants often put their sons in the 

army, and armies often pick presidents, 
| there has been no shortage of Pinochets, 
| Stroessners, Galtieris and Medicis. 
| Newly democratic Chile will be run by a 
| Welsh mafia under President Patricio 
| Aylwin. Mr Carlos Menem in Argentina 

and Mr Edward Seaga in Jamaica are of 
eastern Mediterranean origin. The Ca- 
ribbean islands are run by the descen- 
dants of immigrants—with the differ- 





A 






- 





11 large banks filed suits on March 2nd to 
reassert their claims to back debts of over $3 
billion. In the wild countryside guerrillas 
have begun killing candidates; they mur- 
dered 84 before the municipal elections last 
November. 

Nothing, not even Lima's water supply 
or traffic lights, seems to work any more. 
The advertising men are building up the 
novelist into the Messiah of "the great 
change". It will almost certainly bring him 
victory. Fulfilling the promise will be some- 
thing else again. 
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Pre-Columbian power 


Garcia, Noriega: the middle one's the democrat 


ence that most of their ancestors 
migrated involuntarily. 

Only in Argentina, Canada, Chile, 
Costa Rica, Cuba, the United States and 
Uruguay do most citizens claim unmixed 
European descent; all (save Cuba) have 
proper elected governments. In as many 
countries—Bolivia, El Salvador, Guate- 
mala, Honduras, Mexico, Panama and 
Paraguay—fewer than 1096 of the people 
are descended solely from: Europeans. 
None has a tradition of unblemished vot- 
ing: their ruling white elites have taken 
care to go on ruling without being 
inconvenienced by the ballot box. 

In the past, when native or part-na- 
tive Americans came to power in such 
places, it was by palace coups or at the 
head of military juntas—the route pio- 
neered in the 1820s by Simon Bolivar the 
Liberator (who was himself probably 
part-indigenous). Now only Haiti has an 
old-fashioned junta. 

Peru's experiment was radical. After a 
period of incompetent military rule, Mr 
Garcia won a genuine election in 1985 as 
a populist, appealing openly to the 
brown majority of the people. He made a 
hash of governing, and his successor will 
be white. Mr Garcia is impatient for the 
next presidential election, five years on. 


































Nicaragua 


A farewell to arms 


FROM OUR CENTRAL AMERICA CORRESPONDENT 


NE days before the Sandinist defeat in 

Nicaragua's elections on February 
25th, a unit of contra soldiers was ambushed 
by government troops in the north of the 
country. Among the dead was 30-year-old 
Julio Cesar Sobalvarro, better known as 
Comandante Danilo, a senior rebel com- 


mander. This week his elder brother, Oscar 


(Comandante Ruben), the contras' chief of 
counter-intelligence, opened negotiations 
on behalf of the rebel army in preparation 
for their demobilisation. The war is over. 

Nicaragua's civilevar has claimed some 
30,000 lives, creating bitterness on both 
sides. Lowering that tension is the challenge 
facing the United States, which is expected 
to foot the bill for the contras' resettlement, 
and the government-elect of Nicaragua, 
which must find a place for the contras at 
home. The fate of two armies is in fact at 
stake. The Sandinists have 70,000 men at 
arms, and 10,000 more in the security appa- 
ratus run by the Ministry of the Interior. 
There are some 15,000 contra fighters, and 
27,000 relatives living with them in their 
Honduran base camps. 

For the government to change hands 
smoothly in Nicaragua on April 25th, the 
contras must cease to be an organised force 
before that date. Equally, the Sandi 
army must be committed to a drastic cut 
numbers. To achieve this, two sets of talks 
are under way. Transition talks are going on 
in Managua een advisers to the presi- 
dent-elect, Mrs Violeta Chamorro, and the 
head of the Sandinist army, General Hum- 
berto Ortega. And demobilisation talks are 
being held between Mrs Chamorro's people 
and the contras. 

The demobilisation talks began reason- 
ably well in Tegucigalpa, the Honduran cap- 
ital; all agreed to meet again in Costa Rice 
next week. The negotiations involve the 
contras  paymasters, the American govern- 
ment, and their unwilling landlords, the 
Honduran government. The Roman Catho- 
lic church of Nicaragua is also involved; the 
rebels (rightly or wrongly) believe the arch- 
bishop of Managua, Cardinal Obando y 
Bravo, is on their side. In exchange for dis- 
arming themselves, the contras want to be 
assured of their safety if they choose to re- 
turn to Nicaragua. 

In Managua both the government-el 
and the Sandinists seem so anxious to reach 
agreement that each has gone beyond what 
the other was demanding. Many Sandinist 
officers concede that the army should be 
depoliticised; they are ready to drop the 
party label, swear allegiance to the national 
flag and carry on their professional careers 
under Mrs Chamorro. The president-elect 
herself seems to think the name does not 
matter, and the army may remain Sandinist 
for a while: this view was expressed in an edi- 
torial in her own newspaper, La Prensa. 

Both the contra and the Sandinist 
camps contain hard and soft factions. The 
contras' military chief, Mr Israel Galeano 
(Comandante Franklin) is their hard man; 
he seeks to link contra demobilisation to 
Sandinist demilitarisation, and wants jobs 
for his men from the new government. He 
may be disappointed. Mrs Chamorro has 
said that she would not offer the rebels civil- 
ian or military jobs: “We are going to give 


THE ECONOMIST MARCH 10 1990 


Tn THE ECONOMIST MARCH 10 1990 


them land so that they can work.” 

Comandante Ruben, the contras 
elected negotiator, is flexible. He says the 
contra army "has already started to take the 
necessary steps for itsdemobilisation". Mrs 
Chamorro and her closest advisers (includ- 
ing two former leaders of the contras' politi- 
cal wing, Mr Alfredo Cesar and. Mrs 
Chamorro's own son, Pedro Joaquin) have 
also been conciliatory. The outgoing presi- 
dent, Mr Daniel Ortega, has given warning 
of civil war should Comandante Franklin's 
tough line prevail; at the same time he 
speaks of olive branches. 

The happiest outcome would be one 
that allowed all sides to claim victory. One 
argument for demobilising the contras by 
April 25th is that their continued presence 
might tempt the Sandinists to sabotage the 
transition; quick demobilisation would help 
Mr Ortega to withdraw gracefully, claiming 

t his government brought peace at its 

Mr Ortega himself seems determined 
to hand over power. The trouble on the 
Sandinist side might come from hotheads in 
the Sandinist youth movement, now await- 
ing the revolutionary vanguard in vain. The 
party's chiefs are voting themselves houses 
and comforts for a spell in opposition. 

The contras, by contrast, are homeless, 
and more unstable. In the two years since 
the United States cut off their military aid, 
they have come to resent the embarassment 
of having been jerked around by politicians 
in Washington. The contra army, original 
a bunch of renegades loyal to the deposed 
dictator, Anastasio Somoza, has been trans- 
formed over the years into a trained force of 
committed peasant soldiers. 

To discard them on the rubbish tip of 
history would be to provoke a bitter sense of 
rejection after years of blood and tears. They 
need some recognition that their fighting 
helped bring about a free and fair election; 

is would preserve the self-esteem of hard- 
ne fighters who might otherwise be 
tempted to revenge. , 

The country's best hope is the apparent 
maturity and discipline of the Sandinist 
forces' officers. That, and the aching desire 
of most Nicaraguan soldiers in both armies 
to restart their civilian lives, may at last lay 
this bitter war to a peaceful rest. 





Decisions, 
decisions 


FROM OUR SPECIAL CORRESPONDENT IN JERUSALEM 


H DEAR, one of those make-or-break 
Israeli cabinet decisions again. 
March 7th Israel’s divided ministers 
marched grimly into a cabinet meeting to 
decide once and for all whether to say yes to 


America's plan for a meeting between Israel 
and a delegation of Palestinians in Cairo. 
After a little while they marched grimly out 
again, and said maybe. The decision, inquir- 
ers were told, was again being postponed, 
this time until March 11th. 

The newsmen had heard it all before, 
but for once Israel really does seem to be on 
the threshold of a decision. Its prime minis- 
ter, Mr Yitzhak Shamir of the Likud, has 
been told by his Labour party deputy, Mr 
Shimon Peres, that further procrastination 
will drive Labour out of the coalition. and 
bring down the government. Mr-Shamir is 
also under pressure from the United States, 
which threatens to withhold $400m in hous- 
ing loan guarantees if Israel settles newly ar- 
riving Russian Jews in the occupied West 
Bank and Gaza. 

If Mr Shamir's aim in peace diplomacy 
is to play for time, he has already done well. 
He unveiled Israel's proposal to hold elec- 





Shamir and Peres: lan qood friends 


tions in the West Bank and Gaza in May last 
year. The Americans have spent ten months 
haggling with Israel and Egypt (acting as a 
tacit intermediary for the Palestine Libera- 
tion Organisation) about exactly which Pal- 
estinians the Israelis would meet in Cairo 
for a pre-election session, and what they 
would be allowed to discuss. 

Now Mr James Baker, the American sec- 
retary of state, says that he has waited long 
enough. Mr Shamir may calculate that it is 
time to bend a little with the disapproving 
gusts from Washington. But he is being ac- 
cused of appeasement by: two powerful 
Likud colleagues, Mr Ariel Sharon and Mr 
David Levy, who want to lead the Likuc 
themselves. Some ministers who used to be 
counted Shamir supporters, including Mr 
Moshe Katsav and Mr Benjamin Netan- 
yahu, have defected to the rejectionist side. 

The rejectionists’ case was somewhat 
strengthened when President Bush restated 
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the American view that East Jerusalem 2 idi 
its suburbs are occupied lands, where Rus- - 






sian Jews ought therefore not to settle. Vir- | 


tually no Israelis—not the Labour party, not 


even the Peace Now movement—consider — 


Israel's annexation of east Jerusalem in 1967 


to be negotiable. The betting in Jerusalem is 


that Mr Shamir will nevertheless agree to 


the Cairo meeting. ! 


- And then? One Israeli columnist, Mr | 
Amnon Abramowitch, of Maariv, recalled 


last week that this would be the second mis- - 


sion Mr Shamir had sent to Cairo. He sent 


the first in 1944, when he was operations 


chief of the anti-British underground. Its jot 
was to murder the British representative, - 
Lord Moyne. The assassins were caught be 


cause they disobeyed Mr Shamir's orders. 


and tried to get away on bicycles. This time — 


Mr Shamir will put more effort into plan- 
ning the escape. Getting an Israeli delega- 
tion to Cairo is proving hard enough. Keep- 
ing it there will be harder still. i 
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Radical solutions 
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ONCILIATORY editorials in Iranian 
newspapers and rumours of secret talks 


with the Americans have led, again, to 
speculation that some or all of the 17 west- 


ern hostages in Lebanon are about to be re- 


leased. The wishful thinking began in Iran. 
At the end of February the Tehran Times, 


which prints the views of President Ali Ak- 


bar Rafsanjani, called for the hostages’ un- 
conditional release. Other Tehran dailies 
took up the call; even the radical Kayhan 
International predicted that the 17 would. 
be free by mid-summer. E 
President George Bush poured cold wa- 
ter on the rumours. His spokesman denied 
knowledge of any talks with Iran except by 
foreign diplomats, businessmen and mem- 
bers of the hostages’ families. But two senior 
Iranian envoys, one of them Mr Rafsanjani’s 
brother, went to Damascus and West Beirut 
at the beginning of March, renewing specu- 
lation that they would organise a release. 
There is no convincing evidence that 
the hostage-holders—the Hezbollah bully- 
boys of West Beirut—will take orders from 
Iran's. president. Still, the past fortnight's. 
events show that Mr Rafsanjani wants the 
hostages freed. He now sees them as a bar- 
tier to the international goodwill and re- 
sources he needs to rebuild Iran's economy. | 
Unless things start looking up, his gov 
ernment may not survive. Poverty is not yet 
driving Iranians into a new revolution, but 
there were anti-government demonstrations 
in Tehran and other cities last month (en- 
couraged, perhaps, by the example of East- 
ern Europe). The interior minister feebly 
said they were "silly jokes". It is no joke that 
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Tran’s economy is close to collapse. 
= Inflation is running at 60-100% a year. 
One worker in five has no job—even by gov- 
_ ernment estimates. Food is short: the ration 
‘System, crucial for the poor, is breaking 
. down. Government efforts to stamp out the 
n market simply drive goods off the 
Shelves. A cum —— Last the ex- 
Change rate has co newspaper, 
Ettelat, said that since the 1979 revolution 
GNP per head had fallen by half, investment 
by a third. On February 27th a rattled gov- 
ernment raised the minimum wage by 20%. 
— Mr Rafsanjani is looking for more seri- 
ous answers. His strategy, embodied in the 
1989-93 five-year plan, is to liberalise the 
economy, sell half the state-owned industry, 
and attract $27 billion in foreign loans, 
credit and investment. Opposed by those 
who believe that foreign borrowing goes 
ainst the revolution's ideals, he had to use 
ery ounce of his famous guile to drive the 
through parliament and the mullahs’ 
watchdog, the Council of Guardians. 
__ The president's plan went into effect on 
January 31st, more than a year late. Its critics 
have not capitulated. Ayatollah Hossein Ali 
Montazeri, who was once Ayatollah Kho- 
meini's heir-apparent but was di 
ortly before the old man's death, has re- 
emerged as a focus for the anti-reformists. 
He accuses Mr Rafsanjani of "selling the 
ry and its revolution". Clergymen 
whisper that Ayatollah Ali Khamenei, who 
supports the plan, is unfit to be Khomeini's 
successor. 
= Mr Rafsanjani’s pragmatic view is that 
Islamic purity must give way to economic 
neccesity if the people are not to topple the 
entire theocratic edifice. His rivals mutter 
that, without Islamic purity, the edifice is 
not worth saving. Even if he is allowed to 
carry out his reforms, few outsiders give Mr 
Rafsanjani much chance of improving living 
standards fast enough to forestall unrest. 
ran needs large foreign loans. Western 
ntries will certainly not provide them 
unless they see convincing signs that the re- 
s have won. Letting the hostages go 
would be pretty convincing. 
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No respite 


4 

_AFRICA’S wars, some say, are the fault of 
foreign interference. In Angola the 
Russians and Americans talk of peace, the 
South Africans have gone home to worry 
_ about their own affairs, the Namibians have 
got their independence. Yet the 15-year- 
long Angolan civil war reached its usual 

bloody seasonal peak in late March. 
_ The partisans are the government (un- 
. der President Eduardo dos Santos) and the 
_ rebel UNITA movement (led by the perennial 


50 


P, - aT" WE * 
p La ier 


1 1 Eu xn Lf e” Le y M " J 


Mr Jonas Savimbi). The sort-of agreement 
they reached last June, at Gbadolite in 
neighbouring Zaire, collapsed within days. 
The treaty that brought peace to Namibia 
provided for the withdrawal of UNITA’s 
South African friends, and for disengage- 
ment by the government's "advisers" from 
the Soviet Union and the 50,000 Cuban 
troops supporting them. Each side thought 
the other would be fatally weakened by 
those departures, and that a quick attack 
would mean victory at last. 

The government attacked first. Its De- 
cember offensive was aimed at closing Mr 
Savimbi's long-established headquarters at 
Jamba, set up originally because it was con- 
venient for supplies from South Africa. To 
lose it now would feel like a humiliation for 
him. The government's MiG aircraft give it 
air superiority; but the experts say they need 
a forward basé, meaning the Mavinga air- 
strip 100 miles north. They cannot safely use 
it until the ground forces have pushed 
UNITA’s artillery out of range. 





Western observers believe government 
forces did capture the airstrip, but lost it 
again to UNITA. The rebels insist their guer- 
rillas cut off a supply convoy sent from 
Cuito Cuanavale. The government, on the 
other hand, said late last month that it had 
bombed Jamba and injured Mr Savimbi. 
The rebels say this is nonsense. Either side 
may be lying. The fighting goes obscurely 
on. 

The Cubans, who had suspended their 
withdrawal after a few of their men were 
killed in a raid, have begun to leave again. 
But the Russians have until the end of the 
year to honour their promise to stop send- 
ing weapons to the government. The Ameri- 
cans recognise this, but complained in Janu- 
ary that the Russians cheated by helping 
with the latest government offensive. The 
government’s counter-ploy was to complain 
that “CIA logistics experts" have been help- 
ing on UNITA's supply lines through Zaire. 

If the Russians could help get rid of 
UNITA before they quit, they would gain 
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much at little cost. As for the United States, 
Mr Savimbi has powerful friends in Con- 
gress. If Russian-bagked forces seriously 
weakened him, they would shout for Mr 
Bush’s administration ¢o send fresh help. 
Yet losing the Jamba headquarters 
would not necessarily force UNITA to negoti- 
ate; Mr Savimbi's men have fought effec- 
tively in the bush for years. Nor would Mr 
Savimbi's survival necessarily bring down 
Mr dos Santos. The fighting weather is al- 
most over, and time for the annual stale- 
mate is growing near. Next year the rival 
Angolans may have to campaign all alone. 





Ghana 
The provisional 
revolution 


FROM OUR SPECIAL CORRESPONDENT IN ACCRA 


WS! AFRICA'S revolutionary fire- 
brand doubles as the star pupil of the 
World Bank and imp, but from time to time 
forgets which role he is playing. So it was 
when Flight Lieutenant Jerry John Rawlings, 
chairman of Ghana's Provisional National 
Defence Council and the country's leader, 
inaugurated a conference in early March de- 
signed to attract fresh investors. 

Duly noting his reputation for "saying 
the wrong things but doing the right ones", 
Mr Rawlings delivered a simple message: 
Ghana needs and wants foreign investment, 
but would not tolerate "arrogant and cor- 
rupt” firms, nor allow foreigners to devour 
the country’s wealth. 

Some prospective investors thought this 
prickly and unwelcoming. Old hands from 
the diplomatic circuit pointed to a phrase 
here and a sentence there to prove that th 
i still supports the country’s 

“structural adjustment 





year-old 


pro- 
gramme”. Mr Rawlings, said his friends, was 
talking tough to placate his domestic critics. 

In their increasingly desperate search 
for an African success story, the World Bank 


and the IMF paint Ghana’s economic re- 
forms as brightly as they can. They too are 
eager for Mr Rawlings’s programme to suc- 
ceed: it was, after all, meant to be a model 
for the continent. Yet the flight lieutenant 
risks more than they do. He could lose not 
just his reputation but his head. 

Two coup attempts in 1989 dented his 
self-confidence. After the latest one, in Sep- 
tember, he sacked the army commander and 
took the job himself, then jailed one of his 
closest and most popular advisers. The tur- 
bulence that swept away his late friend and 
neighbour Thomas Sankara (of Burkina 
Faso) in 1987, is now gusting through 
nearby Benin and Ivory Coast. 

For a provisional government, the 
Rawlings team has had a long innings. It was 
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December 1981 when he and his army col- 
leagues threw out a hopelessly corrupt 
elected government and seized power for the 
second time. The Ghanaian officers, unlike 
their Nigerian counterparts, have no plan, 
let alone a timetable, for civilian rule. Last 
year elections were held for 110 district as- 
semblies. Regional assemblies were to have 
been the next step towards “grassroots de- 
mocracy —but the junta is reluctant to 
move. Its nine members, appointed by the 
chairman and his tough left-wing associate, 
Captain Kojo Tsikata, have no popular 
mandate and are accountable to nobody. 

The Rawlings administration has scored 
some economic successes under the manage- 
ment of efficient technocrats like the prime 
minister, Mr P.V. Obeng and Dr Kwesi 
Botchwey, the minister of finance. Eco- 
nomic growth has averaged 696 a year since 
1984 (despite a 6396 slump in the price of 
the chief export, cocoa); exports are up 60% 
from their 1983 floor; inflation is down 
from more than 10096 to 2696. 

Yet income per head is still 1096 lower 
than it was in 1975—and the recovery has 
depended heavily on large inflows of foreign 
aid. Aid has doubled in the last four years, 
to $850m in 1990, without doing much for 
the worst-off—the farmers of the rural 
north, and the growing army of unemployed 
in the towns. The donors have paid for a 
"programme of actions to mitigate the social 
costs of adjustment", known as PAMSCAD. 
Although this is well-intended, it cannot do 
much for an economy of 14m people that 
needs some 200,000 extra jobs a year. 

Ghana's real hope lies not in aid but in 
investment. In five years gold rather than 
cocoa may be the main export. Ashanti 
Goldfields, a company controlled from Lon- 
don by Lonrho, hopes that by 1995 it will be 


producing Im ounces of gold, more than 


Rawlings the prickly survivor 
52 











double its present output. Smaller firms will 
be producing at least another 200,000 
ounces, The government wants to sell its 
failed state enterprises, and has more than 
600 potential buyers lined up. 

Unfortunately, the military rulers keep 
arbitrarily interfering. Neither donors nor 
private investors will play along with an 
authoritarian regime for much longer. To 
build on the fragile gains of the Rawlings 
years, Ghana needs democracy all the more. 
With Eastern Europe in line for both aid 
and investment, it will have an ever-harder 
time attracting either. 





South Africa 


Dominos down 


FROM OUR SOUTH AFRICA CORRESPONDENT 


NPLANNED and unpredicted, the 

structures that white South African 
governments built to keep their power safe 
are tumbling. The foundation of grand 
apartheid was the establishment of "inde- 
pendent" or self-governing black states. Ten 
were established. They are falling apart. 

In 1988 President Lucas Mangope of 
Bophuthatswana was rescued by South Afri- 
can troops from an attempted coup whose 
leader got away and has since joined Mr Nel- 
son Mandela's African National Congress 
(ANC). On March 7th he was rescued again, 
after a large anti-Mangope demonstration at 
which his troops shot dead at least seven 
people and wounded scores. The demon- 
strators were calling for abolition of their 
own artificial country. 

Ciskei is collapsing too. In a pre-dawn 
coup on March 3rd the government of Presi- 
dent-for-life Lennox Sebe was overthrown 
by Brigadier Joshua Gqozo of the Ciskei De- 
fence Force. The coup was bloodless, but 
the crowds that celebrated it soon fell into 
drunkenness, looting and arson; 20 people 
were reported killed in the first three days. 
South Africa, having said it would stay clear, 
sent troops to protect government buildings 
and water supplies. Mr Gqozo aims to re- 
incorporate Ciskei in South Africa. 

Bophuthatswana and Ciskei are two of 
the four bantustans which accepted ‘inde- 
pendence" from South Africa. Transkei was 
the first (1976) followed by Bophuthatswana 
(1977), Venda (1979) and Ciskei (1981). 
South Africa's Nationalist government had 
wanted to make all 10 tribal states "indepen- 
dent". The aim—daft as it may seem—was 
to clear South Africa of all its black citizens, 
who would belong to one bantustan or an- 
other. There were venal blacks, such as Mr 
Sebe, who collaborated. Most refused. After 
Ciskei's independence, KwaNdebele's lead- 
ers wanted to go the same way. A rebellion 
in 1986 forced them to change their minds. 

The following year two successive prime 








The patchwork bantustans 
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ministers of “independent” Transkei were 
overthrown in coups led by Brigadier Bantu 
Holomisa. (The first of his victims, Mr 
George Matanzima, was later jailed for cor- 
ruption.) Last year Mr Holomisa unbanned 
the ANC and the Pan-Africanist Congress, 
both sworn enemies of bantustans, and an- 
nounced a referendum on whether Transkei 
should rejoin South Africa. It will probably 
vote to do so. 

Since Mr Mandela’s release in early Feb- 
ruary, there has been unrest—marches, 
strikes, skirmishes with local policemen—in 
every bantustan except Transkei. Several 
times the South Africans have sent in police 
or soldiers. In Gazankulu, designated 
“homeland” of the Shangaan people, huts 
have been burned and 24 people killed. The 
pro-ANC forces fighting Mr Mangosuthu 
Buthelezi’s Inkatha loyalists in Natal have 
denounced Mr Buthelezi, who holds offi 
in the Zulu tribal area of KwaZulu, as a 
bantustan leader. 

Some bantustan leaders now support 
the ANC and Mr Mandela. Three years ago 
the chief minister of KaNgwane went to Lu- 
saka to talk with the ANC, which has since 
given him its seal of approval; there has 
been relatively little violence in his territory. 
The chief ministers of Lebowa and Qwaqwa 
have also moved towards the ANC. 

The chief ministers may help to disman- 
tle the system that gave them their jobs. 
Some may hope for local office under a fu- 
ture ANC government. Mr Mandela accepts 
that some bantustan leaders took their jobs 
to serve their people, adding: “Nothing 
would please us more than that they should 
join us." He had sent an emissary even to 
the notorious Mr Sebe, urging him to line 
up behind the ANc. Mr Sebe hesitated and 
fell. His counterparts in other bantustans 
will take due note. 
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Deutschland, Deutschland 


über uns 


FROM OUR SPECIAL CORRESPONDENT IN EAST GERMANY 


ORN by conflicting emotions, East Ger- 

mans will soon be taking part in one of 
the oddest elections ever. After nearly 60 
years of Nazi and then communist dictator- 
ship they are at last able to vote freely. But 
whatever government they choose on 
March 18th will have just one real task—to 

arge East Germany with the bigger, richer 
Germany next door and then disappear. 

Isn't that what East Germans want any- 
way! Opinion polls show a big majority in 
favour of national unity—a finding 
seemingly backed by the forest of black- 
red-gold flags and the chants of “Ger- 
many united fatherland" at election ral- 
lies. For most people monetary union in 
particular cannot come soon enough. 
"Pay me D-marks and for the first time I 
will really know what I'm working for," 
says a Leipzig factory worker to 
from colleagues. A manager at the same 
plant bubbles about a coming boom 
thanks to western capital and freedom 
from the constraints of the central plan. 

But that is only one part of the pic- 
ture. Just below the surface there is 
worry, often near-panic, about what else 
unity will bring. No one wants to cling to 
the old system with its poorly-stocked 
. -ops, bureaucratic chicanery and secret 

jlice spies everywhere. But, thanks to 
state subsidies, rent, food and transport 
have been ultra-cheap and jobs secure, 
however badly paid. Virtually everyone 
fears that soaring prices and unemploy- 
ment are on the way; the elderly fret that 
their already pitiful pensions will be still 
less adequate, savers that most of their 
money will be frozen from the day the D- 
mark replaces the Ostmark. 

East Germans also dread a sellout to 
the West (even though some claim with 
brave irony that after 40 years of commu- 
nism there is little left worth buying). Listen 
to some of the foreign businessmen in the 
bars of the hard-currency Interhotels and 
you can understand why. You hear much 
boasting of plans to buy up this and pull 
down that as though East Germans them- 
selves have no say in the matter. Fears are 
heightened by the thousands of West Ger- 
mans turning up to reclaim land and homes 
they say were wrongly grabbed years ago by 
the communists. Small wonder East Ger- 
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man doctors report lots more patients with 
sleep problems and breakdowns—or that 
the flood of people heading west has not 
slowed. So far this year close to 130,000 
have left, after 344,000 in the whole of 1989. 

These are surely just the sort of issues to 
thrash out in the election campaign. Close 
to 40 parties and organisations are tumbling 
over one another to prove they have the vot- 
ers’ interests at heart. But that is part of the 
problem. For four decades East Germans 
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His last look at East German democracy 


have got used to having no real political 
choice (the "block" parties in parliament, 
the Christian Democrats and Liberals, 
merely toed the communist line). Now, only 
four months after the Berlin wall was 
breached, they are faced with a bewildering 
array of parties, most of which have hardly 
had time to work out where they stand, let 
alone explain it to the voters. 

The parties that count most are those 
most heavily supported, seemingly domi- 
nated, by the West German ones. The East 
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German Social Democratic party, founded 
last October, made a faint early stab at inde- 
pendence by calling itself the SDP instead of 
the spp like its sister party. But it soon fell 
into line. Its star campaigner is Mr Willy 
Brandt, ex-chancellor and honorary presi- 
dent of the parties in both East and West. 
The main challenge to the Social Demo- 
crats comes from a conservative-li “AL 
liance for Germany” formed between the 
(East German) Christian Democratic 
Union, the German Social Union and Dem- 
ocratic Awakening. On the face of it the 
three are not natural allies. But they were 
clubbed together by the West German chan- 
cellor and Christian Democratic chairman, 
Mr Helmut Kohl. Mr Kohl is easily the Alli- 
ance's biggest draw, though he gets plenty of 
boos too, not least for his foot-dragging over 
recognition of the Oder-Neisse line as 
Poland’s western border. MN. 
There are a few local stars of whom. 
more may be heard even in a united Ger- 
many (see box on next page). But on the. 
whole the show has been stolen by the 
big shots from Bonn. Maybe this was in- 
evitable given the speed with which the 
old regime collapsed, the surge of emi- - 
grants and the urgent need for an elec- 
tion. But plenty of East Germans still feel 
that through their bloodless revolution 
they have swapped one form of political 
dependence for another. E. 
Most pundits reckon the 
Democrats will be easy winners. East 
Germany has a strong Social Democratic 
tradition, especially in the industria 
south; and unlike the (eastern) Christian 
Democrats the party not been 
tainted by decades of kowtowing to the 
communists. But after a slow start the Al- 
liance is pulling up, leaving behind most 
of the other parties, as well as move 
ments that were prominent in the early 
days of revolution last autumn, like New 
Forum. The communists may avo 
obliteration only because of the popular: 
ity of Mr Hans Modrow, the interim 
prime minister, widely judged an hon- 
ourable trooper in quite the wrong party; 
Does it matter much who wins? A few 
months ago many parties were still talking 
about finding a "third way" between com- 
munism and capitalism in an independent 
East German state. Now virtually all of them 
support a social market (as the West 
mans call their economic order) and favour 
national unity. The only real dispute is 
about the speed at which unity should come. 
It would be convenient for Mr Kohl if 
the Alliance emerged on top. He would not 
have to deal, however briefly, with a Social 
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Democratic prime minister. Like Mr Kohl 
- the Alliance favours the quick road to unity 
. provided by Article 23 of the West German 
‘constitution. Under this provision East Ger- 
many (or its regional states) could simply 
sign up as part of the Federal Republic. 
=, The Social Democrats prefer a slower 
pace, with a joint East-West German council 
sitting in the old Reichstag in Berlin to work 
out a new constitution. That 
route might soothe other countries—par- 
ticularly the Soviet Union— which are un- 
easy about the dash to unity so far. But the 
_best guess in Bonn is that, even if the Social 
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|| "THERE are few jobs that 
| X Mr Ibrahim Böhme, 
|| chairman of the East Ger- 
| man ial Democratic 
i 





| party, has not tried in his 45 
| years—cook, waiter, brick- 
| ` layer, teacher, historian. So 
|| far he has not been prime 
|| minister, but he may well 
| turn his hand to that too af- 
|| ter the election on March 
] 18th. No doubt in prepara- 
| tion, he has shed casual 
} garb for a crumpled pin- 
|] striped suit. 
|. . Mr Bóhme's early life is 
|| obscure. Born near Leipzig 
|. (probably) of Jewish parents 
||. (possibly) he grew up an or- 
|| phan. He sought a political 
|" home in the communist 
|| party, but was put in jail af- 
|] ter outspokenly favouring 
|| critics of the regime. A co- 
| founder of the Social Dem- 
| ` Ocratic Party last October, 
|| he has since emerged as one 
|| of the few bright lights in 
qe the otherwise dim East Ger- 
nman galaxy. 
= He is not the party's 
|. leading strategist; that role 
falls to his deputy (and 
|| : maybe rival) Mr Markus 
| Meckel, a sombre, bearded 
. pastor. But Mr Böhme has a 
' sense of humour and a 
‘rapid-fire oratory the 
pes bee The later be 
» hour on the campaign 
che livelier he gets—a man 
- who after a lot of false starts | 
EE p career has discovered what he does 
4 Up Mr Lothar de Maiziére, by contrast, is 
|| a politician by duty rather than gift. 
| _ When the cameras flash he blinks with 
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| The East's rising stars 


1 .FROM OUR SPECIAL CORRESPONDENT IN EAST GERMANY 
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Democrats win, they will have to speed up 
their schedule. The longer politicians mull 
over the future, the more East Germans will 
decide to trudge west, bringing their coun- 
try still closer to collapse. 

Quick unity could bring Mr Kohl one 
disadvantage, though. Instead of facing a 
West German general election in December 
he might have to fight an all-German one 
against a powerful Social Democratic party. 
After going for so many decades without an 
election, the people of East Germany may 
have to vote twice within a year. 





embarrassment, as though 
he would prefer to be back 
home playing his beloved 
viola. A one-time orchestral 
musician turned lawyer, he 
now finds himself head of 
the Christian Democratic 
Union. How so? Because 
there were few other candi- 
dates not tainted by the 
partys long allegiance to 
the communists, and he let 
himself be persuaded. Duty 
is writ large among the de 
Maiziéres, an old Huguenot 
family that fled to Berlin 
from France to escape per- 
secution. Lothar's uncle, 
for instance, became a top 
officer in the Bundeswehr, 
West Germany's armed 
forces. 

Mr Wolfgang Schnur, 
chairman of the liberal 
Democratic Awakening 
(currently allied with the 
Christian Democrats) is 
also worth noting. Mr 
Schnur often has a startled 
look, as if he has just re- 
ceived bad news (which 
may be the case), but he has 
a tenacity that is easy to 
underestimate. 

A lawyer from. the 
northern port of Rostock, 
Mr Schnur often defended 
dissidents and has success- 
fully fought back more than 
once against communist 
smear campaigns. He has 
chosen to stand for parlia- 
ment in the industrial constituency of 
Halle because, as he puts it, he wants to | 
be among people who suffer the most 
from pollution. No one accuses him of 
taking the soft option. | 
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Soviet Union 


Le déluge 


FROM OUR MOSCOW CORRESPONDENT 


OLITICAL life in the Soviet Union is 

anything but dull. Over the coming 
week the country's parliament, the Con- 
gress of People's Deputies, which is due to 
open on March 12th, is likely to grant Mr 
Mikhail Gorbachev the sweeping powers he 
wants for his new presidency. The day be- 
fore, a meeting of the Communist party's 
top leaders is expected to approve new rules 
that will open the party to competition from 
both inside and outside its ranks. And very 
possibly two Baltic republics, Lithuania and 
Estonia, will by then have formally declared 
independence. 

Almost lost in the din are the results of 
the first round of voting in local and repub 
can elections in the three Slav republics ot 
Russia, Belorussia and the Ukraine. To win 
on the first ballot, a candidate had to get 
more than half of the votes cast. In Russia, 
with nearly all the votes counted, just over 
10% of the seats had produced winners. The 
other 9096 will be decided in run-offs in two 
weeks' time. 

Seven candidates contested the average 
seat in Russia. To get through on the first 
round, it helped to have a well-known face 
and a good anti-establishment reputation. 
Thus Mr Boris Yeltsin, scourge of the party 
bureaucrats, swept to a landslide victory in 
Sverdlovsk, a big industrial city in the Urals. 
He must now decide whether to run for the 
presidency of the Russian republic. 

other first-round victor was Mr 
Sergei Stankevich, who earned his spurs in 
the Supreme Soviet, the working body of 
the Congress of People’s Deputies. He won 
in Moscow. Others included Mr Vyachesla-- 
Starkov, editor of a best-selling (30m reac 
ers) weekly magazine, Argumenti i Fakti. 
His other claim to fame: Mr Gorbachev 
once tried to have him fired. 

The radicals are well-placed to win many 


_ More seats in the second round of voting. In 


Leningrad, best known these days for its 
conservative Communist bosses, 83% of 
those who either won or went through to 
the second round had the backing of an 
organisation called Democratic Elections 
90, set up to co-ordinate the anti-Commu- 
nist campaign. 

Perhaps because their faces were 
known, all the party’s Politburo members 
standing in Russia won. But the party as an 
institution did , as did the extreme 
anti-democratic Russian nationalists. They 
failed to win a single seat in the first round 
and a mere handful of their candidates qual- 
ified for run-offs. 

In the Ukraine and Belorussia, where 
nationalism united the opponents of the 
Communist old guard, the nationalists did 
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harrassment during the campaign by Poland 
the republic’s Communist leaders. 


It is against this depressing back- The De ace of 


drop that the leaders of the Soviet 


Communist party are due to gather Au SC hwitz 





on March 11th for their special ple- M 
nary session. Many party men have E. 
not enjoyed this taste of local democ- NASTY little row that has been poi- — 
racy. Now they have to decide how soning relations between Poland and — 


much of it to allow inside the party. — the world's Jews has been settled. The dis) — ^ 
Should they let 100 factions bloom? ^ pute was embarrassing: a quarrel over how — 
Should ordinary members elect their to honour the people who had died in the 
bosses? Nazis’ notorious Auschwitz concentration 
A few weeks ago even raising camp. ; 
these questions would have been con- In the early 1980s Carmelite nuns — 
sidered treachery. But the party is opened a convent in a former warehouse on — | 
rapidly being overtaken by.events. the site of the camp. The nuns said they 
Mr Gorbachev clearly intends the were there to pray for the souls of those who — 
new super-presidency to drain au- died at Auschwitz. According to Mr Yehuda — 
thority away from the Politburo. The Bauer, an expert on the Holocaust, - 
powers Mr Gorbachev first presented 1,350,000 Jews and about 250,000 others— ⸗ 
to the Supreme Soviet last month Christian Poles, gypsies and Soviet prison- 
have been slightly modified. The Su- — ers of war— perished there. But for Jews the 
preme Soviet will have the right to- Holocaust, in which about 6m Jews per-  - 





They all voted—and Lenin lost 


better than expected. Rukh, the Ukrainian 
nationalist group, may end up with more 
than a quarter of the seats, having swept the 
board in its stronghold, the western 
Ukraine. Most of the leaders of the Belorus- 


sian Popular Front also won, despite 





overrule a presidential veto if it can 
muster a two-thirds majority. But the 
president can still appeal to the larger 
Congress, and he can still rule by de- 
cree. Mr Gorbachev seems to see himself as 
a latter-day de Gaulle. But de Gaulle did not 
have to cope with the challenge facing Mr 
Gorbachev: the threatened break-up of his 
country. 
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While the going is good 


FROM OUR MOSCOW CORRESPONDENT 


ERE are six people seeking to emi- 

grate from the Soviet Union to the 
United States, plucked at random from 
the files of the American consulate in 
Moscow: a member of a medical institute 
and a professor of mechanical engineer- 
ing, both from Leningrad; a doctor from 
Tashkent; a building engineer and an ear, 
nose and throat specialist, both from 
Minsk; and an Armenian-born architect 
from Baku, in Azerbaijan. The Soviet 
Union is suffering from a brain drain. 

As emigration controls slacken and 
ethnic violence stirs fears of persecution 
among minorities, more and more people 
are taking what they see as a once-in-a-life- 
time opportunity to get out. The first to 
go, as usual, are the best educated and the 
people the Soviet Union can least afford 
to lose. More than 228,500 people left the 
country last year, more than twice as 
many as in 1988. They are going mainly to 
four countries: America, West Germany, 
Greece and Israel. 

The ethnic Greeks and Germans rep- 
resent more of a brawn drain. Some 


95,700 Germans left last year. They and 
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their families had been deported by Stalin 
from their old homes on the banks of the 
Volga to plough the remote steppes of Ka- 
zakhstan. They are mostly hard-working 
farmhands. So are the small number of 
Greeks still left over from previous waves 
of immigration to the Ukraine and the 
Transcaucasus. 

The rest of the emigrants are mostly 
bound for America and Israel. The over- 
whelming majority are Jews, going largely 
to Israel, with about 10,000 Armenians 
heading for America. Both groups have 
rich traditions of education and entrepre- 
neurship. Three-quarters of Jewish and 
Armenian emigrants have a university 
education. They are leaving primarily out 
of fear. Armenians are attacked by 
Azerbaijanis, Jews are made scapegoats for 
all Soviet ills by the resurgent Russian na- 
tionalist movement. Stories of pogroms 
abound. The government, unwilling to of- 
fend Slavic xenophobes, has failed to give 
a clear sign that it considers Jews valuable 
members of society. 

Other motives are at work. The Soviet 
Union produces more highly-skilled and 


ished, and its most powerful symbol, Ausch- 
witz, speak for themselves. The Catholic — 


presence at Auschwitz offended them. 


| 


In 1987, an agreement to move the nuns 
was signed in Geneva by a group of Jewish — 
and Roman Catholic leaders. Cardinal — 
Macharski of Cracow, in whose diocese — 
Auschwitz lies, was one of those who signed. — 


Deadlines passed and nothing happened. 
Many Jews suspected bad faith. Last summer _ | 


educated people than its faltering econ- 
omy can profitably use. With an economy 
much smaller than America's, it turns out 
more qualified engineers each year than 
the United States does. Many of them in- 
evitably go into unrewarding jobs with 
poor pay and prospects. 

The first Soviet press article to report 
the brain drain focused on complaints 
about low pay and lack of modern equip- 
ment at research institutes. Systematic 
abuse of intellectual output makes matters 
worse. Party-appointed heads of institutes 
often take credit for the work of their 
more intelligent underlings, while the ar- 


thritic central-planning system allows the — 


best ideas to lie ignored for decades. As 
the Soviet Union seeks to move out into 
the wider world, more and more of its best 
scientists, if they are to compete, will want 
to do the same. 


As a proportion of the total number of || 


university-educated people in the Soviet 
Union, the current exodus is tiny. Yet if 
perestroika is to get going, Russia cannot 
afford to lose even those. As emigration 
increases, the Soviet Union may look 
more and more like Spain in 1492, the 
year it expelled its Jewish population: a 
great power shorn of its intellectual 
engine. 
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A memorial that speaks for itself 





Jewish groups from the United States held 
demonstrations in Poland, including one 
clumsy attempt at a symbolic ejection of the 
nuns. 

Cardinal Macharski announced that 
the 1987 Geneva agreement was suspended. 
Poland's primate, Cardinal Glemp, tact- 
lessly called on Jews to stop using their influ- 
ence in the media to push Poland around. 
Israel's prime minister, Mr Yitzhak Shamir, 
then weighed in with the remark that “Poles 


. sucked anti-semitism in with their mothers’ 


milk". Catholic-Jewish relations had not 
been so strained since the days before the 
Second Vatican Council of 1962-65, which 
formally stopped pinning the blame for 
Christ's death on the Jews and opened the 
way for more co-operation between the two 
faiths. 

The deadlock over Auschwitz was bro- 
ken last September when Sir Sigmund 


— Sternberg, chairman of the International 


Council of Christians and Jews, made a di- 
rect approach to Cardinal Glemp. Money 
has now been found for a new inter-faith 
study and prayer centre, close to the camp 
but not on its site, to which the nuns will 
move. When Mr Tadeusz Mazowiecki, Po- 
land's prime minister, visited London last 


. month it was announced that the Auschwitz 


museum, set up during the Stalinist period 
to illustrate the evils of Nazism, would be re- 
designed “to do justice to the tragedy of the 
Jewish people and the other victims". Po- 
land, Israel and international Jewish orga- 
nisations will have a hand in the redesign. 
On February 19th Cardinal Macharski 
sank a spade into the ground where the new 
centre will stand. On February 27th Mr 
Moshe Arens, Israel's foreign minister, 
signed an agreement in Warsaw to resume 
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diplomatic relations between the two coun- 
tries, broken off after the 1967 Arab-Israeli 
war. A happy ending. But the episode still 
leaves bruised feelings on all sides and a 


mood of apprehension among Poland's 
tiny—6,000-strong—band of Jews. 





Czechoslovakia 


Market-making 


FROM OUR SPECIAL CORRRESPONDENT IN PRAGUE 


OWN a drab corridor where the 

wooden coat-pegs fall out of their sock- 
ets, Czechoslovakia's minister of finance, 
Mr Vaclav Klaus, is battling for economic 
reform. Some government colleagues, led by 
Mr Valtr Komarek, the deputy prime minis- 
ter, want tough measures delayed, at least 
until after the general election in June. They 
worry that a voter backlash might help ex- 
Communists and their allies waving the 
banner of social justice. Both sides think 
Czechoslovakia should move to a market 
economy. The question is how fast. 

So sharp is the row that some of Presi- 
dent Havel’s advisers had glumly expected it 
to come to him on appeal a second time. 
The president is a political leader and play- 
wright, not a technocrat. The first time the 
issue was referred up to "the Castle", as his 
office is known, the economists were told to 
decide for themselves. In the past fortnight, 
however, Mr Klaus may have begun to get 
the upper hand. His position was further 
stiffened by the arrival of a team from the 
International Monetary Fund, which 
Czechoslovakia wants to join. 

Part of Mr Klaus’s problem is persuad- 





ing fellow Czechoslovaks that the economy 
is in worse shape than it looks. People are 
well-trained and werk hard. There is a 
strong engineering tradition. Unlike Po- 
land, Czechoslovakia’ gross foreign debt is 
a low $7 billion. Inflation is a murmur, not a 
roar. Food is plentiful. Yet much of industry 
is old and uncompetitive. Reliance on trade 
with other inefficient Comecon partners 
damagingly cushions the country from out- 
side competition. 

Foreign aid or loans are the last things 
Mr Klaus wants. Nor does he think all price 
controls should be lifted right away. “Free- 
ing prices with our monopoly structure 
would be suicide," an adviser at the finance 
ministry says. Instead, Mr Klaus wants to 
squeeze the budget and get privatisation 
moving swiftly. 

In this year's budget, Mr Klaus is aiming 
for a small surplus of 1-296 of government 
spending. Money for the armed forces ai 
the police is to be slashed. Subsidies to in- 
dustries and consumers will be cut. Lay-offs 
and even shut-downs are likely, though the 
government is being coy about how many 
people will lose their jobs. 

If Mr Klaus gets his way, an Office of 
State Property and Privatisation will soon be 
working from his ministry. According to an 
adviser, privatisation could come in two 
stages. In the first, lasting perhaps a year, 
state firms would be evaluated and turned 
into joint-stock companies. (A bill authoris- 
ing joint-stock companies passed parliament 
earlier this month.) Around a fifth of their 
capital would be pooled in a sort of national 
unit trust. Shares in this would be sold 
cheap or, more probably, given away. The 
idea is to create a base for popular capitalism 
and to compensate for lost consumer 
subsidies. 

Privatisation proper would come in the 
second stage. The treasury, holding the be!- 





Klaus is less cautious 
THE ECONOMIST MARCH 10 1990 






Business International's 3rd Annual Roundtable with the Government of Italy, April 2,3,4, Le Grand Hotel, Rome 





| I n April all roads lead to Rome for — * The role of the state in the econ- 


Business International's Third An- 
nual Roundtable with the Govern- 
ment of Italy. Participating this year 
will be The Prime Minister of Italy, 


omy - "less state, more market" was 
the slogan of the 80s in Italy. Will the 
converse be the slogan of the 90s? 

« Industrial concentration - what is 
the outlook for M&A and the con- 





Giulio Andreotti, and his cabinet 
ministers, as well as the Governor of 
the Bank of Italy, Carlo Azeglio 
Ciampi. 


centration of Italian industry after 
parliament's approval of the anti- 
trust bill? 

e The budget deficit - will it worsen 
without the cushion of exchange con- 
trols which are to be abolished in 





Italy is now the fifth largest econ- 


? 
| omy in the world. Its companies ind n * 
| have performed miraculous turn- erman unification - a threat or an 
| opportunity? 


| aroundsinthe80sandare well placed 
for the 1990s to take advantage of 
developments in the Single Market 
and in the newly emerging econo- 
mies of Eastern Europe. In July Italy 
| takes over the presidency of the EC 
and will play a prominent role in the 
| 


At the BI Roundtable business ex- 
ecutives will have the opportunity to 
quiz ministers on these, and other 
issues, in a frank and off-the-record 
dialogue. You can voice your con- 
cerns, let government know what 
international business thinks, and gain 
a direct insight into the Italian Gov- 
ernment's plans for the 1990s. 


process of European integration. How- 
ever, domestic problems still remain: 








| [.) Please send me further information about the 3rd Annual Business International Ltd, 40 Duke Street, London W1A 1DW | 
Roundtable with the Government of Italy, April 2,3,4 1990 at Le Tel: 441-493-6711. Fax: 441-491-2107. Telex: 266353 EIU G | 

| Grand Hotel, Rome. or Ms. Gioia Rodati, Business International, Via Isonzo 38, 
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of the 30 300-member boue: to win electio: 
ihe conservative New- 

— which holds 148 seats, made 
; hearted effort to bring back a veteran st states 

man, Mr. Constantine Caramanlis as. 



















speaker of parliament untainted by t 





's . for many when she held up a pink banner 
on . reading: "Enough of this theatre" ·· 








| pé rliament can elect a president. by simple 
_ majority. If it turns out to | 
parliament the -chances 





ents. "Coalition governmen s have proved 


— 7 


.: candidate. To nobody's surprise, he turned ^ 
.the honour down. The party then cabe < 
stained. The Socialists put forward a 1 ormer 


nancial scandals that brought them downin t 
. June. The Communists proposed Mr Sartze- c 

-takis for a second five-year term. The soli- ` 
tary Green deputy, Mrs Marina Dyzi spoke 


~~. According to the constitution, the next. 




























artzetakis. Tris isa cultas — Tob but 
-party coalition made no serious effort 
finda a consensus candidate. A’ consensus 
was essential: itt akes a three-fifths majority 





FROM OUR BRUSSELS CORRESPONDENT. 


TO DOUBT about it, West _ 
Germany is becoming | 
. more assertive in the shaping of _ 
~ the European Community's sin- 
p market. Its response to the | 
- European Commission's latest 
| -efforts to make it comply with 


-has refused to budge over the DM12 bil- 


its inefficient coal industry. The commis- 
Sion is not getting tough. It needs West 
"German support for its plans for eco- 
nomic and monetary union. 


West German coal subsidies last year. The 
so-called “hundred-year contract" com- 
mits power companies until 1995 to buy 
set quantities of coal from the mining 
companies at prices well above market lev- 
els. The power companies are then com- 
.pensated by payments from a fund which 
às financed by the Kohlenpfennig, an 8.596 
levy on consumers’ electricity bills which 


uge subsidy for steel . companies buying 
xpensive coke. 
All this makes a momen of the Com- 





eir worthlessness, but there is little pros- 2 
ct t that the conservative e fron — 2 





competition rules has been a raspberry. It 


lion ($7 billion) a year of aid it pumps into 


The commission began to investigate 


s due to run until 1993. There is another 


- Sartzetakis, a former judge who earned : te- “Socialist 
ve spect for his handling of he coalition nego- a small, 
^ tiations, will be re-elected. - ^ anc is i y 
_ The three party leaders, whose average Con 
age is 72, are commonly described as dino- 
saurs. They show no signs of wanting to re- 
tire, though the conservative leader, Mr 
Constantine Mitsotakis, might do so if he 
fails again ¢ at a polls. He blames the elec- 





‘Soot and the single market 


thermore, the West German 

contracts with power and steel 

companies limit competition by 

excluding other potential 
 ssuppliers. - ! 

Last month the commission 

B West Germany were ready 


to | sign | compromise on the 


Kohenn, but domestic politics 


came first and West Germany spiked it. 
The industry’s 140,000 workers are con- 
centrated in the states North Rhine-West- 
phalia, which has an election in May, and 
Saarland, which had one last month. The 
Saarland’ s prime minister, Mr Oskar La- 


fontaine, accused West Germany's chan- 
 cellor, Mr Helmut Kohl, of not doing. 
| enough to defend the coal industry 


against Brussels. Mr Lafontaine is Mr 


Kohl's likely opponent in the next West 
German election. 


Rather than throw the rule book at 
Bonn, the commission is trying to push 
through : a decision almost as generous as 
the compromise Bonn rejected. It has au- 
thorised a 1988 Kohlenpfennig of DM4.9 
billion, the amount the Germans de- 
manded; a further DM4.9 billion for 
1989, against a request of DM 5.3 billion; 
and DM4. 6 billion for 1990, against the 


* . DM4 billion the Germans wanted. Later 
ce years are left open, so that West Germany 


will not have to swallow bitter medicine 






















points of support.. 





: come to terms wit 





> * ean win. nthe three extra seats sy B 
ed if the Communists lose two percentage . 


A stow electoral la law i is usually passed by 
t: ect o The: Socialist m subtly 


the. eta fenteeation 


r dm But — — 
rength still falls two 


ing a more vigorous 
mted last time. His 


finding it hard to 
ianges in Eastern Eu- 


rope, have resisted Socialist blandishments 
so far. Early polls show the electorate fed up, 


| and ind: to the Greens. 


before the election, - 

e commission says that it will get 
tough after the West German elections, 
and insists it has established the principle 
that the subsidies must decline. Oh really? 
Earlier this month the commission autho- 
rised the West German government's 
grant of DM3.3 billion to the steel firms 
that buy West German coke, but got no 
undertaking that subsidies would fall in 
the future. A. third decision, on the hun- 
dred-year contract, | is imminent. Wait for 





the commission to cave in again. 
Three commissioners have handled 


the talks with the Germans: Mr Antonio 


Cardoso e Cunha, Sir Leon. Brittan, and 
Mr Jacques Delors, the commission presi- 
dent. The first two, respectively responsi- 
ble for energy. and competition, want to 


. play more strictly. by the rules. But Mr 


Delors has to worry about the politics. 
Says one official: “We cannot afford to 
give problems to the West German gov- 
ernment that would turn public opinion 
against the Community." | 
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The non-politics of education 


Our latest brief looks at education and training where, despite 
much sound and fury, Britain’s political parties are in broad 
agreement on the outlines of policy 


The most striking fact about the 
English debate on education is 
that there is no debate. All main- 
stream politicians agree on two 
fundamental points: that educa- 
tion is crucial. to economic 
growth and that Britain is less 
good at it than its major rivals. 
Most pundits assert that the 
educational system is not 
lapted to a' changed labour 
arket. Its narrow path to 


higher education and the huge 


numbers that leave school at 16 
might have been suited to an 
economy which required many 
unskilled labourers. In a knowl- 
edge-based society ue are hope- 
less anachronisms. To remain 
even moderately prosperous, the 
consensus holds, Britain must 
radically improve the skills of the 
mass of its population. 

In consequence, all the main 
parties uss education in a 
common  language—that of 
skills. They quarrel about means, 
not  ends—notably about 
whether market or state solu- 
tions should be used to improve 
educational performance. 


Abroad, they can read 
Politicians have been frightened 
ito this consensus by hard facts. 
aven allowing for the notorious 
difficulty of comparing educa- 
tional records across frontiers, 
Britain is plainly the educational 
invalid of the advanced world. 

In Britain 60% of children 
abandon ie education at 
16 compared with only 1096 in 
Germany and the United States, 
and 496 in Japan. About 4876 of 
American and 3896 of Japanese 
18-year-olds e enter higher educa- 
tion: the figure for Britain is 
1596. Almost all Britons who do 
read for a degree get one, which 
is not true elsewhere—but this 
only narrows the discrepancy; it 
does not remove it. Most worry- 
ing ofall, 4596 of British children 
leave school without even an O- 
level or its equivalent, compared 
with 1096 in France and West 
Germany (see chart). 

itish children seem to learn 


less at school than their Euro- 
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pean and Japanese counterparts. 

The average German academic 
standards for the lower half of 
the ability range is the same as 
the average for all English pupils. 

British children in the lower half 
of the ability range are as much 
as two years behind similar Ger- 


Must do a lot better 
Highest qualifications 


man and Japanese children in 
All politicians recognise that 
skill shortages are a constraint 
on economic growth, and that 
this could worsen as manufactur- 
ing jobs give way to professional 
ones. Underlying the politics of 
education is a fear Britain is 


being trapped between high-skill. 


economies such as West Ger- 
many, and low-wage economies 
such as Portugal. 

Given this danger, the legisla- 
tive record of the first two 
Thatcher administrations was 
unimpressive. The overwhelm- 
ing priority was controlling pub- 


lic expenditure rather than re- . 


invigorating public services. The 
Education Act of 1980, which in- 
troduced the Assisted Places 


Scheme (subsidies for children - 


to leave the public for the private 
sector), merely tinkered at the 
margins of the system 

Sir Keith (now Lord) Joseph 
came to the Department of Edu- 
cation in 1981 full of ideas for 
radical reform, but he lacked the 
political cunning to put them 
into practice. In 1986 Sir Keith 
resigned in frustration, driven 
out by teacher strikes and mid- 


dle-class lobbying. 
Significant — neverthe- 
rm. 2 £09 tnt aes CIA s — 


ene 1988 


less went on in Whitehall. The 
Cabinet determined to reform 
the Department of Education 
(for years, the joke had it, the de- 
partment was just a postbox be- 
tween the National Union of 
Teachers and the local education 
authorities) and cut it down to 
size. lt over m 
responsibility for education to 
other departments. 

The Department of Trade and 
Industry (pT!) financed a project 
to put computers into all schools 
and started to monitor links be- 
tween schools and companies. 
The Department of Employment 
(DE) and the Manpower Services 
Commission (as it then was) 
organised a technical and voca- 









tional initiative and co 


ordinated “compacts” 


een 
local employers and school leav- 
ers. Shaken, the education de- 
partment started to distance it- 
self from the teaching lobby. The 
institutional framework for a 
more "Thatcherite" educational 
policy had been created. 
Conservative party policy be- 
came radical in implementation 
as well as design when Mr 
Kenneth Baker became educa- 
tion secretary in 1987. He solved 
the four-year-old teacher's strike 
by stripping —— of their pay 
negotiating rights and imposed a 


-set of contractual terms. But his 


main achievement was the 1988 
Education Act, the most radical 
piece of educational legislation 
since 1944. 

Two reforms were central to 
the act. The first was a national 
curriculum. Responsibility for 
what children learn in school 
was taken out of local education 
authority control and handed 
over to Whitehall. Much to the 
delight of industrialists, the new 
curriculum emphasises voca- 
tional subjects like design and 
technology. In at least one im- 
portant area of educational pol- 
icy Britain has fallen in with 
other European countries. 
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The second big — 
cal financial management, whic 
takes effect in April. Las du 
cation authorities will delegate 
responsibility for managerial t, 
including the management of 
budgets, to schools, which v 
be funded according to the n m- 
ber of pupils they attract: the 
more customers, the more EV 

These reforms are meant to 
shift the balance of power in the 
educational service from local. 
government (denigrated by - 
Thatcherites as a den of loony 
lefties) to businessmen. Educa- 
tion authorities will become little 
more than managerial bodies a 
schools take up their own bud- 
gets—as will City Technolo 
Colleges and schools that h 
"opted-out" of local contio ll 
schools will have businessmen 
on their boards of g 
and teachers and schoolchi 
weil be encoutaged to miei i * 
working in local industry. 


KOVC ors, 


Doing right by drop-outs — 
The government has been slower 
to offer a solution to Britain's - 
worst educational problem: th e 
number of children who aban- - 
don formal education at the ear- - 
liest opportunity, at 16, anc a 
never receive any training again. 
Here policy-making has been 
frantic but confused—a fact re- 
flected in the flurry of acronyms, 
used to describe various initia- 
tives: TVEI (Training and Voca- 
tional Education Initiative), CP E 
(Certificate of Pre-Vocationa j 
Education, Nare  (Non-Ac 
vanced Further Education), Y 
(Youth Training Scheme), 


(Job Training — n- 
ployment Training), and NvcQ: 
(National Council for Voc ca- 
tional regie coria 

Thatcher is widely 


dd to be keen to clear up 
the mess. Inspired by a | 
eration of British Industry (csi) 
report, the government plans tc 
reallocate its £3 billion rail in| 
budget from paying : nces 
to trainees to paying bcd cout urses 


(3 
o fed- 
& 


training credits o r 

vouchers—held by adolescents. 

yrs, which never con inced 
critics that it was more i 
way of keeping unemployed 
teenagers off the streets, 
wound up.” All —— 
schoolleavers will 
vouchers, worth —— £i Q ) 0 


‘and £1,500, which they will 


“cash in” for the part-time col- 
lege courses of their choice. The - 
Training and Enterprise Coun- 
cils (recs), which have a maj rity 
: se. v 1 J 
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nal market. Parents 
around for the best schools and 
schools will be financed accord- 
ing to the number of pupils they 
attract. In effect, each child be- 
comes an educational voucher. 


Why Labour likes markets 

The broad consensus on educa- 
tional policy is only partly the re- 
sult of the Labour party's new 
market-friendly image. Many on 
the left have long been support- 
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— ers of the human capital ap- 
of businessmen on them, willco- proach to education. 
ordinate the scheme. Even in its socialist heyday the 


It is a measure of the extent to 
which educational politics have 
moved away from the comfort- 
able orthodoxies of the 1960s 


party had an influential techno- 
cratic wing. Sidney and Beatrice 
Webb combined a strong dislike 
of the market with an unflinch- 
ingly utilitarian approach to edu- 
cation. Mr Harold (now Lord) 
Wilson hoped to identify social- 
ism with scientific knowledge 
and technological innovation. 
Significantly, after a decade of 


Lich 


solutions to social problems. tcherism, the classic state- 
the early 1980s the idea of ment of the human capital the- 


ntroducing market mechanisms 
into state-run services was lim- 
ited to a group of obscure right- 
wingers who wanted to give all 
parents state-funded vouchers to 
spend at schools of their choice. 


ory of education is a speech 
made by the last Labour prime 
Callado ddwered at Ricks 
ivered at Ruski 
College Oxford in 1976. Mr Cal- 
laghan urged educationalists to 


Mr Baker made vouchers re- abandon their secret garden and 
pectable. At the heart of the start addressing the needs of a 
mature industrial society. 


1988 Acct is the idea of the inter- 


Corduroy jackets rule, OK 


' Ev apparently contradictory theories dominate discus- 
— A sions of higher education in the 1980s. 
The first is the catastrophe theory. A philistine government, 
|. bent on restraining public expenditure, reversed the post-war 
. trend towards more open access to tertiary education. It under- 
. paid dons, blighted the career prospects of dedicated young re- 
_ searchers, starved science into mediocrity, and undermined Brit- 
_ ain's grandest institutions. So (see table) academics hate it. 
The second is the modernisation theory. An inward-looking 
. and anachronistic university system was given a much-needed 
_ shake-up. The polytechnics, long the poor relations of the univer- 
_ sities, flourished. Freed from local government control 
an use of their low unit costs and supposed "relevance" to 
_ industry—courted by central government, they rapidly increased 
. their enrolment so that by 1987 they had more students than the 
. universities. Mrs Thatcher thus continued a long-term process of 
. replacing an elitist with a mass system of higher education. 
The third is the continuity theory. For all the fuss made about 
higher education very little has The universities remain 
.producer-dominated cartels, overwhelmingly dependent on pub- 
Tic funding and highly exclusive in their intake. The divide be- 
tween them and the polytechnics is as rigid as ever. 
D first theory is hard to sustain. The agonised cries from the 
universities are only to be expected: how else can publicly-funded 
_ institutions lobby for resources? In fact, universities have suffered 
less than many other interest groups—and certainly less than 
| large swathes of private industry. No university has been allowed 
|| toclose. At the beginning of the 1990s Britain has more students 
| than ever before. 
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reforms of the 1980s com- 

cross-party support. 
The Gcse, a 16-plus examination 
which Sir Keith Joseph intro- 
duced to replace the cce and 
CSE, was seen by Labour as the 
culmination of its policy to break 
down the divide een gram- 
mar schools and secondary 
moderns. Only right-wing fogies 
and left-wing troglodytes ques- 
tioned the need for a national 
curriculum. 

Moreover, the Conservatives' 
enthusiasm for polytechnics and 
robust attitude towards the uni- 
versities has also commanded 
widespread support on the left. 
Many Labour party politicians 
admit in private that they wish 
they had as vigorous as Mrs 
Thatcher in taking on the Ox- 
bridge establishment. 

The final reason for current 
agreement is that Conservative 
policy has been much less radical 
in practice than in theory. The 
educational establishment suc- 
ceeded in watering down 
Thatcherite measures. The na- 
tional curriculum is the product 
of committees dominated by 
educationalists. City Technology 
Colleges and opted-out schools 
are still the exception rather 
than the norm. 








Conservative — 9 (14) 7 (13) 
Labour — —44(33 = 42 (27) 
Democrat 7 (16) 10 (20) 





40(37) 41(40 











. te 
La t Li ass È > 
^ e LI r o j 
oD ed Sn | ie TU Ne £s 
‘av, p 


Some of the most far-reaching 


Voting intentions of academic staff 
If there were a general election tomorrow which party would you support? - 


All staff ^ Universities F Colleges Total 
8 CAPE! — 








Education can still fray tem- 
pers in the House of Commons. 
The La party insists that 
teachers’ pay is too low to recruit 
and retain seachers, particularly 
in the overheated South-East 
and in science and technology. 
The Conservative party (many 
of whose back-benchers are 
acutely worried about the prob- 
lem) argues that shortages are a 
function of an inflexible wage 
structure trade unions: 
schools, it argues, should be 
freed to pay the market rate for 
teachers. 


Such arguments hardly mod- 
ify the broad thrust of policy. 
Soon, the agreement on ends 
could be supplemented by agree- 
ment on details. The new educa- 
tion secretary, Mr John | 

egor, is a non-ideologic: 
tec , 
Meanwhile, the problem be- 
hind all this activity—Britain's 
skill shortages—shows no sign of 
going away. Mr Bill Morris, dep- 
uty general secretary of the 
Transport and General Workers 
Union, recently delivered a 
speech on the need for improved 
—— In E bmw of a e 

passage he up: one o 

the pages of his text had been 
stapled in upside down. 
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The modernisation theory is equally misleading. The first two 
Thatcher governments failed to turn radical talk of education 
vouchers into political action. Cuts in public spending hardly fit- 
ted in with a coherent policy of modernisation. In 1981 genteel 


universities, like York, suffered no cuts in their grant; t 


logi- 


cally-orientated institutions, such as Aston and Salford, lost up to 


4096 of their allocations. 


Depressingly, the continuity theory has most going for it. The 
cuts have had the unintended consequence of entrenching the 
old regime. Innovative high-flyers have left for America; a genera- 


tion of young researchers 


fallen into the hands of a flabby, 


has fled 


ic power has 


Oxford university's refusal in 1984 to award Mrs Thatcher an 
honorary degree provided a vivid demonstration of the failure of 


ing of 


dons to come to terms with public opinion. At the beginning 


the 1990s the old regime is still in charge 
shaken and stirred, but not broken. 
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E. urope will be full of oppor- 
tunities. And France Telecom 
is ready today to help you 
meet the challenge head on. 
Connecting with France 
Telecom means accessing the 
world’s most digitalized phone 
system. The largest packet 
switching data transmission 
network. The world’s most 
otex system. 
tional ISDN. 
ryou need leased lines, 
* private or public networks; 
satellite links or —— 
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YOUR NEW BASE FOR WORLD MARKETS ~ 


Dubai's Jebel Ali Free Zone has now made it easy m No personal income taxes 
tor international companies to set up trading and 
ndustrial bases in the Middle East 

Corporations such as Black & Decker, Caltex, 
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a No import duties/expon taxes 


m No sponsorship restrictions 
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TELECOMMUNICATIONS 


The message-makers 


HE future does not rest with telephones. Al- 

though talking, plain and simple, counts for 
about nine-tenths of telephone companies’ busi- 
ness, it is the tenth left over which matters most. 
The telecommunications industry looks to this frac- 
tion—selling telephone services, stringing together 
computers and tending to computer and telephone 
networks—for growth, profits and influence. It is 
also where competition from other information 
technology companies is to be found. Therein lies a 
paradox. Ever more, ever cleverer machines make 
telecommunications complicated, useful and thus 
profitable as never before. Yet the telephone com- 
panies and their suppliers are under threat. 

Like silent-film stars faced with the talkies, 
those who built the network must learn a new art. It 
is not a matter of whether the telephone companies 
survive, but what they become. At worst, utilities, 
the drudges of information technology, slow-grow- 
ing, low-margin carriers of electronic signals from 
point to point. At best, information technology's 
service companies, high-margin, influential design- 
ers and consultants, who guide and manage the tide 
of the world’s data from town to town and country 
to country. Little wonder that most are steering 
themselves towards this higher destiny. The suppli- 
ers of telecommunications equipment must pass 
through a similar upheaval: they must follow their 
customers upmarket. 

Telephone companies used to busy themselves 
with the envelope alone: they collected and deliv- 
ered messages. Now they must find a broader pur- 
pose. They must use their basic business as a me- 
dium to sell services. The message-collectors must 
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become message-makers, helping companies to 
build and operate networks, selling technical re- 
sources, like electronic mail, data transfer, paging 
and satellite services. The message-deliverers must 
become message-sellers, encouraging customers to 
use the telephone network for more than talking, 
helping companies to buy and sell over the network, 
and offering on-line information and entertainment 
services, or at least encouraging others to do so. 


Less mahogany, more chestnut 


All the modern managerial chestnuts—service, 
marketing, productivity, flexibiliry and innova- 
tion—will distinguish a newly transformed telecoms 
company from an old-fashioned message-carrier. 
Such normal business skills never mattered when 
monopolist telecoms companies could shelter be- 
hind the mahogany doors of ministries arguing for 
this rate of return or that investment. 

These skills matter now because the customer, 
not the regulator, is master—and is a far more de- 
manding one. The integrated data and voice net- 
works being built for organisations today span com- 
panies and continents. They are viciously costly to 
build and maintain. Moreover, they are ever more 
closely matched to a particular business, even a par- 
ticular way of doing business, that a company or a 
group of companies has chosen. Inflexible general- 
ists and those who devote themselves to technology 
at the expense of marketing cannot hope to appeal 
to such varied and sophisticated palates. 

If telephone companies fail to learn these skills, 
other industries will benefit. A menagerie of in- 
formation technologists—computer companies, 








Until recently 
telephone 
companies were 
little more than 
glorified 
postmen— 
fetching and 
carrying 
messages. Now 
technology and 
competition are 
snapping at their 
heels, reports 
Edward Carr, 
our electronics 
correspondent 


Judge Greene broke the mould 
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software companies, management consultants and 
the customers themselves—are eager to sell in- 
formation services. Unlike telephone companies, 
they have never been regulated monopolies. Little 
wonder most are far more able to sell information 
services than are telecoms companies. 

Such a convergence of telecoms and computing 
is a familiar notion, but up to now it has been misap- 
plied. A few years ago the ubiquitous silicon chip 
(the brains both of telephone exchanges and of 
computers) tempted computer and telecoms compa- 
nies to try on the other's clothes. It was a costly mis- 
take. American Telephone and Telegraph (AT&T) 
has lost $3 billion selling computers. Rolm, IBM's 
telephone equipment arm, was losing $200m a year 
by the time the computer maker got rid of it. Sie- 
mens; West Germany's electronics giant, merged its 
telecommunications and computer businesses in 
1984 only to break them apart again last year. All 
mistakenly thought that sharing technology meant 
sharing markets. 

This time the convergence is 
real. Joining computers together 
across telephone lines is a coming 
together of use, as well as of tech- 
nologies. It is such a new phenome- 
non that plenty of people can stake 
a claim in building or running such 
networks—and who are more natu- 
ral stake-holders than those who 
deal with the network's parts? 

Many companies have reason 
to fight for this new business. Sell- 
ing information services offers fat- 
ter margins than making computer 
hardware or carrying telephone 
calls. Also, electronic hardware and 
software can be sold on the back of 
technical consultancy and network 
design. Controlling information 
services is like controlling the four 
middle squares of a chessboard— 
the territory from which rest of the 
board is dominated. 

Computing and telecommuni- 
cations are converging at last be- 








cause information technology promises to become 
relentlessly cheaper and thus more widely used. It is 
now worth building networks to,gather and process 
data which earlier would have been paper-bound or 
left uncollected. . 

They are converging so suddenly because old 
monopolies have been broken. Competition has 
stormed through the telecommunications industry, 
and the rout is not over. Mr Harold Greene, an 
American judge, broke up AT&T into a long-dis- 
tance carrier and seven regional telephone compa- 
nies in 1984. By that time technology, particularly 
satellite and microwave communications, had 
trated the arguments for a natural monopoly in 
making distant connections. Likewise, the technol- 
ogy of mobile telephony is now undermining the ar- 
guments for a natural monopoly in local telecom- 
munications. Moreover, the assumption that only a 
monopoly could afford the vast investment needed 
to build a country's network was outdated: a nation- 
wide network was already in place. 


Transforming telecoms 


Competition, now or later, will transform the busi- 
ness of carrying telephone signals. It means that any 
increase in the productivity of telecommunications 
must be passed on to customers—and technology 
promises to have a profound effect on productivity. 

The long-distance AT&T (the part of the com- 
pany to keep the name—as well as the celebrated 
Bell Laboratories) faces competition from Us Sprint 
and MCI. Even the regional telephone companies in 
America are facing competitors in large cities. In 
1982 Mercury (a subsidiary of Britain’s Cable and 
Wireless) won a licence to compete with British 
Telecom which was privatised in 1984. In Novem- 
ber Britain’s regulator will decide whether more car- 
riers should be licensed as well. Japan has also en- 
thusiastically thrown open its telephone service to 
competition. Nippon Telegraph and Telephone has 
three long-distance rivals. There are also two new 
satellite communications companies and a number 
of local telephone companies. KDD, Japan's interna- 
tional carrier, has two competitors. Exceptions in 
the developed world are continental Western Eu- 
rope and Canada. Here the telephone monopolies 
have remained intact—but for how long? 

The tenth of telecoms that is at the heart of this 
survey—information services—is already liberalised 
throughout the developed world. Competition has 
proved riotously fertile. It is pushing the industry 
along at a breathless pace. So much so that different 
countries have reached their own conclusions as to 
the details of how competition should be managed. 
There are many skirmishes still to be fought be- 
tween the telephone industry and its regulators. Eu- 
ropean countries, in particular, bicker publicly 
about exactly what regulations should bind them. 

In one respect, however, the legacy of the old 
days remains. Parts of the industry still conduct 
themselves by an old shibboleth: public service. 
Since the telephone is essential for modern life, 
some telephone companies are obliged to provide 
everyone everywhere with a basic service. Yet this 
ideal, however laudable, sits uncomfortably next to 
that of a profit-seeking telecoms company looking 
to sell into the niche markets of information ser- 
vices. Should telephone companies which sell in- 
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ephone directory 


d iin which the industry delights has been cut 
A Bei is a list of words that forced their way 









m" ph "E telephone. This state-controlled 





ü 

b en separated (or put to rest). 

CPSTN-—püblic switched telephone — or POTS (plain 
old te ephone service) in America. The no-frills speaking tele- 

Sa phone network. 

|. Bandwidth—this has come to be a measure of how. much 

information can pass down a telephone line.. 

Optical fibre—tiny glass pipes each of which can carry thou- 

sands of telephone calls. tat-28 (the next transatlantic. cable) 

will carry as much traffic i in two days as rAT-I carried in its 

whole life. — ^. 

Leased line~-a telephone line going: fromc one apecifid point 

to another which i is rented from. the carrier by: a customer for 

: his exclusive. use. 

Centra office switch—a — rélephöne — which 












IE Daum services ahe — also, like — old util- 

ity, to bear the ‘responsibilities t he public 
telephone service? If so, telecom n 
«look mighty strange with one foot 
and one reluctantly in the old. | 
.. The need to ensure public service andi nurture 
and define competition makes the regulators’ job es- 
sential. Yet discussions about regulation tend to be 
arcane. They are exercises as much in categorisation 
as in enlightenment. Static regulations poorly re- 
flect a dynamic industry. And the art of addressing 
regulators, unlike the art of selling, is well practised 
by telecoms companies. Hence regulation will be left 
to one side as much as possible in this survey. 


No less arcane than the regulations is the lan- 


guage in which they are drafted. Always jargon-rid- 


den and studded with acronyms, the language of | 


telecommunications has become: downright un- 
- pent Once-precise abbreviations like PTT have 


't really exist any more, now that its three i 
. arranged. 


‘ously varying wave (as in analogue networks}. 
Videotex—Information or entertainment delivered o over die 


Private network—a private network is for use by a closed 


. Switches calls within an organisation. 








not join them, they will be stuck 
business: carrying repone signa 





Carrier—this survey's term for a company that carries signals - 
from place to place for a fee. It can be either an old rrr or a 
newly licensed company. 

ISDN — integrated services digital network, a — stan- 
dard which describes how an advanced network — be 


Digital network—a network where ihe défotmátión à is — Hn 
coded as a series of ones and noughts rather than asa continu- 





telephone lines displayed on a screen; eg, Minitel or Prestel.. x 
Audiotex—the same as videotex, but the service comes overa - 
conventional telephone and is thus spoken. - 


group, such as a company. It can exist within à building or 
across continents. 
PBX—a private exchange belonging to de user, which 


Centrex—software which makes a [et phone xchange 
behave as if it were a PBX. 


— vague. Nothing better Se come e along, so 
po isa directory of useable ferm o o 





tional telecoms giants have seen: their ancien yé- 
gimes overturned. Each nation state was once 
served by a single, public network delivering pretty 


much a single, public service. This monolithic net- 


work has been supplemented by a mosaic of new 
networks—some. international, some closed to the 


| public, and some in direct: competition. Along with 


this re-organisation of the world’s telecommunica- 
tions new uses for them have arisen—data manage- 
ment, paging, mobile telephony. Many information 
: technologists have already shown they can sell such 
information sevices. If the telephone companies do 
in their historic 












: Beasts of burden - 


LE General Custer Y was E his | last 








of Brazil his crazy new m Bel shove Bell c came of 


rather better than Custer. In their short history al- 


. most all telephone companies have thrived: there 
| care now more than 600m interconnected tele- 
3 phones. The turnover of public telephone compa- 
mies in the 24 OECD countries amounted to about 
~ $270 billion in 1987 —the Gp? of Austria, Belgium 
. and Luxembourg combined. All are profitable: 
-< their earnings were for many years used to subsidise 


other industries—notably the postal service. lt 
would cost $1 trillion to replace their equipment. 
What could possibly blight the telephone. compa-. 
nies' success? Why should they not stick to the past? 


The companies themselves clearly expect to 
change. Nynex, one of America’s local telephone 





- 2000 such use will. make up only 


. companies, is ready to give up its monopoly in carry- - 
— telephone calls. kw wants a free rein in sell | 


ing services. Nynex is looking to new. markets ford — 


ever larger share of its business. oday 85% of 
$12.7 billion sales come from. basic. Pr rund use 


But voice traffic is growing by o 















nues. The other 40% will come imei A 
official at Japan's NTT says with self-confessed e 


geration that the carrier's data subsidiary, which : 
now has sales only a twentieth the size of the parent - 
company, might have outgrown - it in ten years. - 


Then look at British Telecom's investments over- 
seas: in‘an American data network called Tymnet; 
2096 of an American mobile telephone company; 


and 2596 of a Japanese data network. Its one Dom 
disposal? The controlling share of Mitel, a tele- - 
phone-equipment maker. Telephone. companies | 


want to do more than carry messages. Why! 
There are two answers. First. unless they do, 


"their revenues will grow slowly, if at all. Second, 


though m many need money to modemite their net- 
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In the UK, 
provides its rapidly expanding customer base 


Mercury Communications 
with a comprehensive, high quality tele- 
phone and communications service, including 
advanced data services, pagers and mobile 
communications. Dedicated customer service 
keeps business and domestic customers in 
touch with the world. 

in 1992 Cable & Wireless’s Personal 
Communications consortium will launch the 
world’s first system designed to support 
pocket telephones. This revolution in tele- 
will 
substantial impact in the coming years. 

The Cable & Wireless global digital 
network gives Mercury customers crystal clear 


communications undoubtedly have a 


lines and a wealth of personal choice. New 
cable installations are linking Continental 
Europe to the UK. As the fibre optic Global 
Digital Highway unfolds, so more countries 
benefit from the faster flow of information. A 
major part of that highway, the cable linking 
Europe and America, is already in place. 
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works, they are tempted by the 
opportunities elsewhere. Leave 
temptation aside for a moment, 
Even though the volume of tele- 
phone traffic is bound to increase 
greatly over the next decade, the 
business of carrying it cannot re- 
main the honey-pot it is now, 
There are three reasons. First, new 
technology will make shunting elec- 
tronic signals cheaper. Second, 
competition will ensure that the 
savings arising from better technol- 
ogy will lower prices, not fatten 
profits. Third, once rival carriers 
have competed to increase their 
share of network traffic by lowering 
prices, they will have to compete on 
service as well—which is costly. 

Living off a commodity is a 
risky business. If the commodity is 
scarce, then fine. But if it grows 
abundant then profits will fall. In 
telecoms the commodity in ques- 
tion—known as bandwidth—is being mined from 
laboratories at a staggering rate. Bandwidth—one 
piece of telecoms jargon this survey will not dis- 
card—has come to be a measure of how many digi- 
tal bits (the ones and noughts that code for any type 
of message, be it speech, text or pictures) can pass 
down a channel in a given time. Bandwidth is to bits 
what carriageways are to cars. Chart 1 below, pro- 
duced by stc, a British equipment maker, shows 
how the bandwidth of optical fibre is growing while 
its cost and that of other optical components 
shrink. Optical fibre is the physical channel down 
which telephone signals pass. Not only does fibre 
grow cheaper and its capacity greater, but its quality 
is also improving. This means that fewer amplifiers 
are need to refresh an electronic signal as it passes 
along the fibre to its destination. 


The high-fibre diet 


These astonishing improvements in optical technol- 
ogy mean that, in future, telephone calls will tend to 
cost the same regardless of distance or (within rea- 
son) of bandwidth. At the moment, their cost in- 
creases with both distance and the bandwidth that 
is required—the number of carriageways that will be 
occupied, if you like. All spoken calls use a standard 
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bandwidth, so most people never encounter this 
second variant in cost. 

Unfortunately for the telephone companies, 
technology is forcing down costs the most where 
traffic is growing fastest. Demand for long-distance 
and data calls (many high-bandwidth lines carry 
data) is growing faster than that for local calls. AL- 
though only 1296 of America's 430 billion tele- 
phone calls in 1987 were to far-away places within 
the country, there were 2696 more of them than in 
1986. Local calls, though more plentiful, grew by 
only 296. In addition to these decreases in the cost 
of transmission, the cost of setting up calls will fall. 
This will be thanks to improvements in semi- 
conductor manufacture, software engineering and 
cleverer ways of arranging the network. 

Moreover, the telephone companies will not be 
able to charge subscribers for all the extra volume of 
traffic flowing over the network. This is because us- 
ers can opt out of the public network. Most people 
pay for their telephone according to how much they 
use it—like buying a ticket for each journey. How- 
ever, a season ticket is available, called a leased line. 
It is a fixed connection and the carrier charges one 
price regardless of how much the line is used. So- 
called private networks are made up of collections of 
leased lines (though lines are sometimes owned by 
the customer lock, stock and barrel). 

Many of the telephone lines used to transmit 
data are rented (since data tends to be sent fre- 
quently, and often between the same people—from, 
say, a factory to a large supplier). The table shows 
how leased lines can bring less money to a local car- 
rier than do normal lines. The growth in data traf- 
fic—about 25-30% a year, compared with 7% a year 
for spoken calls—will not be reflected in the carri- 
ers’ revenues, because some data will be sent over 
lines that are newly leased. 

Without competition this would not matter. 
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Over 60,000 business customers in the 
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USA have chosen Cable & Wireless Communi- 
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cations Inc for their long-distance telecom- 
munications. Our digital system spans the 


States from coast to coast. 
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The formation of an alliance with US 


Sprint, one of the USA's largest long-distance 
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carriers, has given us new opportunities in 
international communications. Together with 


US Sprint, Cable & Wireless shares ownership 


B 
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of its transatlantic cable and is developing 
specialised international services for busi- 
ness customers. 

in less than a year, a new fibre optic cable : 
from the West Coast to Japan will be in opera- 1 
tion, completing another section of the Global 
Digital Highway and offering a digital link | a 


between the world’s major business centres. 


Cable & Wireless 1 


THE WORLD TELEPHONE COMPANY 
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| And it's a hard life 
selling telephone 
equipment 
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Carriers could choose how much of 
their improved productivity to pass 
on and how much to keep in order 
for their profits to grow. But com- 
petition changes that. America has 
three long-distance carriers. Japan 
has four—as well as three interna- 
tional and several local carriers. 
Britain has two, and after a review 
this year, possibly more. 

When one of Japan's new inter- 
national carriers, International 
Telecom Japan, opened for busi- 
ness in October last year, it set its 
prices 2396 lower than the estab- 
lished carrier, KDD. Within a 

. month KDD had announced a cut in 
its rates of almost 1696. Few in- 
stances will be as dramatic as that, 
but the effect of competition is the 
same worldwide. British Telecom, 
in competition with Mercury, has 
lowered prices by 1796 in real terms 
over the past three years. This was 
almost twice as much as Britain's 

regulators asked. 

Continental Europe has shunned competition. 
There are signs that this could change. Even if it 
does not, multinational companies, which can com- 
pare rates from country to country, will force the 
telephone companies to lower prices and improve 
the quality of their service. Those carriers that fail to 
do so will be shunned by large customers, who can 
use microwave or satellite links to a distant carrier. 

The carriers' local telephone business will also 
be threatened by a young and still fairly unexplored 
technology, mobile telephony. For example, take an 
idea from Britain called the personal communica- 
tions network (PCN is its awful abbreviation). Until 
the PCN, most thought that the airwaves were too 
cluttered for many mobile telephone carriers to be 
licensed in a given area—thus guaranteeing fat prof- 
its to an oligopoly (of which the established tele- 
phone company is usually a member). The PCN, 
however, uses a relatively empty frequency. Many 
more callers and (if other countries follow Britain's 
lead) more carriers, too, can try out the technology. 
Eventually the price and convenience of using a mo- 
bile telephone might even rival that of a conven- 
tional, fixed telephone. If so, mobile telephony 
could threaten to steal business away from tradi- 
tional carriers. Britain is not the only country inter- 


ested in the PCN. America's regulator, the Federal 
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Communications Commission, is pondering some- 
thing similar. 

Once carriers have competed on price, they will 
try to compete on service. By 1988 America’s MCI, a 
rival to AT&T, had won 10% of the country’s $50 
billion market for longdistance telephone calls. 
Northern Business Information predicts that it will 
hold 16% by 1993. Its main weapon is services like 
its fax network. This offers free of charge lots of the 
fancy things (such as storing and forwarding mes- 
sages) that a bespoke-tailored fax machine might 
do—thereby letting the customer own a cheap com- 
mon-or-garden fax. 


What not to do 


So, take the case of a typical carrier. Spoken tele- 
phone calls, which make up about nine-tenths of 
the world’s traffic, are growing by about 7% in num- 
ber every year, Data is growing by 25-30%. Within 
both categories, long-distance and international 
calls are growing fastest. Here technology will re- 
duce costs the most. Much of the data will be sent 
over rented lines, which bring the carriers smaller 
revenues. Even in the slow-growing market in local 
telephone calls, competition could result from mo- 
bile telephony. Unless you can steel market share 
from an old monopoly, simply to continue carrying 
telephone signals over wires will be a difficult busi- 
ness in which to grow, 

So it is no wonder that carriers in countries like 
France and West Germany want to maintain some 
bits of their monopolies, such as the right to be the 
sole transporter of spoken calls. Monopolies do not 
have to lower prices. In return for some guaranteed 
revenues, they will ensure that telephone services 
reach all those that need them. 

Yet the monopoly ploy benefits the producer 
rather than the consumer. It helps the telephone 
monopoly rather than its country. Since the case for 
there being a natural monopoly in telecommunica- 
tions is weak, competition should theoretically pro- 
vide the best telephone service. 

The carriers hardest hit will be those small Eu- 
ropeans—the Belgians and the Dutch for in- 
stance—who do not have much money to buy 
themselves a leg-up into the information-services 
business. The rest have money to waste. Therein lies 
the temptation to move upmarket. They are rich, 
the information-services industry is profitable and 
exciting, it is superficially related to telecoms... 
Hell, why not? 

Their suppliers, the equipment makers, will be 
forced, willy-nilly, to follow in their footsteps. 





A tale of too many 


HE trials of equipment makers are different to 
A those facing their customers, the telephone 
companies. Nevertheless, the remedy is the same. 
Equipment makers need to expand their repertoire. 
Making the same old machines is not enough. 
Equipment suppliers once enjoyed a guaranteed liv- 
ing from the monopolistic national telephone carri- 
ers. But now that competition has made thriftiness a 
virtue among the telephone companies, contracts 


have to be fought for. Appropriately, universal 
technical — = allow the pe cone 
nies to pitch one supplier against another, choosing 
the lowest bidder. Growth in sales is slow and com- 
puter makers threaten to take away some of the 
growth that is promised. As if that were not enough, 
there are simply too many equipment makers. 

The most glamorous equipment is that for large 
telephone exchanges, which are known as switches 
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Cable & Wireless operates local and 
international services in fourteen Caribbean 
| States. From Anguilla to Antigua, Jamaica to 


Trinidad and Tobago, constant investment in AZ 





1 T | modern digital technology gives fast, clear " 
communications between the islands. Keep- 
| ing businesses growing. Keeping everyone Y 
+ X _ in touch. E 
| Even at sea, yachtsmen and cruise line | | 
\* l passengers can talk to the world on Boatphone, 
the Caribbean’s own mobile cellular service. 
Through Bermuda, where we operate Is 
international services, Cable & Wireless uses N 
— the latest technology to link callers in the | 
—— Caribbean to the Global Digital Highway, 
— connecting them with Europe, the USA and : 


soon Japan and Hong Kong. 


Cable & Wireless E 


THE WORLD TELEPHONE COMPANY = 
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for short. It used to be that any company which 
wanted to be thought an equipment maker had to 
sell a switch. The switch was easily the largest single 
component in the network. No longer. Compli- 
cated equipment is now found outside the exchange 
as well. Switching has lost some of its prestige. At 
the same time it has become a tuougher business. 

The snag is overcrowding. It will cost between 
$1 billion and $1.5 billion for each switchmaker to 
develop the next family of switches. About 70% of 
the money goes on the software that governs the 
switch's workings. Better microchips mean that 
manufacturing costs are falling—even though devel- 
opment is so expensive. According to West Germa- 
ny's Siemens, the world's third-largest switchmaker, 
a supplier needs at least 15% of the world market, 
which was worth about $15 billion in 1987, in order 
to make a profit. That leaves room for roughly six 
switchmakers. There are ten. 


A trade war is stirring 


Japan has the most. Europe used to be well stocked, 
too, until Britain's stc dropped out of new 
switches. In 1988 the General Electric Company 
and Plessey merged their telecoms businesses. Al- 
most half of this is set to be handed over to Siemens 
of West Germany. Philips of Holland teamed up 
with AT&T, and later all but abandoned the joint 
venture to its American partner. Italtel, Italy's main 
switchmaker, has also joined up with AT&T. 
France's Alcatel merged with the telecoms bits of 
ITT, an American conglomerate. The French gov- 
ernment then sold its second switchmaker to 
Ericsson of Sweden and Matra of France. All these 
mergers have occurred within the past five years. 
That leaves three pillars of European switchmaking, 
Ericsson, Siemens and Alcatel. North America has 
two and a half switchmakers. AT&T and Northern 
Telecom of Canada dominate the continent and 
there is a small specialist called psc, based in Texas. 
That makes six, or thereabouts. But Japan, whose 
domestic market for switches accounts for only 15% 
of the world switching market, has another four— 








and it may soon have a fifth. 

Japan's carrier, NTT, deliberately fostered sev- 
eral Japanese switchmakers as part of its policy to 
keep down prices. It has traditionally dished out 
contracts to NEC, Fujitsu, Hitachi and Oki. Now it is 
flirting with Toshiba: the two are working on 
telecoms software together. 

The Japanese compete bitterly for contracts at 
home. Since their market is small, they will be 
driven to look for sales abroad. Thus they will com- 
pete bitterly for exports too—even though, as chart 
2 shows, export markets for telephone equiment are 
small. No Japanese company eager to sell telecom- 
munications equipment wants to lose face by drop- 
ping out of a market as large as that for 
switchmaking. Since all the Japanese switchmakers 
are ready to subsidise a loss-making switch business 
for a while, they are unlikely to give up easily. 

It is rather like that other Japanese-dominated 
industry, memory chips—though chips are easier to 
dump than telephone exchanges. Switchmaking has 
all the ingredients of an international price war. 

Add new technology to the pot and the pros- 
pects are even nastier. Switches, for all their techno- 
logical sophistication, have the look of an old-fash- 
ioned computer about them. They are what is 
known as proprietary. Once you have bought a pro- 
prietary machine, you have committed yourself. 
Only its supplier knows how to build the extras that 
plug into it or how to modernise it. Only software 
written especially for that machine can work with it. 
It is very tricky to get machines of a different make 
to work together. You are stuck with the supplier or 
forced to throw out your investment. 

All that will change with technical standards. 
AT&T, which was a pioneer in standard computing, 
has noticed the success scored by those computer 
companies that were first to give up their old, pro- 
prietary ways. It wants to apply the logic of standard 
computers to the telephone network. Other equip- 
ment companies such as Northern Telecom are fol- 
lowing. Standard equipment is tolerant: the differ- 
ent elements of the network will ultimately speak 
the same language. Any one maker's machine 
should be able to connect to—or indeed replace— 
any other's. Once standards exist, a contract that 
used to guarantee future business will guarantee 
very little. British Telecom, for instance, wants at 
least one more switch supplier. It will no longer be 
enough to cut margins for the first contract and 
sting the customer afterwards. The double-act of 
PTT and manufacturer will finally have disappeared. 

That is not the only quasi-monopoly that will be 


A small corner to fight for 
Telecommunication-equipment 


Total $95bn 


market, 1987 


Western Europe 32% 
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abolished. Chart 3 shows how much money will be 
spent on adding services to a switch. It is currently 
one of the easiest sources of profits for 
switchmakers, since no other company can write 
the software it requires. A service has to be pro- 
grammed into the switch itself. It can take up to two 
years to get the software this requires up and run- 
ning. The feature has to be introduced across the 
network if it is to be available everywhere. 

Not for much longer. A concept called the intel- 
ligent network will sweep through telecommunica- 
tions towards the end of the century. The equip- 
ment from which the intelligent network will be 
made will abide by a universal standard. This means 
that many equipment makers will make products 
for it. The telephone companies will thus have a 
choice of suppliers. 

The intelligent network separates features from 
switching. The features are programmed into a nor- 
mal computer which sits beside the network. When- 
ever a service is needed, the network fetches it from 
the computer and acts accordingly. This gives the 
carriers at least two advantages. 
First, anyone can write the soft- 
ware for a new service since it 
will be running on a conven- 
tional computer. Second, only a 

computers need be on the 
network, which makes it 
cheaper to set up. This attracts 
carriers because it allows them 
rapidly and cheaply to introduce 
new services, such as dial-up 
films or special telephone net- 
works which are dedicated to a 
given set of subscribers. 

The consequence of the 
intelligent network will be a fear- 
ful battle between switchmakers 
and computer makers over the 
boundary between services that 
are switch-based (those, like call- 
waiting, that are more popular) 
and services that are computer- 
based (those, like freephone ser- 
vices, that tend to be more valu- 
able). Even an electronics 
company that has both telecoms 


Bell’s baby 











and computing outfits under its roof is likely to find 
that an old telecoms contract is passed on to a rival 
computer maker. Yet more competition for the 
switchmakers: a further swipe at profit margins. 


Don't forget the other bits 


When it comes to selling equipment directly to the 
customer, no company makes much money. Asian 
companies do especially well selling the simple 
handset and one up on that, the cluster of tele- 
phones (called key systems) used by a small office 
that can be connected to the network directly rather 
than through a private exchange. But these markets 
and that for private exchanges are hardly growing. 
According to the OECD, the sales volume of equip- 
ment for carrying speech is growing at 496 a year, 
while that for data, such as computers, fax and 
telex—equipment that is often made by other in- 
dustries—is growing at 2096 a year. 

The outlook is brighter for those who do not 
make public switches. The use of intelligent equip- 
ment outside the exchange is growing fast. Compa- 
nies like Sweden's Ericsson or America's Motorola 
that make mobile equipment stand to benefit. And 
the increasing efficiency of transmission has led to 
higher investments (see chart 4) both in optical fibre 
and the equipment that sends light down it, which 
is called a multiplexer. Yet individual contracts for 
this smaller equipment are worth less than those for 
large exchanges. Therefore they attract less political 
scrutiny, which makes them more open to interna- 
tional competition. Universal technical standards, 
especially those coming into their own over the next 
ten years, will make the market all the more interna- 
tional since devices built according to the same stan- 
dard are easily interchangeable. Already Northern 
Telecom and AT&T are making devices according to 
"Sonet", a technical standard for the next century. 

A combination of overcrowding and greater 
competition will make the equipment industry a dif- 
ficult one over the next decade. During the 1980s 
the carriers spent heavily on modernising their net- 
works, particularly the switches. 
The next round of investment in 
America may not come for a few 
years. When it does, technology 
and technical standards will 
make winning contracts harder. 
Elsewhere, it will be a buyers' 
market for telecoms equipment: 
new contracts will be much 
scarcer than those willing to fill 
them. Telephone companies, 
which must keep their prices 
down because of competition, 
will pass on to the equipment 
market their intolerance of high 
costs. There is no easy way out of 
this for the equipment makers. 
One thing is sure: they must 
overcome the legacy of their cosy 
relations with their customers. 
These existed when the carriers 
were monopolies and telephone 
equipment a nationalised indus- 
try. The world has changed, yet 


the past still taints telecoms. 
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KEEPS TRIP STRAUSS 


ON TOP 


Trip Strauss is a young American 
investment banker working in Tokyo. An 
M.B.A. from Stanford, fluent in Japanese, 
he spends his days selling million dollar 
blocks of equities to large Japanese insti- 
tutional investors. 


The lifeblood of his business is informa- 


tion. "Every day,” he says, "| have to tell my 
clients at least one thing they don't know.’ 
To get that information he is constantly 

on the phone or fax around the world, or 
staring into a computer monitor which is 
tied through telephone lines into an on-line 
mainframe computer system back in his 
home office in New York. 


DEMAND IS ENORMOUS 


The demand that he alone places on 
Tokyo's communications facilities is enor- 
mous. And he is only one of hundreds of 
thousands of international businessmen in 
the city. Which is why KDD, Japans inter- 
national communications company, recent- 
ly got together with America's AT&T to lay a 
new Transpacific Cable (TPC-3) between 
Japan and America. The cable is the first 
optical fiber submarine cable across the 
Pacific, and the longest in the world. No 
thicker than a garden hose, it can carry 
8,000 phone calls at a time, compared with 
fewer than 1,000 for the two huge copper 
cables already in service. 


IN TOKYO. 


REPEATERS ARE THE HEART 


At the heart of this epoch-making sys- 
tem, which was designed to last 25 years 
without a failure, are the repeaters. Spaced 
at 50- to 70-kilometer intervals, these in- 
credibly complex devices boost the signals 
across the thousands of miles. These re- 
peaters were manufactured by, among 
others, Fujitsu, one of the world's top com- 
puter and telecommunications manufac- 
turers, with projects completed in 100 
countries. Fujitsu is involved in projects like 
this all over the globe, helping create the 
communications infrastructure that's mak- 
ing it possible for people like Trip Strauss— 
wherever they are—to stay on top of the 
world. 





This OS-280M optical submarine branching unit 
is a prime example of Fujitsu's futuristic submarine 
cable technology. One of only a few such devices in 
the world, it comprises an optoelectronic switching 
system required for 3-way branching with a fully 
multiplexed capacity of 8,000 circuits. 


cO 
FUJITSU 


The global computer & communications company. 








Northern Telecom helps shift billions of dollars a day 





Who do bankers bank on? 

For the Brussels-based Society for Worldwide 
Interbank Financial Telecommunication (S.W.I.E T.), 
the answer is simple. 

Northern Telecom. 

S. W.L.ET. provides transmission services among 
major banks round the world. They chose us to 
provide them with the most reliable data network 
available.We are, after all, not just Europe's, but also 
the world's largest supplier of data packet networks. 

When completed, this telecommunications 
solution will connect some 2,600 bank locations in 
over sixty countries. 


So much for the big money. 


* 


Now what about the peanuts? 

For Cargill, one of the leading agricultural and 
commodity companies, the problem was entirely 
different. They needed an internal phone system 
that ensured fast and reliable communications 
between their commodity traders across the world 

They chose Northern Telecom because no one 
sells more advanced business communications 
systems than we do. 

Just two of the ways in which Northern Telecom 
advanced telecommunications products are helping 
both big and small businesses in more than one 
hundred countries worldwide. 


Can we help you? 





But we also help if it’s peanuts. 


northern 
telecom 


TECHNOLOGY THE WORLD CALLS ON. 
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Your special edition of The Key to Rebecca 
will be signed by Ken Follett. 
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Eight great spy thrillers by the masters of suspense. 
Bound in genuine leather and accented with 22kt gold. 


` Includes The Key to Rebecca personally signed by author Ken Follett! 


et set for adventure. Espionage. Intrigue. 

Moments when the future of the world turns 

on the actions of one or two heroes...or vil- 

lains. Get set for the greatest spy thrillers by 
the top masters of suspense—each thriller issued in a 
luxurious leather edition. 

The Easton Press announces Masterpieces of Sus- 
pense— eight heartstopping thrillers by eight outstand- 
ing writers...Robert Ludlum, John le Carré, lan Fleming, 
Frederick Forsyth, Jack Higgins, Alistair MacLean, and 
William F. Buckley, Jr....and featuring a personally- 
signed special edition by Ken Follett. 


The Classics of Suspense! 


This is the first collection of its kind! Never before have 
all these famous masters of suspense been brought 
together. Their finest works in these beautiful leather- 
bound collector’s editions are available only from The 
Easton Press. 

This exclusive collection features The Parsifal 
Mosaic—hailed by the Denver Post as “the best writing 
[Robert] Ludlum has ever done?” The unsurpassed mas- 
ter of the superthriller, Ludlum has over 17 million 
copies of his best-sellers in print—but never an edition 
like this! 

A Perfect Spy, by John le Carré— #1 on The New York 
Times best-seller list for months. Newsweek calls le 
Carré “the world’s greatest fictional spymaster,’ while 
the New York Daily News calls this “his most compel- 
ling novel.” 

The ODESSA File, by Frederick Forsyth. “Be pre- 
pared for goose pimples, shivers, and clammy hands!” 
advises The Hartford Courant. The Eagle Has Landed, 
by Jack Higgins. “A real dazzler of a thriller,’ hails The 
New York Times. 

Saving the Queen, by William F. Buckley, Jr., is 
“wickedly delicious” says The Booklist. Where Eagles 
Dare, by Alistair MacLean—a real cliff hanger. From 
— With Love, by lan Fleming — James Bond at 

is best. 


Ken Follett. 


The crowning feature of the collection is a special 
autographed edition of Ken Follett's spy masterpiece, 
The Key to Rebecca. Time magazine calls this book 
"brilliant... breathless high adventure... by the most 
romantic of all the top thriller writers?’ Your 
leather-bound volume will be signed by the 
author himself. 


Luxurious editions, custom-bound 
in hand-selected leather. 


Each edition is bound in rich, supple leather. The tra- 
ditionally hubbed spine of each book is accented with 
genuine 22kt gold. Page ends are gilded for protection 
and beauty. The acid-neutral paper will not turn yellow 
with the passage of time. 

Each book contains specially-commissioned original 
illustrations, including a full-color frontispiece. And 


Pene ial edition 


notice the bold, original cover designs deeply inlaid 3 
into the leather of these Easton Press editions. = 
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Each volume 
has a hubbed spine 
accented with 22kt gold, 
gilded page ends, and a permanent 
ribbon page marker. 








Act promptly, please. 


The window of opportunity is now open—slip through 
while you can! To order your collection, mail your Res- 
ervation Application today. You'll — eight 
books in two shipments of four volumes , but you 
may pay for the collection at the convenient rate of one 
book per month. Charge the books to your 
you wish. The titles are not sold separately. Each edi- 
tion is favorably priced at just $35.00. 

Think of it. The most thrilling books to read are now 
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available in editions that are equally exciting to own. — 


Return your Reservation Application today! 
For faster service, call toll-free: 1-800-367-4534. 
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MASTERPIECES OF SUSPENSE 
The Easton Press * 47 Richards Avenue * Norwalk, Conn. 06857 


Please send me The Easton Press eight volume set, Masterpieces f: 
of Suspense. I understand the price is $35.00 per volume (plus - 


$2.95 ship ing and handling).* I further understand that 1 will 
send me the first four volumes together, followed by final 
four volumes about 12-16 weeks later. If not satisfied, I may 
return my books within thirty days for a full refund. 
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City/State 
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(11 prefer not to use a credit card and will pay by check. 
Enclosed is my deposit of $75.90* (includes s ing and 
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Please allow 4-8 w»eks after payment for shipment. 


ents of 


l 
I 
I 
i 
I 
l 
l 
I 
l 
l 
I 
i 
l 
l 
I 
I 
i 
I 
(All orders subject to acceptance.) 
i 
i 
l 
I 
I 
I 
I 
I 
I 
I 
I 
I 
168-023 
I 

i 


THE EVOLUTION OF THE MESSAGE. 















\ As they leap in the water, dolphins “speak” to one another. using sounds and 

| frequencies that are often too high for the human ear to hear. In the language of 

| physics, the dolphins are employing an acoustic channel to transmit a sonic code. 
Muman beings need even more sophisticated means of communication — Systems that can 
transmit not only words, but images and data as well. That's where Telettra comes in. As an 
industry leader in advanced telecommunication Systems. On five continents, Telettra's 
engineers are building public and private network systems with the unique Telettra expertise. 
and know-how. In Europe and Australia. In North and South America. In Africa. Telettra is aal 
global company with sales of over $1,200 million. And we have another $180 million in capital 
investments — to say nothing of 1,800 expert scientists — at work for us to design and build 
Outstanding high-tech systems, including prototypes for the integrated 
networks of the future. Innovation and global quality to leap every bar- 


rier, to improve our way of life. Telettra — Communication in progress. 


TELETTRA + TELECOMMUNICATION SYSTEMS FOR SOUN DATA, IMAGES. 
HEADQUARTERS: MILAN, ITALY * 18 MANUFACTURING CENTERS IN ITALY, SPAIN, NORWAY. THE U A.. MEXICO AND ARGENTINA 
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Buy a gee-whizz-o-bang, please 


HE telecommunications industry wants to 

change. It wants to sell information services and 
add to its networks. It wants to avoid being stuck as 
the drudge carrying messages, when it might be- 
come something more. But there are lots of other 
companies ready to sell information services. The 
telecoms industry will succeed only if it learns all 
those things that the others take for granted: sales 
support, marketing, innovation, flexibility and the 
like. And in continental Europe it must learn that, 
for monopolies, these gifts do not come easily. 

It is depressingly easy to be critical of the carri- 
ers' and equipment makers' record in their dealings 
with normal people. Their technocratic and civil- 
servile past are to blame. lt is fine selling a switch to 
the ministry on the strength and length of its tech- 
nical specifications or the number of acronyms in its 
handbook. For private customers this will not do. 
They are not identical. 

Some services, like paging and forwarding mes- 
sages, are not complicated. But telephone compa- 
nies must still worry how and to whom they should 
be sold. Other services, particularly those like net- 
work design and network management which ask 
for lots of software to be written, have to be tailored 
for a given customer. 

Hence the need for business skills. Yet the 
telecoms industry still markets its wares as if it were 
selling baked beans. To see how the telecommunica- 
tions industry might fare selling new services, look 
at how they have sold two relatively old ones, the 
first called ISDN and the second called telex. 





Has the coin dropped? 
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ISDN is an abbreviation that will be bandied 
about an awful lot over the coming years. It stands 
for integrated services digital network—which does 
not leave anyone much the wiser. ISDN was dreamt 
up when telephone companies still thought like util- 
ities providing a blanket public service. 

ISDN is nothing more than a collection of tech- 
nical standards that describe how to put together an 
advanced network. For years people were told that 
ISDN held the future of the network. ISDN was in 
some sense "neat"; so neat that everyone was ex- 
pected to throw out today's equipment and replace 
it with gadgets that meet ISDN standards. These 
standards were to act as the blueprint for the new 
network. It was to replace today's completely—just 
as today's replaced that which went before it. 

However, as the standards for ISDN were worked 
out during the 1980s, it seemed -hat the concept 
might not be essential after all. Not everybody needs 
the advantages ISDN can bring. Most people are 
happy with telephone technology as it is. 

Now that most countries have more than one 
network, sudden advances in technology such as 
ISDN cannot be orchestrated nationwide. New ideas 
will appeal only to particular groups of subscribers. 
Therefore most telephone companies have decided 
that, while ISDN should be available to anyone, it 
will not be imposed on everyone across the net- 
work—that is, ISDN is not universal after all. So, just 
like any other new product, ISDN must be marketed, 
or nobody will buy it. 


Not like this 


That the industry realised as much—although be- 
latedly—is to its credit. But as for selling ISDN, the 
record is not good. The industry's baffling sales pat- 
ter makes all sorts of claims, but it is really a list of 
features, not proper marketing. 

Moreover, project ISDN has been managed 
about as successfully as was Concorde. It has taken a 
decade to work out the technical standards for ISDN. 
Such snail-like progress is absurd. (The industry as- 
sumed that everything had to de just so because 
ISDN was to be introduced universally.) When tele- 
communications was a monopolv, customers waited 
for products. Neither they nor technology will do so 
any more. New, sophisticated machines make the 
computing power offered by ISDN look like a poor- 
man's information technology. For instance, the 
personal computer and the private telecommunica- 
tions cable which ties it to other machines nearby— 
the local-area network—were almost unheard of in 
1980. They are now common. 

ISDN does have its strengths. For instance, it can 
transfer data cheaply—and more than six times 
faster than the best-equipped telephone line. (Al- 
though, if everyone is not to have ISDN, then the 
data can be sent only between ISDN subscribers.) 
Ironically, isDN is most helpful to the telephone 
companies because, for technical reasons, it allows 
them to manage the network more efficiently— 
which might explain their enthusiasm for it. 

The issue of how ISDN should be sold boils 








The industry has 
got plenty to learn 
before it can sell 
information 
services 
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down to two questions. Who will pay a little more to 
transfer data over the telephone line, and what new 
applications can be spawned from the increase in 
the speed of transferring data that ISDN offers? 

Do not ask technicians for the answer, ask mar- 
keters. ISDN will attract some people: those compa- 
nies that cannot afford to send data down a genuine 
high-bandwidth line (which outperforms ISDN, but 
is more expensive), for example; or those that have 
small outlying offices to which they do not send all 
that much data. 

The marketing for ISDN should thus be well de- 
fined. ISDN is not a universal service, the next step to 
the future and all that jazz. If it is sold as such, it will 
be nothing but a disappointment to those that sub- 
scribe to it. ISDN is, however, a special service that 
some will find useful—for a fax line, say. If it is mar- 
keted as such there is no reason why it should not be 
a success. Other services will be the same. Most— 
paging, electronic newspapers, databases and the 
like—have specialised appeal. Unless telephone 
companies learn to think about the people to whom 
they are selling, innovation after innovation will be 
wasted. The fax machine shows that if the tele- 
phone companies fail, other companies will wrest 
revenues away from them. 


Not like this either 


Many people imagine the fax machine shows that 
the telephone industry can market a new service 
properly. True, it has been phenomenally success- 
ful, but that is to the industry's shame rather than 
its credit. Faxes ought not to have existed outside 
Japan (they are ideally suited to Asian script). Before 
the fax explosion, text was sent by telex. But telex’s 
technology failed to evolve and so it failed. 

Telex was a monopoly service belonging to the 
carriers. In its day it was widely used. Since 1986, 
however, the number of telex subscribers in Amer- 
ica has fallen from 118,000 to 78,000 in 1988, ac- 
cording to the International Telecommunications 
Union. At their peak, sales of fax machines were 
growing by about 100% a year. As chart 5 shows, 
the fax machine has been triumphant in technol- 
ogy-shy Europe too. 

Although fax is an old technology (it was in- 
vented in the 1920s), telex had the advantage over 
fax at the beginning of the 1980s because it was al- 
ready installed in so many offices. But telex ma- 
chines were noisy, clunky, ugly, restricted to a single 


THE ECONOMIST MARCH 10 1890 


TELECOMMUNICATIONS SURVEY 27 


... telex backwards 


typeface, and the messages were printed on what 
seemed to be lavatory paper. The telecommunica- 
tions industry did little to improve the technology 
or to respond to fax until it was too late. Users re- 
placed it with an entirely new machine, the fax. 
Faxes, although they have conquered telex, have 
not stopped improving. They are getting smaller, 
cheaper, faster and smarter. They are made by 
Asian companies that understand consumers, and 
that know they have to innovate to keep their share 
of the market and to keep persuad:ng customers to 
throw away their old machines. 

ISDN and telex stretch back to the times when 
carriers were monopolies. Much has changed since 
then. All have learnt the language of customer ser- 
vice and market forces. It is too early to say whether 
such talk is anything more than fashion. 

But what of the carriers in Europe that have 
kept their monopolies? The most dynamic monopo- 
list is France-Télécom: It is the only company al- 
lowed to carry speech or basic data in France. Last 
year France-Télécom introduced its ISDN service— 
happily rechristened Numeris. (Earlier it set up a 
telephone services network called Minitel.) Numeris 
is sensible. It does not claim to be universal. France- 
Télécom has worked with numerous Numeris sub- 
scribers to develop applications which take advan- 
tage of it. 

Because it is a monopoly, France-Télécom has 
two drawbacks. First, the obvious one; if profits are 
to be protected, then the consumer will have to 
cough up. But there is a far deeper problem: France- 
Télécom has nobody to discipline 
it. Commercial decisions like 
Minitel orNumeris become poli- 
cies—they cannot be seen to fail. 

Compare France with Britain 
or America. France has Numeris, 
Britain has the world's most for- 
ward-looking mobile communica- 
tions. There is nothing to stop a 
monopoly telephone company giv- 
ing a highly varied, flexible and reli- 
able service, but history is against 
it. America has a thriving informa- 
tion-services industry, which is 
geared towards business. France, 
by contrast, has invested in 
Minitel, a service for households. 
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Home truths 


à gis home is a natural market for the telephone 
companies. The smaller the customer, the closer 
he can be held by them. The largest corporate cus- 
tomers can take care of themselves, build their own 
networks, find new services, or employ someone 
else to do it. Smaller companies find it harder. They 
do not have the expertise or the money to operate 
alone. Therefore they are more likely to turn to a 
supplier they know—such as the telephone com- 
pany. The user at home is most captive of all. Only 
television, radio, letters and newspapers can get into 
the house as easily as can a telephone call. Yet the 
domestic market is not lucrative. The household is a 

sometimes unprofitable, part of the carriers' 
business. How might the telecommunications in- 
dustry get more out of it? 

Telephone services for the household have not 
developed. This is despite all sorts of rosy talk from 
the electronic prophets. Time seems to have been 
moving backwards since the predic- 
tions of an onic society from 
Mr Alvin Toffler. Where are the 
video telephones? Where are the 
home-computers that all were to 
possess? What are those that do ex- 
ist used for, but silly games and the 
odd letter to the bank? Home- 
banking, home-shopping, all-sing- 
ing, cing services are avail- 
able, but most are barely profitable 
and seldom used. 

Most people will avoid a new 
gadget unless it meets at least three 
conditions. First, it must cost no 
more than a few hundred dollars; 
second, it must make life simpler; 
third, in some manner rather hard 
to define, it must be fun. 

Most of the applications 
dreamt up by the shopping-at-home, electronic-soci- 
ety boffins fail on at least one of these counts. Take 
home-shopping. It is useful: it can make life simpler. 
But it is not fun. The terminals of personal comput- 
ers are ugly. They are hard to use. Home-shopping is 
often based around text and rudimentary pictures. 
People enjoy shopping for real; they like to see and 
smell what is for sale, especially what they do not 
buy; they like to pull out their wallets in public. 

The Tofflers prophesied that electronic 
noticeboards would become the meeting places for 
the future’s sophisticates. Again, computers are, for 
most people, an impersonal way to meet. But there 
are other snags. Quite apart from the smut that lit- 
ters the world’s electronic noticeboards, there is no 
authority to what is pinned there. The advice on the 

of home-ownership you sought by putting a 
question to a general electronic noticeboard could 
be right, but, then again, it could be wrong. It de- 
pends entirely upon who happened to answer it. 

It is the same thing with electronic newspapers. 
Enthusiasts say that, in future, readers will create" 
their own newspapers from databases of fresh sto- 
ries. They will program the computer to send them 
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Toffler woke too soon 


subjects that interest them. Such a service is already 
available in Japan. It has been put together by an 
advertising company, Dentsu, and others. While 
this idea makes sense for those with specific inter- 
ests, it has little appeal to the general reader. Sub- 
scribers to The Economist, for example, are delegat- 
ing to the editor an interest or responsibility in 
knowing what is happening in the world. They want 
him to tell them what is interesting, not the other 
way round. It is even harder to imagine a reader as- 
sembling his daily from an index of tabloid head- 
lines: tabloid journalism is not about information. 
The electronic Sun would be a boring read. 


A tinkling bell 

Telephone services do have a use, but it is a special- 
ised one. Fanciful notions of the Information Soci- 
ety and the Information Age should be treated with 
care. They sound exciting, but they are exaggerated. 

Home information services are 
rather plain in practice. Some, 
called audiotex, are spoken ser- 
-o vices. These are delivered over the 
» hf telephone. Others, called videotex 

l services, use text and rudimentary 
pictures. These are delivered over 
the television screen or personal 
computers. Most of them are triv- 
ial: chat lines, joke services and 
horoscopes for audiotex; and 
noticeboards, home banking, and 
travel timetables for videotex. 

Minitel, France’s videotex, is 
by far the most widespread 
videotex service in any country. It 
has some 5m subscribers and more 
than 800 services are sold over it. 
France-Télécom gave away the 
Minitel terminals in order to reach 
the threshold at which private companies would be 
willing to offer services over the machine. Yet the 
average Minitel household uses the machine for 
barely two minutes a day. (Companies, by contrast, 
manage six to seven minutes a day.) Despite France- 
Télécom’s bullish statements about Minitel’s 
“unique” success, other carriers have not intro- 
duced a similar service on such a scale. True, state- 
owned carriers in some other European countries 
are toying with the idea. But privatised British 
Telecom says that it could not find any way to make 
a return from Minitel—even if it gave the terminals 
away. The Cour des Comptes, France's audit com- 
mission, agrees. Last year it complained that France- 
Télécom was too slow recouping the FFr8.3 billion 
($1.3billion) it invested up to 1987. It recommended 
charging people rental for the terminals. What 
might France-Télécom have achieved if it had done 
something else with the money rather than commit 
itself to an uncommercial idea? 

America's videotex market is scarcely more ex- 
citing. A company called Prodigy delivers all sorts of 
home information services over personal comput- 
ers. The most prodigious thing is the money in- 
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vested. Most reckon Prodigy spent $600m before 
any subscribers were signed up. Not many outfits 
have pockets so deep. Prodigy is a joint venture be- 
tween IBM and Sears, a large retailing chain. 

So much for videotex. Audiotex services (in- 
cluding all that horoscoping, joking and dial-a- 
porn) have been more successful, mainly because 
they are spoken. According to Link Resources, a 
consultant, consumer videotex services in America 
will between them earn sales of $630m a year by 
1992—they earned $220m in 1989. Audiotex ser- 
vices, by contrast, earned sales of $1 billion in 1989 
and will be worth some $3 billion in 1992 (see chart 
6). Audiotex's strength is in many ways surprising. 
The ear is poor at picking up information, unlike 
the eye. And it is impossible to browse through 
sound as can be done with the pages of videotex. 
Audiotex's relative success lies in the ubiquity of its 
terminal, the telephone, and everyone's familiarity 
with it. Audiotex will benefit from equipment mak- 
ers' plans to make the telephone easier to use. 

Most audiotex suppliers are companies 
with sales of a few million dollars. They will remain 
so. The business is cheap to run, and the applica- 
tions either obscure or obvious. Audiotex, by its na- 
ture, does not offer the telephone companies much. 


Only if it's fun 

Will things always be so bleak? Probably not. For it 
to change, a cheap, accessible, picture-carrying ma- 
chine will be needed. Text on a computer screen is 
neither accessible nor entertaining. If computers are 
to be more widely used they must draw upon the 
vast improvements in computer power that technol- 
ogy promises. This should not go to making com- 
puters better at doing computery things, like multi- 
plying numbers. Rather it ought to be directed 
towards more human activities. Bell Labs, AT&T's 
laboratory, is working on chips that recognise 
speech, for instance. 

Enthusiasts put great store by high-definition 
television (HDTV)—a sort of super telly. Many tele- 
phone companies would jump at the chance of 
delivering HDTV into the home. Thus, although it is 
some way off, telephone companies might yet be- 
come the broadcasters’ competitors. They want to 
connect houses to high-bandwidth optical fibre that 
would allow pictures to be piped in. Fibres stretch 
only as far as the local exchange at the moment. To 
take fibre all the way to its houses would cost Amer- 
ica about $200 billion. The investment is worth it 
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Minitels, many to let 


only if the telephone companies can supply normal 
television services as well as all sorts of others—but 
even then it looks risky. Most are not yet allowed to 
do this in their home markets. 

That has not stopped them looking abroad. 
The regional American telephone companies have 
invested in cable-television companies in Britain, 
and Mr Edward Rogers, a cable-television magnate 
in Canada, wants to compete against Bell Canada 
carrying long-distance telephone calls. The bound- 
aries between broadcasting and telecoms are yet an- 
other instance of the comfortable old world break- 
ing down. What were once separate businesses seem 
now uncomfortably close. 

They will seem all the closer if the telecoms in- 
dustry is successful in finding a new service to sell to 
the home. The consumer-electronics gadgets of the 
1980s—the video-cassette recorder and compact- 
disc player—show that people will jump at a new 
product if it can serve up enterteinment—dial-up 
computer games, for example. On the other hand, 
some think that there is a demard for the house- 
hold to be monitored over the zelephone line— 
imagine an electronic meter-reader, security camera 
or smoke detector, for instance. 

The house may therefore be a valuable market 
one day. So far, it has not been. Until technology 
and imagination spark to make home information 
services (and that means entertainment) more excit- 
ing and easier to use, it is likely to stay that way. 
Where businesses are concerned, however, it is a dif- 
ferent story. 





Networks’ net profits 


Alexander Graham Bell asked the 
Western Telegraph Company for $100,000 
in exchange for his patent governing the telephone, 
its boss, William Orton, turned him down. No one, 
he argued, would be willing to do business without 
either his customer being present or producing writ- 
ten proof of what was agreed. But businesses make 
better pioneers than Orton imagined. 
Unlike consumers who need all sorts of encour- 
agement to acquire new habits, companies have a 
motive to change. Not only are businesses willing to 


.... THE ECONOMIST MARCH 10 1990 


invest large sums in information technology, but 
they are also willing to experimen:. Having learnt to 
trust the disembodied voice, business is now getting 
rid of its paper. Invoices, purchase orders and the 
triplicate bureaucracy that feed off them are being 
replaced by networks of computers. That makes 
business the most likely source of revenue for any 
company wanting to sell information sevices. But in- 
formation-services companies must not forget that 
businesses are quite capable of building their own 
advanced networks. 
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The world is ready 
for networks. But 
unless telephone 
companies do 
better, businesses 
will build their 


own 
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Here are three examples. They show that what 
can be done is a far cry from carrying electronic sig- 
nals. All three networks are private networks, built 
up from privately owned lines and lines rented from 
various telephone companies. These lines are paid 
for by a flat fee regardless of how much they are 
used. This amounts to opting out of the public tele- 
phone system. Although some of the components 
of a private network come from the telephone com- 
panies, the whole can be assembled and managed by 
almost anyone—even companies with no history 
selling telecommunications services. 


The chain's network 


~ Start with Seven-Eleven. It is Japan's largest food 


retailer and is separately owned from the American 
company of the same name. There are about 3,900 
Seven-Eleven convenience stores. Most of them are 
owned by franchise-holders. Seven-Eleven has been 
thriving—its profitability and return on equity are 
the highest among Japanese retailers. In. 1988 its 
sales reached $4 billion: 

With on average only 100 square metres of 
shelf-space and over 3,500 products to shift at any 
one time, the store owner needs to know what to sell 
and when. The shelves are filled with a mix of goods 
according to the time of day. Seven-Eleven uses a 
sophisticated computer network to collect sales sta- 
tistics and to order goods directly from the distribu- 
tors. But it is more startling than that: Seven-Eleven 
the company is little more than its network. The 


parent, a subsidiary of a Japanese retailer Ito- 


Yokado, owns only about 5% of the stores—even 
that small proportion is falling. Seven-Eleven owns 
the network. 

So what does the network actually do? Each 
store is equipped with a clever cash register called a 
point-of-sale terminal, which is really a computer in 
shop overalls. These are owned by Seven-Eleven, so 
that it can control technical standards across the 
network. When something is bought, the machine 
takes an electronic note of its brand-name, the man- 
ufacturer, the price, and the sex and age of the 
buyer. Each machine is fitted with a special monitor 
which displays the information as charts to shop- 
keepers. Sales of a certain product can be plotted 
against the hours of the day, days of the week or 
whatever. Thus patterns can be easily picked out 
and new products tested. 

Shopkeepers can send orders from the terminal 
directly to suppliers. This saves on paperwork and 
time—the only paper they see is the delivery note. 
They can also see whether a supplier has a given 
item in stock. With three deliveries a day, an order 
can be at the store within eight hours of it having 
been placed. 

Seven-Eleven, the parent company, can aggre- 
gate the statistics from many stores. In this manner 
it adds value to the traffic flowing over the network. 
It sells statistics to manufacturers about the sales of 
their own products—though it declines to reveal 
anything about the sales of a rival manufacturer's 
products. The statistics also allow Seven-Eleven to 
advise their franchise holders on what to sell 
when—thereby binding them into the organisation. 
Seven-Eleven sells 8,000 different products in a 
given year. The clever cash-registers allow it to weed 
out the 4,000 worst-selling and replace them with 
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A Seven-Eleven statistic 


new things to sell. 

Seven-Eleven owns only its network design and 
the sales terminals. The telephone lines are of nor- 
mal capacity and widespread: perfect for ISDN. Even 
the network’s heart, a mainframe computer, is 
rented. The network embodies the company’s mar- 
keting strategy. It does far more than merely carry 
information passively from one place to another. In 
the carrying, it can bring together data to create new 
statistics that are vital for running the company. As 
well as delivering messages concerning day-to-day 
matters—an order of water chestnuts for a shop in 
Tokyo, for instance—the network delivers messages 
to the company planners about the state of the 
Seven-Eleven empire. Who is shopping, when? How 
much are they spending? How are their tastes chang- 
ing? The network is a sensitive barometer of all 
these questions. Within ten years no large retailer 
will be without such a system. 


Nissan’s data vehicle 

The second example is quite beyond ISDN. It shows 
how large the scale of a company's telecommunica- 
tions can be. Though its network is complicated and 
costly, Nissan, Japan's second carmaker, 
built it almost alone. The Japanese car industry has 
always closely controlled its manufacturing. 
Nissan's network helps to manage the company, ty- 
ing together 3,000 factories and salesrooms around 
the world. And it helps it manage the delivery of 
components for its cars. A part can be delivered as 
little as two hours before it is needed. The volume of 
Nissan's network traffic is growing at about 2096 a 
year, three times faster than its sales. The network's 
capacity is startling. It is built around a triangle of 
domestic telephone lines each with about 115 times 
the capacity of a conventional telephone line. The 
international line to America has 15 times as much 
capacity as a conventional line. The network costs 
Y2 billion ($14m) a year simply to maintain. 
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Too bad the laws of communications 
arent engraved in stone. students and faculty access to their mainframe computer, 


If they were, every time you had a communications problem, they called upor Bell Atlantic's Eurotech to develop a 
the answer would be simple customised network system to meet their goals 

Today, however, communications problems are com- We're Bell Atlantic, serving Europe from over 50 local 
pounded by ever-changing technologies. To give you the. offices. With Sorbus, a computer and data equipment main- 
flexibility you need, one information and communications tenance company Eurotech, designers and distributors of 
company has committed itself to providing answers that value-added data communications systems. Bell Atlantic 
make sense for your particular needs. That company is International, software and systems integration consultants 
Bell Atlantic, an experienced communications leader Bell Atlantic Financial, a high-tech leasing company 

For example, when PTT Telecom of the Netherlands For more information contact us by telefax in France 
modernised their network, we provided a software and ^ at 01-4809-9539, in Germany at 01-211-5261-102, in 
systems integration package that forecasted network needs Italy at 02-825-4368 and in the L nited Kingdom at 
and updated databases 01-898 5250 


, 5 
When the University of Rome wanted to give its © Bell Atlantic 
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Can telephone companies expect to help other 
large corporations with their networks? Nissan built 
and runs its network alone, deciding how much traf- 
fic it will carry, how many lines it must hire, how 
many international circuits and so on. It complains 
the telephone companies are generalists and thus 
not suitable to help build its specialised network. 
Also the network's traffic is too precious for any 
other company to be trusted with it. 

If they are to win this sort of business, service 
companies must improve their reputations. Large 
companies like Nissan push technology ahead. 
They, not the equipment makers, understand what 
it is that makes a gadget useful. Any outfit which 
learns from the Nissans can then apply its new- 
found expertise to smaller clients. The company 
that learns how to unlock the value in large private 
networks is on to a good thing. 


Doing it for others 


The third example is a computer-management com- 
pany from Dallas in Texas. It runs a private net- 
work. Private networks tend to serve what Britain's 
STC has called "communities of interest". This 
means a collection of people who have stable busi- 
ness links: a retailer and its shops, or a carmaker and 
its suppliers. This is a hitch for a company wanting 
to sell network capacity to others, since it is impossi- 
ble to predict exactly when a given interest group 
will be ready to have a network interconnect it. An 
outsider is unlikely to be able to persuade its mem- 
bers to subscribe to a new network. Typically one 
large company—a Nissan, for example—imposes 
the network on smaller ones. 

The third example is no exception, even though 
it is run by a computer-management company and is 
open to almost any subscriber. The network belong- 
ing to Electronic Data Systems (EDs) was built with 
those of General Motors. EDs itself is owned by 
General Motors and half of its $5 billion sales come 
from the carmaker. Nissan networked inhouse. GM 
threw up its hands and asked for help. EDs bolted 
together over 100 separate GM networks into its one 





Highway of the future 
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huge one. 

It is the largest private network in the world. It 
has 8m kilometres of cable—enough to circle the 
world 200 times. It has 300 mainframe computers, 
2,000 minicomputers, 300,000 computer terminals 
and 250,000 telephones—enough electronics to sat- 
isfy a small country. Every year there are 1 billion 
transactions across the network and 12m long-dis- 
tance calls. Most of EDs's 7,000 customers are con- 
nected to the network in one way or another. 


The powerful dullness of information 

EDS argues that its network, and others like it, has 
further to grow. Why? Electronic transactions (of 
any kind, from paying bills, filling orders and de- 
signing products) speed up the pace of doing busi- 
ness. Efficient communications let companies put 
different divisions where they are most suited. The 
motor industry has already taken to this. The 
Avanti, a GM car, has its body built in Italy. The axle 
and engine are added in America, where the car is 
sold. The Mexican government liberalised telecoms 
in order to attract American companies south of the 
border, where labour is cheaper. Ford, Chrysler, 
and Texas Instruments all obliged. 

Finally, the usefulness of information itself will 
make sophisticated networks popular. Part of the 
attraction of information technology is the savings 
to be found in automating bureaucracy. But part is 
the power of information. This is nothing mystical, 
as the pundits pretend. It is not as if the twentieth 
century is the first to discover a magical substance, 
"information". But it has discovered the brute force 
to deal with unthinkable quantities of the stuff. In- 
formation’s power is not a question of brilliant in- 
sights, but of utter trivia. Millions upon millions of 
sales statistics are too mind-numbingly boring and 
too costly for anybody to sort through by hand, but 
they can be collated electronically, even if they origi- 
nate in many different countries. Once the informa- 
tion has been gathered up, it is useless until it has 
been distilled into a manageable form—a graph ona 
Seven-Eleven screen, for example. Here computers 
come into their own. Ever more powerful silicon 
chips allow great pools of data to be boiled down to 
something useful in a matter of seconds. Telecom- 
munications can gather great quantities of data to- 
gether instantaneously; computing can square the 
circle by compressing it into almost nothing. 

That is why computing and telecommunica- 
tions fit hand in glove. That is also why these huge 
beasts of networks will become ever more popular. 
As the former chairman of NEC, a Japanese electrical 
conglomerate, has said, the cost of information is 
twofold: that of collecting it and that of processing 
it. The first is falling because of better optical tech- 
nologies. The second is falling with better silicon 
chips and better software to sit on top of them. If 
the costs are falling (and the perceived benefits are 
at least constant), then the information society will 
march on. 

The question for the telecommunications in- 
dustry is what part it plays in all this. As EDs shows, 
there are plenty of companies already selling in- 
formation services. The growth in the use of net- 
works is a golden opportunity for telecommunica- 
tions companies, but how should they grasp it? 
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BM manages Eastman Kodak's data network. 

MCI, one of America’s three long-distance carri- 
ers, manages that of Merrill Lynch. AT&T has won a 
contract to build a voice and data network for 
Aetna, an insurance company. These are simple ex- 
amples of information services. Others include ad- 
vice for companies on how to use information tech- 
nology, network design and training for the people 
that use them. The market is worth roughly $25 bil- 
lion a year. It is growing by 30% a year. But it is not 
growth or size alone that attracts companies to in- 
formation services. At least four industries see them 
as the way to hook customers. 

First are the telecoms companies themselves. 
For them, the network is a set of links. Building it 
means understanding how things plug together. 
Running it is a matter of asset management and 
technical maintenance. Then come the computer 
companies, like IBM, which see the network as a col- 
lection of highly technical machines. Building and 
managing networks allows them to boost sales of 
their hardware (and, increasingly, software). Then 
come the software companies. For them, the net- 
work's physical side—computers, cables—is sec- 
ondary to the programs that make it tick. Building a 
network is a matter of choosing what programs 
should run where (preferably theirs, everywhere). 
And lastly, for the management and technical con- 
sultants, information technology is the electronic 
embodiment of the corporation. Information ser- 
vicers, they argue, must be independent of revenues 
from a hardware or software business. And they 
must possess both business understanding and tech- 
nical expertise. 

It would be foolish to pretend that any of these 
views is always true. It depends upon the network in 
question. But as networks become more compli- 
cated, more valuable and more useful to companies, 


all four views will become further intermeshed. Ulti- 








mately they may seem like different ways of looking 
at the same thing. By then competition between the 
four industries will have reached its peak. 

For most companies, the trickiest decision now 
is not which type of information-service company 
should build their network, but whether an outsider 
should build it at all. Many prefer a team from in- 
side the company to do the job because they do not 
want to lose control of such a vital part of the com- 


pany. Why should such fears be dispelled? 
Go on, help them 


In future, looking to an information servicer for 
help will be rather like looking to a lawyer. Net- 
works will be so indispensable that to design them 
alone will, for all but the largest companies, seem 
rather like defending yourself in court. Whereas 
networks were once simple, they are now compli- 
cated. They frequently cross borders and join differ- 
ent makes of computer. Networks that were once 
isolated are now connected to the public network 
and to other private networks. Regulations differ 
from country to country and are changing fast. 
There is a worldwide shortage of software engineers, 
the experts who understand the arcana of 
networking. And it is hard for one company to keep 
up with the latest technology. The information-ser- 
vice industry, on the other hand, can gauge fashions 
and introduce new ideas smartly. 

Even if a company balks at contracting out the 
strategic bits of its information technology, it will 
contract out the housekeeping jobs. There are fi- 
nancial advantages to this. First, the contractor usu- 
ally bears some of the risk in setting it up. So compa- 
nies can pay later and use resources where they are 
most needed now, Second, the fees for contracting 
out a network come from a firm's operating budget, 
rather than from the capital budget. As telecoms 
and computing costs fall, more and more firms will 
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want networks. They will also want help. 

In supplying it, the information technologists 
have two great adyantages over the telecoms indus- 
try. Unlike telephone companies, many are multina- 
tional. Arthur Andersen, IBM and EDs cover most of 
the globe. They thus have experience in running in- 
ternational networks. With a few exceptions, such 
as Britain’s Cable and Wireless, the telephone com- 
panies have traditionally been stuck at home. They 
are trying to catch up. Look at the extravagance of 
some overseas investments by telehone companies 
to see how ashamed they are of their iali 
and how eager to banish it. They also have long his- 
tories. Andersen installed the first business com- 
puter for America’s General Electric in 1953. Its in- 
formation-services part is far larger than its 
management consultancy. 

As customers vary, so do contracts. Carriers 
sometimes work alone, sometimes they bid with an- 
other company and sometimes they are sub-con- 
tracted to do part of the work. According to the 
OECD, which has studied electronic trading, tele- 
phone companies are often left out of the deal until 
the last minute. Yet it is the prime contractor which 
earns the highest margins. What can the telecoms 
companies do? 


The heart of the matter 

The strength of telecoms companies lies in the net- 
work. For telephone companies this means deliver- 
ing services over the wires, and managing other peo- 
ple’s networks. For equipment suppliers it means 
embracing technical standards and distinguishing 
their equipment from the equipment of their 
competitors. 

To see how this can be done, look at the exam- 
ple of two competing technologies called private 
branch exchanges and centrex. Almost any activity 
can either be placed at the end of the network, or it 
can be placed at its heart. Private branch 
(PBXs) sit at the network's end. They switch tele- 
phone calls within an organisation, offering all sorts 
of extras such as forwarding calls and monitoring 
the use of each telephone. But there is an equivalent 
to the PBX, called centrex, which sits at the net- 
work's heart in the public telephone 
With centrex, an internal call is routed through the 
local exchange, switched, and sent back to the of- 
fice. The caller is unaware that the signal is being 
sent off the company’s premises. 

Centrex earns the carrier money, since it is pro- 
viding a service. PBXs earn the carrier nothing. Al- 
though centrex has greater appeal to smaller compa- 
nies than does the PBX, at the boundary the two 
compete. Telephone companies have not made the 
most of centrex. In a 1986 survey 35% of companies 
using centrex said that they found it difficult to 
work with their local carrier. Chart 7 shows how 
sales have been falling. 

There is plenty of scope for the battle between 
centrex and the PBX to be repeated with new ser- 
vices. The offspring of centrex is something called 
the virtual private network. It is a sort of prefab- 
ricated private network. It hides not just one office's 
private exchange on a public switch, but an entire 
network—linking a head office with its subsidiaries 
and suppliers, however distant they may be. Clever 
software makes it seem to the user that his calls do 
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not travel across public lines. Virtual private net- 
works are not for the Nissans of this world—the 
largest companies will probably build their own net- 
works from scratch. But they will appeal to smaller 
companies. Once the telephone companies supply 
the network, they are well on the way to selling 
other, computer-based services on the strength of it. 


Start small 

Concentrating on smaller companies makes sense 
for another reason too. In large companies the data- 
processing manager is often senior to the telecoms 
manager. That makes computer and software com- 
panies better placed than telephone companies to 
win contracts. But the job in smaller companies 
tends to be held by a single employee. It will take 
some years for the telecoms companies to build up 
their contacts at the top of large companies. 

That does not mean that the Nissans should be 
discouraged or even ignored if they want to build 
private networks (thereby opting out of the public 
telephone system). Large users innovate. The tele- 
phone companies to learn how better to look 
after their smaller customers by watching what the 
bigger ones want—and do. Thus they should strug- 
gle for whatever business the large customers are 
willing to contract out. Managing a network means 
ensuring that it is reliable and thar its machines are 
being used to their full capacity. Telecoms compa- 
nies are good candidates for this kind of job because 
they are used to running their own, even more com- 
plicated, networks. 

Then there is a host of smaller things that the 
telephone companies can do. Services over the mo- 
bile network are better supplied through the carrier 
because people cannot carry clever equipment 
around with them. Home services, while a small 
market, do at least help traffic to grow—and en- 
courage people to rely more on telecommunica- 
tions. With the right invention, the home market is 
sure to improve. To help it come of age, t 
companies should not try to do everything alone. In 
this, as in all immature markets, they should, wher- 
ever regulators allow it, look for partners. 

Life for the equipment suppliers will be much 
harder— particularly for those that cannot fall back 
on their computer businesses. Equipment makers 
sometimes forget that they build general-purpose 
machines—one PBX looks like another, whether it 
belongs to an insurance company or a hotel. The 
secret to adding value is tailoring ines to spe- 
cific markets. To do this, like the carriers, they will 
need partners. 

For example, Northern Telecom, Canada's 
main equipment maker, has an agreement with Dig- 
ital Equipment and a distributor of PBXs which spe- 
cialises in selling them to motels. Northern supplies 
the PBX and the specialist writes special software for 
the motel market which runs on the IBM computer. 
All profit. Some equipment makers are already 
diversifying into services—particularly network- 
management services. For example, Britain's GPT 
can build a network for you; STC is licensed to oper- 
ate a mobile telephone network. 

And lastly, equipment makers must abandon 
their proprietary habits. They cannot afford to turn 
their backs on technical standards, even if those 
standards do force them to compete more directly 
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with each other. The minicomputer industry has 
shown that those companies which fail to redesign 
their machines according to open technical stan- 
dards eventually run into trouble as customers 
desert them. On the other hand, those who first 
conform to standards win market share—and a 
good reputation to boot. 


The end of it 


If they are to succeed, then telephone companies 
will have to think like any other business. But that 
will pose a prize conundrum for regulators. The ex- 
monopolists still have a duty to provide a telephone 
service to all, even though many domestic custom- 
ers are not profitable. 

Owning a telephone in the developed world is 
like education or electricity: it is an essential service. 
But how do you reconcile that ideal with a hard- 
nosed, privatised, information-service provider? 
Should not society as a whole bear the responsibility 
for ensuring that its poorest members can own a 
telephone? Why should British Telecom have to 
subsidise some of its consumers when Mercury does 
not? Other industries do not work according to 
such rules. 

There is no longer a simple, universal public 
network. There is a mosaic of competing networks, 
a plethora of services to sell over them, and plenty of 
competitors. It is hard to see how a telephone ser- 
vice to loss-making customers might be guaran- 
teed—except by enlightened regulators. That, and 
the oligopoly in carrying telephone signals that ex- 
ists in most countries, are arguments for regulators 
having strong powers. For their part, telephone 
companies must haggle with regulators over what 
compensation they should get for shouldering the 
burden of public service. 

Information services are international—like 
their clients. Most telephone companies have al- 
ways been stuck in a single market. They argue that 
they need their profits to pay for investments over- 


seas if they are to become worldwide information- 
services companies. Some worry that some home in- 
formation services—particularlp entertainment— 
could become so commonplace that they will be re- 
garded as essential too. This would further increase 
the public-service burden on them. 

This survey has charted an industry in transi- 
tion. Even though the volume of telephone traffic is 
growing fast, the once-comfortable basic business of 
carrying telephone calls is no longer enough if the 
industry wishes to enjoy rapidly growing profits. 
Competition and technology have seen to that. 
Telephone companies can stay as utilities and be- 
come dull sellers of a commodity, or try to sell in- 
formation services. 

Though most will chose to sell services, they will 
not find it easy. In the past, telephone companies 
had a hard time selling anything to anyone. They 
were like railways whose only concern was whether 
the trains ran on time. And they didn't. 

But as their success in services grows, the tele- 
phone companies will split into two parts. One will 
be the old utility. The other, far more glamorous, 
part will be information services. It is likely to at- 
tract lots of investment and most of the chief execu- 
tive's time. 

If the telephone companies are to be successful 
in this second sphere, they and their suppliers must 
exploit their natural advantages—not try to hang 
on to what's left of their monopolies. That means 
looking to the smaller customer and using the net- 
work as a platform for other parts of the business. 

There is no grand solution for them, just many 
small things to do. But it is in such attention to de- 
tail—ceaselessly improving products and services, 
careful marketing, and listening to customers rather 
than ignoring them—that success lies. Telecoms 
companies never did this before, but it is the staple 
of most other businesses. In that sense, telecom- 
munications has at last come of age. 








"Come on, it's time to make a splash" 
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Olle Baertling, a prominent Swedish painter who 
has been called the creator of open form, communi- 
cates by extending our vision towards infinity. 

So do Swedish Telecom’s rapidly expanding 
integrated networks. They open up new opportuni- 
ties limited only by our imagination and creativity. 

Plan to visit us at the 1 3th International Switching 
Symposium (ISS 90). We'll be delighted to discuss 


Art of 





communication 
offers 


boundless 


opportunities. 


Works of art communicate. 
And communication is an art. 
Both require innovative imagination. 


with you the broad new vistas that are opening up in 
communication technology. ISS 90 will be held in 
Stockholm from 27 May to 1 June. 


say 
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Swedish Telecom 
S-123 86 Farsta, Sweden 
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easier, and a little faster. | | 
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communications needs are as simple as a | Frankfurt: Tel (+ 49 69) 756-0060. 
o-line phone, or as complex as a global 0 Fex (+ 42 69) 74.645 
-speed voice, data, and video network, | Gensva; Tek (+ 41 22) 1023 


Fo uo RCM NYMEXPH — Fax: (+ 41 22) 467618 
's are the answer is NYNEX. | | 





MEET ONE OF 
THE FORCES BEHIND 





INDONESIA'S 





ECONOMIC GROWTH 


A short report on Astra International 


Formed 33 years ago the Astra Group 
has made an important contribution to 
the economic growth of the world’s fifth 
largest nation - Indonesia. 

Astra’s products and services are 
diversified and internationally marketed. 

In 1989, total sales were in excess of 
US$ 1.5 billion with exports accounting 
for about 18%. 


ASTRA’S INTERNATIONAL 
GROWTH 


The Indonesian Government 
encourages non-oil exports; Astra has a 
growing involvement in important 
markets around the world. 

Three of Astra’s biggest export 
products are rubber, plywood and 
automotive components. Some examples 
of export activities: Astra motorcycles 
are shipped to China, Greece and the 
Middle East; Astra automotive 





AGGREGATE SALES OF 
THE ASTRA GROUP COMPANIES 
(excl. Intergroup sales) 


US$ 


1540m 





1985 1986 1987 1988 1989 
(Est.) 


(For this graph, figures have been converted from Indonesian 
Rupiah to US Dollars, based on the average Bank Indonesia 
middle rate of exchange for each calendar year). 









AUTOMOTIVE 


HEAVY 
EQUIPMENT 


AGRIBUSINESS 


components are sold to Malaysia 

and Thailand. The Toyota Kijang 

was the first Indonesian manufactured 
motor vehicle ever to be exported. 


YOU’RE KNOWN BY 


THE COMPANY YOU KEEP 

Astra works with Toyota, Daihatsu, 
BMW, Peugeot, Nissan Diesel and 
Honda to manufacture, assemble and 
distribute a wide range of vehicles in 
Indonesia. 

Astra also produces and 
markets heavy construction 
equipment and 


Working for 





FINANCIAL SERVICES 


ELECTRONICS 


WOOD-BASED 
INDUSTRY 


Not indicative of relative importance 


machinery, working with well known 
partners such as Komatsu, John Deere 
and Bomag. 

In the electronics and information 
processing business, Astra’s longtime 
partners are Fuji Xerox and Digital 
Equipment Corporation. 

In 1989, International Finance 
Corporation, the World Bank affiliate, 
selected Astra as its first investment in an 
Indonesian private sector company. 

From its beginnings as a small trading 
company in 1957, Astra now 

employs 29,000 people and 
plays a significant role in 
Indonesia’s development. 





Of polls and poll tax 


Peter Walker announced his 
decision to resign as Welsh 
secretary and from politics, 
adding to the government's 
growing disarray. An opinion 
poll gave Labour its biggest 
lead over the Tories (19 per- 
centage points) for two de- 
cades. Sterling took a tumble 
as foreign-exchange dealers 
weighed the prospects for the 
budget on March 20th. 


Protests over the poll tax 
erupted into violence in sev- 
eral cities around England as 
demonstrators besieged city 
halls, battled with police, and 
shouted down councillors try- 
ing to fix local tax levels. The 
average household will pay a 
third more in poll tax than it 
did in rates, said a survey. 


While commoners revolted, 
the poll tax prompted a wave 
of noblesse oblige in the ar- 
istocracy. The dukes of West- 
minster and Bath announced 
they would pay the poll tax for 
the staff on their estates. Not 
to be outdone, the Queen fol- 
lowed suit—at a reported cost 
of over £100,000. 


Foreign interests 


The fifth anniversary of the 
miners' defeat was marked by 
allegations against Arthur 
Scargill that he used Libyan 
contributions to his union to 
repay a mortgage. Mr Scargill 
said a television claim to this 
effect was a "very libellous 
statement”; but no writs flew 
and Comrade Kinnock called 
for an inquiry into these "ex- 
tremely serious allegations." 


BRITAIN THIS WEEK 


ONE GREEN BOTTLE, STANDING 


ON THE WALL 


The Department of Trade and 
Industry at last published its 
report on the 1985 purchase 
of Harrods, the London 
store. As everyone already 
knew—it was submitted in 
1988 and widely leaked last 
year—the report confirmed 
that the Egyptian buyers, the 
Fayed brothers, told a pack of 
fibs about their business back- 
ground to get their deal past 
the regulatory authorities. Too 
bad, said the government, 
which promptly sought to 
wash its hands of the affair. 
Dismay all around. 


An Arab consortium bought 
control of Sheffield United 
football club—claiming Im 
fans in the Middle East. 








The police federation wants a 
ban on the import from 


America of a new breed of dog 


called bandogs—a mixture of 
rottweilers, pit bull terriers, 
mastiffs and Rhodesian ridge- 
backs. “If you shut Frank 
Bruno in a room with a ban- 
dog,” an RSPCA official told 
the Daily Telegraph, "only 
the dog would walk out." 


In trouble 





Britain is trying to wash away 
44 ge ” 


its man of 
image. The agriculture minis- 


try promised to stop the incin- 


eration of toxic wasze in the 


cago, one of che Correspon- 
dent's original backers, dou- 
bled its holding. 


Tory MP John Browne was sus- 
pended from the Commons 
for a month for failing to rell 
the House about all his busi- 
ness interests. His constitu- 
ency party in Winchester be- 
gan work on selecting a new 
parliamentary candidate. MPs 
voted in favour of preparing 
new rules on disclosing busi- 
ness and lobbying interests. 


Trafalgar House and BICC, 
British Rail's partners in the 
Channel-tunnel rail link, 
let it be kncwn that they will 


pull out unless the project gets — ! 


a government subsidy. Last 
year they won the right to 
build the link by agreeing to 
the government's condition 
that it be self-financing. Now 
they say detailed costings are 
higher than expected. 


Blemishes 


Up to 3m people are need- 
lessly suffering from acne, ac- 
cording to the organisers of 
National Spot Week. More 
than 6096 of victims believe, 
mistakenly, that there is no 
cure, claim dermatologists. 





The Broadcasting Complaints 





North Sea; the environment 

General Motors decided to ministry announced an end to | Commission agreed with the 
build a £150m-£200m car en- the pumping of sewage Girl Guides Association that 
gine plant on Merseyside, cre- sludge—by 1998. the BBC had presented a false 
ating about 400 jobs. Chicago- image of the Brownies. A 
based Motorola was reported The Sunday Co ndent | character in a soap opera 
to be planning a £100m fac- received a much-n claimed that drunken brown- 
tory making mobile phones in | South-east Britons are still the | boost. The Guardian and the | ies were shoplifting, busking 
Scotland, supposedly creating | most adventurous overseas Manchester Evenirg News and taking boyfriends to 
1,500 jobs. Signs of the times travellers—and the most del- bought shares in it and the camp. The maximum age for a 
in British manufacturing! uged by foreign tourists. Tribune Company of Chi- Brownie is ten. 
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Thinking the unthinkable 


Senior Conservatives are furtively discussing who. should replace Mrs 


Thatcher in Number 10 Downing treet. This time, they may even mean it 


SHE idea that Mrs Margaret Thatcher 

may no longer be prime minister by the 
autumn must now be taken seriously. It has 
been peddled for months among the net- 
works of Tory dissidents—but over the past 
week it has become the stuff of speculation 
between senior members of the cabinet, too. 

The team campaigning for Mr Michael 
Heseltine as successor has moved on to a 
war-footing. There have been discussions 
among anti-Heseltine ministers about who 


-. might be able to stop him. Tories are not 


- only thinking the unthinkable: they are dis- 
 cussing how to act after it has happened. 
> It is still more than possible that Mrs 
* "Thatcher will recover, go on to win a fourth 
" general election victory and remain trium- 
. phantly in Number 10 until the mid-1990s. 
So far, she has shown not the slightest incli- 
. nation to do otherwise. Even so, this crisis 





3 feels different—and not just because Labour 


-isfar ahead in the polls. The furious Com- 


. mons reception for the announcement by 


‘Mer Nicholas Ridley, the trade secretary, that 
. he proposed not to act on the damning re- 


MIST. MARCH 10.1990 


port on the Harrods — — — 


City scandals are also hurting. 
The poll tax. crisis remains, though; 


more serious by far. Once, a weekend back . | 
in their constituencies could calm the nerves - 


of most Tory MPs, over-excited by Westmin- 


ster kerfuffle. During the Westland affair of 


1985-86 many backbenchers found their 


nerves steadied by councillor Jorrocks, pint 
‘of bitter in hand and muttering: “Baint no 
Today, 


Jorrocks is more likely to be writing furious 


talk of ‘elicopters in these parts”. 


letters about the poll tax, scuffling with cus- 


tard-pie-wielding militants outside his town 


hall or even resigning the Conservative 
whip. This is a crisis about household bud- 


gets, not mere Westminster shenanigans.. 


One of the popular plots going the 


rounds has Mrs Thatcher grimly struggling . 
through the May local elections, waiting for 


better economic news in lune and then, with 
the polls improving, announcing her retire- 
ment. By then she would have been ap- 


proached by the chief whip, Mr Tim Ren- 
ton,-and the chairman of the backbench 


N to Mis Thatcher's behaviour, Surten ler 

f ing the party to him, the arch-intervi 

tionist who stalked out of her cabinet fo 
| years ago, would be regarded by her a 


who had stayed away? “fab performance 
tragedy he's not in the cabinet... 
erpool without Kenny — EE e" 


Victory or unity? 


 mirers. They include some of the b 




















: 1922. Committee, Mr € 
Onslow; they would point o 
3 e and the risk that s 
ds would face a further leadership ch 
lenge’ in Plover bets mig could u 














































personal failure and a political disaste 
But among Mr Heseltine's supporters, t 
mood is so bullish as to be verging 
complacent. He has garnered a wid 
of support. and those closest to him spea 
his being ' ‘so far ahead, he's the only h 
in the race” and having ' ‘completely W 
up ' the succession. 
-On March 6th he intervened in t 
bour-sponsóred. Commons debate 
economy with a punchy speech savagit 
(official) Opposition and calling for an inc 
pendent Bank of England and early. 
membership of the European exchang 
mechanism. Tory backbenchers fl 
to listen. Within five minutes of 
sion, pro-Heseltine MPs were 
corridors to ram the message ‘home 








But, as Mr Heseltine himself well ; 
Tory enemies can be as passionat 


rising ministers, hard-line anti- 
right-wingers and many young Tha 
As with Denis Healey's Labour lead: 
campaign in 1980, Mr Heseltine mig 
the best contender electorally—but al 
one who risks splitting the party. 
Who would be the unity candida 
the Conservative stop-Heseltin: 
Mr Kenneth Baker, the party 
distrusted by many of the. people 
trust Mr Heseltine. A year ago, 

































unging c on the p political exchanges. - 
-One possibility being discussed by min- 


_ His admirers include two of the obvi- 
eadership contenders who might for 
e moment be considered too inexperi- 


hind Mr Hurd. He, though a trifle stiff 


ryism which many in the party might find 


it Mr Heseltine. 


et on with the job he always dreamed of— 
his current one. But this should not be 
taken too seriously. Would any minister, ap- 
proached by colleagues muttering about 
“your duty to the party” be other than flat- 
tered and willing? 


p targets 


‘EN years ago the birth of the medium- 
term financial strategy trumpeted a new 
ra of monetary policy. Since inflation was a 
onetary phenomenon, the theory went, by 
ntrolling monetary growth the govern- 
it could control inflation. By setting tar- 
ets for several years ahead, it could provide 
anchor for inflationary expectations. 
Nice idea; unfortunately, the monetary 
/gregate the government used proved to be 
slippery customer. M3 overshot its targets 
ll but two of the seven financial years 
80-81 to 1986-87. So it was dumped. But 
ie economists are feeling nostalgic: Mr 
on's alternative reliance on the ex- 
hge rate to steer interest rates did not 
notably successful. Not surprisingly, 
Aajor seems less interested than. Mr 
yn in stabilising the pound. - 

So far, though; monetary targets da not 
m to have tickled Mr Major's fancy. He 
ems to be i; ignoring Mo, the narrow money 
easure of notes; co ins and bank 





ers’ depos- 





rs is the foreign secretary, Mr Douglas 


ced—Mr John Major, the chancellor, and 
' Chris Patten, the environment secretary — 
e page 37). They are close enough to meet - 
er a drink and agree not to stand this - 
ie, but to throw their combined weight 


d headmasterly, represents a traditionalist | 
pealing in a time of crisis. And some who _ 
Mrs Thatcher to go believe they : must - | 
t persuade her that there exists an accept- m 

e successor, like Mr Hurd, who could T 


Privately, Mr Hurd discourages such | 
peculation and makes much of his desire to 


=f — and the yd tar- | 


ymanyasagood | Dishing the poll tax 
us Off altesidencevand bsinp | < 
Thatcher. have sent his stock 






9$ V4 IEN he took office in 1979 Sir 
V Keith Joseph (as he then was) 


handed his officials a reading list. Pride 
of place went to Adam Smith. A pity. 
then, that he didn't send the same list to 

two future ministers, Mr Kenneth Baker - 
the mew. 


and Mr William Waldegrave, 
who thought up the poll tax.. + 





_ Smith laid down three clear makinis , "Bri 
for what makes a good tax: it should be - 


i levied according to ability to pay; it 
should be certain rather than arbitrary; 


and it should not expose the people to . ‘s 
“the frequent visits and odious examina- 





tions of the tax-gatherers.” Of all the 
available alternatives Smith thought that 
poll taxes—or capitation. taxes as -he 


tual godfather of Thatcherism. putit, - 


- ment tax, if not hea 


sometimes called them— were the nasti- 
est and most ineffectual. As the intellec- | 


Capitation taxes are levied at little. expense; 7 








* | 


duced the sum which Mad been expected | 
from them, or which it was supposed they 
. might have produced had they been eatictly 


E deved. — | 


So what can Mis Thatcher s govern- 





ads? Beards, perhaps? . | 





Under —* : 


E ett Heddy e eye ^am 
E es si cht he an thereo ofa satellite 


and, where they are vigorously exacted, af- vi 1 


T “ford ¢ à very sure revenue to the state. Ie. is c 
upon. this account that in countries where. — 
the ease, comfort, and security of the infe- _ 


tior ranks of people are little attended to, 
capitation taxes are very common. ... In 
England, the different poll-taxes never pro- 





— ef che. great t British culture 
which they bring in their wake. - | 





The government abandoned. strict monetary targeting a long time ago. 
With inflation pushing 9%, should the chancellor revive this strategy? 


being steered by seat-of-the-pants ide 
ments about the housing market and retail 
sales. No wonder the markets remain jittery 
about bad news—like the record surge in 
consumer credit in January. 

The markets would be most comforted 
by a decision to make sterling a full member 
of the EMS and hand over the monetary 
reins to the West German Bundesbank, 





which has proved a successful inflation- 
basher. Mr Major might have set a date for 
this in his budget, were it not for the worries 
that the Germans’ money plans have 
created. 

So that leaves Mr Major without a credi- 
ble monetary policy. Mo has few friends in 
the City, because although i it hasa close rela- 
tionship to money GDP, it is a coincident not 
a leading indicator, and so gives no advanc» 
warning of inflation. Is it time for a new ta 

get? Some economists suggest M4, which in- 
un building society as well as bank de- 
posits. But the figures look untrustworthy: 
despite high interest rates, M4 has continued 
to soar at an annual rate of about 18%. 

The trouble with any broad measure is 
that it lumps together transactions-money 
with savingsmoney. When interest rates 
rise, stashing away cash becomes more at- 
tractive than holding non-monetary assets, 
so broad money grows. But what really mat- 
ters, as far as inflation goes, is Whether the 
money will be spent.  . 

Shearson Lehman: Hutton ju put to- 
gether an index which weights different 
monetary assets according to the likelihood 
that they will be spent; as measured by the 
interest rate they earn. Shearson's chief Uk 
economist, Mr Peter Spencer, claims that 
his index provided an early warning of cur- 
rent inflation (see chart). In the: past year, 
incidentally, it has slowed sharply. - 

But t Sheann: s gece. is too compli- 











— m the! T "re 
transactions. me 
make more sens 






of money, it would 
M2, which includes 










notes, coins and retail deposits at banks and 
— socie t excludes volatile 





| ithe chart shows, M2 
ed M4. Since the end 
h: growth has slowed 






- Long-time opponents of monetary tar- 
gets like jee Charles Goodhart, an ex- 


official of the Bank of England now at the - 


London School of Economics, have an alter- 






easure of money will start mind differ- 





vants to introduce a 


| . native. The author of Goodhart’s Law—any - 


ently the moment it becomes an official tar- 
get of monetary policy —argues that while 
Britain waits to join the EMS, the govern- 
ment should grant the Bank of England in- 
dependence over monetary policy. That 
would free the government from any temp- 


tation to print money ahead of an election. 


The idea has been mooted before—by 


Mr Lawson, among others, who got into 


trouble with his former next-door neigh- 


 bour for “suggesting it. But Professor | 
Goodhart has a radical addendum. If you 
want to guarantee that the Bank of England — 
achieves its target, he suggests, tie senior rof | 


ficials" aries to the Feu 





| Dairy industry i 





lustry are causing loud argument 


HESE are stirring times fat Britain’s 

milk industry. The agriculrure minister, 
Mr John Gummer, has decided that the sys- 
tem of administering. prices through the 
Milk Marketing Board (which buys from 
farmers) and the Dairy Trades Federation 
(which buys from the MMB) encourages in- 
efficiency and thus the avalanche of French 
yoghurt and German — that is burying 


decided what form “Fonge should. take; SO 
interested parties are lobbying hard. 








The MMB is (in England; Scodand has 


equivalents) effectively the monopoly buyer 
of milk and therefore the monopoly seller- 
on to the dairy trade. It was set up during 
the prewar agricultural depression to assure 
farmers of stable prices. Since Britain joined 
+he European Community, EC policy should 
that. But the dairy farmers’ clout, and the 
` MMB’s role as a national milk-collection ser- 
vice—it collects from all; at an equal price 
for all, regardless of quantities or dis- 
tances—has protected the monopoly. and its 
turnover of £2 billion. . — 
By law, the MMB ha to buy any. milk that 
farmers want to sell it. Farmers may not sell 
milk, wholesale, to anybody else. The DTF, 

















üp » the omietke regime that runs the dairy 


representing the processors, negotiates with 


the MMB. Together they set prices and allo- | 


cate milk for different uses. 
" "Liquid" milk—ie, for — 
priced highest, and gets priority over other 


uses when supplies are short. Cheese comes 
next, butter last. In late summer, when the 


cows are dry, supplies are restricted and pro- 
cessing plants lie idle. The MMB has failed to 
adjust seasonal prices enough to smooth out 
this supply curve. - 

Farmers do not do particularly well out 
of the system. According to a report by the 
right-wing Centre for Policy Studies, farm- 
gate prices in Britain are only 86% ‘of the 
average EC price. But neither do consumers 
benefit much. Liquid milk prices in shops 


are around 2-3p higher a pint than in the 


rest of the EC. Although the high price for 
liquid milk subsidises a low price for milk to 
processors, dairy products ón supermarket 
shelves are no cheaper than abroad. That is 
because processors are operating in a regu- 
lated market with too little competition to 
keep them on their toes. — — 


Instead, those shelves are filling up with, 
high-value-added desserts and new-fangled 
cheeses from the continent. In 1989 imports | 
jumped to 18% of total yoghurt ‘sales, up 


from 11% in 1988. Britain now imports as 
much cheddar cheese from the West Ger- 
mans as it exports to them. Only liquid milk 
is protected, by “health restrictions" — 
though when they go, in 1992, the cost of 
transporting such lo w-value stuff may con- 
tinue to keep imports out. : 

The late-summer shortage of milk was 
severe last year. At the worst, supplies barely 
met liquid demand. —— 
Stilton producers, who have to get produc- 
tion geared up for the Christmas market — 
were barracking the MMB: The scale of the 


tow helped- persuade the board itself that 


; | tions and is expanding into 1 
lc eas, will discuss the Morini 


l E 1 ae » not E it d d cles 
ce might fare better elsewhere. —— 


IH agencies—even though they can 


| global prestige. Of the four bey 


| now expanding into portable satellite 


| | the glacial pace of the plannit 


| friendly things, but not much he 


| ! ministration found i its sister organis 


| — — have to be change. : 


Cheesed off or milked? 
- The MMB’s proposal would force proc 


' would have to bid, rather than negotiat 










— a ber ti 


RITAIN may lose one oti it 
international agencies. At 
council meeting that begins- 
March 15th, Inmarsat, which 
the world's ship-to-shore commt 


























| London has never tried to be | 
pena, Rome or em — k. The, 






























terested i in —— internatio 


` more than just puff up a natio 


British Aerospace. ^ — 
.. Setup in 1980 under the: auspices 
of the United Nations, Inmarsat 


| systems and aircraft-to-ground tel 
. phones and has nearly 400 staff. Its 
` search for a bigger building is ham- 
„pered by its peculiar needs. (satellite 
control rooms, dishes on the roof 
- the London property market with its 
| lack of sites for purpose-building and 


system. 
By treaty, the government is Te 
quired to help the agency find some- 
where to live. The Foreign Office says 





— has been forthcoming. So Inmarsat 
looking. around. The Am i 


^ tion, Intelsat, a city-centre site in 
“Washington at a Peppercorn. rent 
. Other European countries seem | 
P dig out. t spare chateaux or parks fe 








to compete more with one anothe 


milk. So if, in August’ Stilton make 
so keen to get milk that they wer 
to i more fori it than would hardy 


decisa — có 
farmers could sell their: mill 































































ang on, says the DTF. Wi y should buy- 
lose their collective clout when the sup- 
plying board would, in practice, retain its 
onopoly? Voluntary or statutory, the MMB 
ould still be in a position to control the 
y of milk, and thus put the squeeze on 
essors. The MMB replies that if it did not 
ist each dairy fatmer would once again (as 
the inter-war depression) be at the mercy 
a single local buyer, the one dairy or 
eamery within reasonable distance. _ 

_ Farmers are desperate to avoid this. At 
CPS's otherwise genteel conference to 
ich its dairy industry report, a group of 





HERE was once a clever boy called 
Fayed, known to his friends as Jack. 
According to an old story told again this 
veek*, he lived with his family in a little 
10use in Alexandria where his father was 
teacher. Jack and his brothers often 
vent hungry, but they worked hard for 
their father and studied all their lessons. 


nearby Saudi Arabia, to see what he could 
find for the family. He was just coming 
home, when he met a funny little man in 
the desert. "I am Adnan Khashoggi," said 
| the funny little man and showed Jack a 
|j pocketful of magic introductions. Jack 
| agreed to do lots of jobs for Adnan, who 
-gave him some magic intros in exchange. 
Jack had no idea how they worked; but 
| he sowed his intros in the best soil he 
| could find, which was in the distant Ara- 
| bian Gulf. Suddenly, he was surrounded 
by social climbers and he found his way to 
. the foot ofa huge beanstalk that stretched 
far up into the sky. Jack had always been a 
sure-footed boy and he started at once to 
shin his way up into the clouds. — 
. When he reached the top, he found a 
country greener than any he had seen be- 
ore, full of ritzy hotels, Scottish castles 
and ancient whisky distilleries. Little Jack 
scampered this way and that, until at last 
he came upon a huge castle. A sign said it 
was the City of London and its wooden 
ate looked big and strong, But Jack 
nocked and a great fat lady pulled it 
back. "My name is Kleinwort Benson," 


had left in his pocket. But 
ed him smartly to one 
iny,” she warned him, 


—— 


y Yorkshire farmers made it loudiy clear 





ack Fayed and the Tiny giant 


..,One day Jack set off to market in 


that if the government tried to get rid of the 
MMB. altogether it would face rural revolt. 
They disputed the claim that the Tories are 
unchallengeable in the countryside. They 
should know: one of them worked for the 
Tory candidate in the Richmond by-election 
a year ago, which cut the Tory majority 
there from 19,576 to 2,634. i 
Lots of little local co-operatives would 
meet the DTF's objections to a national co- 
operative as the son-of-MMB. While ensuring 
that farmers would not be left battling sin- 


 gle-handedly with their local creamery, a 
network of local co-ops would leave most - 
creameries with more than one potential 


supplier. But this solution brings political 


—— CR 


“and if you don’t watch out, he'll grind 
your bones to make his bread." Jack 
jumped inside a cupboard in the giant’s 
kitchen, and spied him through a keyhole. 

The giant had a biscuit-box in which - 

he kept all his dreams. Lifting it down, he 
pulled out his favourite treasure—a 
golden department store, that twinkled in 
the light. As Jack watched, the giant sat 


with his head in his hands, murmuring | 


“Harrods” over and over again. Then, 
suddenly, he fell fast asleep. 2n 
So out crept Jack and tip-toed to the 
table. Deftly he grasped the dream—and ` 
slipped it into his pocket. Before you 
could say Norman Tebbit", he was out of 
the kitchen and down to the castle gate. A 
horrible roaring sound filled the air as the 
giant awoke; Jack ran for the fields, with 
Tiny hard on his heels. Luckily for Jack, 
nothing stood in his way. Everyone hated 
the giant so much that the cheeky fellow 
laughed all the way to the beanstalk. 


. Of course Tiny followed him down, | 


bellowing all the while. At this very mo- 
ment, though, there chanced to pass by an- 
old wood-cutter, Nick Ridley by name, 


Who had heard terrible tales of the giant. 


Jack dropped down beside him, still 
clutching the giant's dream. “Can it really - 
belong to you?" asked Old Nick, staring at 
the golden treasure with a cold eye. But 
before Jack could boast of his adventure, 
the sound of "Fee-fi-fo-fum" rang out 
above them. "You're a naughty boy, the 
way you've snatched that dream," said 
Old Nick, "but never mind, you shall 
have the store!” And with two mighty 


_ swipes, he chopped the beanstalk down. 


The angry giant crashed to the ground, 


where he moaned and groaned for a very 


long time indeed. [To be continued. | 





A Report on the House of Fraser Holdings ple, by 
Henry Brooke, ac, and Hugh Aldous, rca, published 
by the Department of Trade and Industry. 





problems. 








The current national pricing sys- - 
tem, by ignoring transport costs and arbi- 
trarily equalising the price of milk across all 
areas of the country, subsidises farmers in 
remote areas. Local to-operatives would 
mean different prices in different areas and 
furious dairy farmers in west Wales and 
other cow-rearing peripheries. 

Change, of any sort, will make some- 
body angry. Change always does. And the 
more radical the solution, the more farm- 
yard rows the government will face—at just 
the time when it will be looking for an easy 
ride from some, at least, of its traditional 
supporters. ^ C REN 
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The liberal thug? 


SIDE from the prime minister herself, 

the Tory politician with the toughest 

job this spring is Mr Chris Patten, the 

environment secretary. He must try to sell 

the unsellable poll tax. He must also per- 

suade a sceptical and worried nation to 

think of the Conservatives, the party of 
business, as the true environmentalists. 

It was a shrewd stroke on Mrs Thatch- 
er's part not to give this herculean task to 
one of her own, but to a Tory left- 
winger—though, says one of his closest 
friends, "she is genuinely fond of Chris". 
It helps her, confronted with angry Tory 
councillors, to be fielding a politician no- 
one blames for inventing or shaping the 
poll tax. 

And there is no cuddlier, environmen- 
tally-friendlier face in the government 
than Mr Patten’s. (Which doesn’t say 
much for ministerial looks: if Cupid had 
grown up with a voracious enthusiasm for 
Italian cooking he would have ended up 
looking much like Mr Patten.) 


For a'large proportion of Tory MPs in : 


their thirties and forties, the two most in- 
teresting and attractive potential succes- 
sors to Mrs Thatcher are Mr Patten and 
Mr John Major, the chancellor. Between 
them, they may well dominate the Con- 
servative Party of the 1990s. Both men are 
believed to be worried about the possibil- 
ity of a contest before the next election, 
when they might damage themselves by 
going for the top too early. 


Mr Patten has been advised by some 


friends that if Mrs Thatcher leaves office 
this year, he has no choice but to an- 
nounce his candidature. Others think he 
would be making a grave personal mis- 
take. He hopes she carries on, so sparing 
him an agonising decision: by 1992-93 he 
would certainly feel ready to lead the 
party—and in a markedly different style 
bra that of the Thatcher years. 
He began that period as a reflationist 


dissident, rebelling against the Thatcher- 


Howe economic strategy when cuts in 
housing and unemployment benefit were 
imposed. Until the July 1989 reshuffle, he 
was never fully forgiven: though one of 
the most talented Tories of his genera- 
tion, he spent most of 1983-89 as a junior 
minister in Northern Ireland and then, af- 
ter a spell as an education minister, in the 
Overseas Development Agency (ODA). 
Worthy jobs, granted, but for an ambi- 
tious minister, the equivalent of heading a 
string of Siberian power-stations. 

His book “The Tory Case”, written 
for the 1983 general election, demon- 
strates [oisi bit bow er net how unThatcherite his views 


‘Kenneth Baker 





on economics were then: a traditional 
Butskellite landscape, enlivened with 
some anti-monetarist eruptions. Since 
then, say his friends, he has dried'out con- 
siderably—proselytising for free-market 
solutions in Ethiopia, for instance, while 
at the ODA. Ideology aside, what would 
Mr Patten: offer backbenchers trying to 
choose a new leader? If not quite an intel- 
lectual, he is certainly widely-read in po- 


He of thé hooded high-brow 


litical philosophy and literature. This 
could count against him. At last year's 
party conference, the chairman Mr 
made two  rousing 
speeches, quoting some stirring bits from 
Shakespeare and Kipling. Mr Patten, by 


contrast, used the pessimistic Larkin lines > 


in his political elegy: “Our children will 
not know it’s a different country./ All we 
can hope to leave them now is money." 
The faithful, not surprisingly, were unsure 
whether or not to cheer. So they didn't. 


Nice smile, iron teeth 


More generaly, Mr Patten's political 
friends cite his ability to see traps ahead, 
and avoid them. One recent example of 
his good tactical thinking was his insis- 
tence, against Mrs Thatcher's better 
judgement, that there had to be a cabinet 
committee, chaired by her, to draft the 
white paper on environmental policies. 
Sniping since then by other cabinet 
ministers at his environmental portfo- 
lio—including a serious cabinet argument 
over Mr Patten's recent decision to end 





sewage sludge dumping in the North Sea, 
with his predecessor Mr Nicholas Ridley 
leading the attack—have shown the 
soundness of the tactic. Without Mrs 
Thatcher's involvement throughout, Mr 
Patten has little chance of achieving much 


on the “green” side of his portfolio. 


Beyond his tactical skill, Mr Patten 
possesses a toughness which would sur- 
prise the many charmed by his bland and 
easy manner: He can unleash a savage 


-temper on those he believes have let him - | 


down, and on one recent occasion almost 
reduced a senior civil servant to tears. 


One friend describes him as “a liberal - 


thug"—though others say this ignores his 
vulnerability. 

The value of friendship in the lonely 
life of politics is often underestimated. Mr 
Patten has a small group of buddies who 
arrived at Westminster together and have 


provided an unusual degree of mutual - 


support—others in the gang include Mr 
William Waldegrave, the: Foreign Office 
minister, Mr Tristan Carel-Jones, the dep- 
uty chief whip, and his namesake, the 
Home Office minister Mr John Patten. 

If he did ascend the greasy pole, Mr 
Patten would be Britain's first Roman 
Catholic prime minister. His religion is 
extremely important to him, and friends 
say he was deeply hurt when he was 
barred from the Catholic communion af- 
ter marrying his wife Lavender, a divor- 
cée, in 1971. His Catholicism remains in- 
tact, however; it is perhaps reflected in his 
enthusiasm for Edmund Burke, the anti- 
revolutionary and champion’ of Irish 
Catholic emancipation. 

In a r age, strong — con- 
victions will inevitably cause problems for 
politicians. There was a tense time at the 


ODA, when Mr Patten called for a review | 


of aid policy after it was alleged that Brit- 
ish government money was being used in 
India to encourage abortions in health 
centres: it subsequently became policy 
that no aid would go to promote or pay 
for abortions abroad. He quotes Lord 
Hailsham's dictum that anyone who puts 
[os first “is not fit to be called a civi- 
lised being, let alone a Christian". 


Deeply-read and deft with words; tacti- || | 


cally clever; tough; religious: are these 
qualities enough to give a Tory left-winger 


: a shot at the party leadership? Mr Patten's 


two greatest political heroes, "Rab" But- 
ler and the great Illinois Democrat Adlai 
Stevenson, never made it to the top. His 
own chances must depend now upon how 


he deals with the poll tax and with the + 


environmental issues. At least he has a 
sympathetic chancellor to help him on the 
first and a supportive prime minister be- 
hind him on the second. 
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‘wo of the biggest industrial 
roups, West Germany's 
Daimler-Benz and Japan's 
Mitsubishi, began talks on 
ollaborating in aerospace, 
lectronics and services. They 
Iso plan to strengthen exist- - 
ng vehicle links. The pair 
would resent a a formidable 




































he — world’s rough-di- 
ond business, is putting its. 
seas interests into a Swiss 
iolding company as a hedge 
gainst nationalisation. 


Mexican government 
nnounced plans to sell the 
ation's two leading steel com- 
‘panies. The government has 
lready sold its stakes its two 
international airlines and is to 
privatise the telephone com-. 
pany, two big copper-mining 
companies, parts of the state 
food distributor and Mexico's 


largest insurance firm. 


; 


i 





One of the world's fastest-re- 
volving doors, that of the - 
president’ s office at Argenti- 
na’s central bank, spun again. 
Enrique Folcini offered to 


resign after the government 


would not let him bail out two 


| ailing banks. Folcini had been 


in the job since January 23rd. 


Gérard Blitz, the founder of 


. Club Méditerranée, which 


. invented the cashless holiday — 


- village, died in Paris, aged 78. 


Hollywood shuffle 


Giancarlo Parretti's Pathé 
Communications offered to 
buy MGM/UA from Kirk 
Kerkorian for $1.9 billion. It 
would be the biggest studio 
deal since Sony paid $3.4 bil- 
lion for Columbia Pictures . 


Britain's Thorn EMI, one of - 
the world's six biggest record 
companies, is set to buy 
Geffen, America's last big, in- 


dependent record label for 


$700m. The move would bea > 
blow to Warner, which dis- 
tributes Geffen's records. 


America’s Time Warner is to 
build cinemas in Russia with 
the state-owned film distribu- 


tor, Sovexportfilm. The big- 
gest, in Moscow, will — 10 


screens and 4.000 seats. 


Elegy for the eighties 


American Express is to buy. 
the remainder of Shearson 
Lehman Hutton it does not. 
already own, for $350m. That 
marks the end of Amex’s at- 
tempts to find a buyer for the 


"ud csoreN Woutled Wall Street 







e Chicago: Mercantile Ex. 











E r broker. Since a total of $1.35 


| Melamed, — bon 


billion will now be sunk into 


| |: Bheamon, Amex may have to 
i. call on its own shareholders. 


| — investment bank — 
- by General Electric, Kidder 
| Peabody, added to the litany 
| of Wall Street woes. It re- 
.| ported a $23m net loss in 
(d * 


di against a profit of $46m 








France’s Banque Indosuez 
looks set to pay £150m 


($240m) for Gartmore, a fund- 


manager, in the firesale at 
British & Commonwealth, 
an indebted financial-services 
mess that was once a bull-mar- 
ket darling. Indosuez, which 
failed last year to buy Morgan 


Grenfell, a London merchant — 


bank now owned by Deutsche 
Bank, has long wanted to look 
after others money. 


East meets West 


Mediterranean hot-spots are 
losing out to northern Europe 
in the battle for tourist trade. 
The big increase in the West 


. German figure, which includes 


spending by thirsty East Ger- 
man visitors, may account for 
the rise in West German beer 
consumption last year. This 
averaged 144 litres a person 
and was the first rise in con- 
sumption since 1986. 


Eastern Europe lurched an- 
| other step towards capital. 
ism. The Polish government 
. approved a draft law allowing 
the privatisation of state- 
owned industry. And the So- 
viet parliament passed new 
property laws. These will in- 
clude allowing the private 
ownership of factories. 


Part of Jean-Louis Servan- 


|. Schreiber's French publishing - 


group, Eurexpansion, isto 
co-produce the leading Polish 
business weekly, Gazeta - 
Bankowa. This is the first pub- 
lishing joint venture under Po- 


| 
| 
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Chips 'n' things 


America's Motorola launched 
a new line of multi-user busi- 
ness computers, competing 
head on with better-known 
IBM and. Sun Microsystems. 


| Copat America’s third big- 
-gest personal-computer maker, 


bought a $10m stakein 
Nextgen, a tiny company: 
which is developing a compat: 
ible version of the 80486 . 


microprocessor, made by | 


Intel. Compaq wants to end. 


its reliance on Intel as its sole 
supplier of the microchip, par- 
ticularly since Intel now makes 


~ personal computers. 


British Gas offered to buy 
Consumers Gas, Canada's 
biggest natural-gas distributor, 
for $930m. If approved by the 
regulators, it would be British 


Gas's biggest acquisition since 


it was privatised in 1986. 


Lutine Bell 
Lloyd's, London's troubled 


insurance market, broke three 
centuries of habit to sell poli- 
cies directly to the public 
rather than through brokers. 
Lloyd's has been missing out 


-on the growth in motor poli- 


cies sold over the telephone. 





The hande ofthe Doomsday 


Clock were moved, from six 


minutes to midnight to ten 


minutes to. The clock, a mea- 


. sure of the likelihood of nu- 


. clear holocaust, was devised 


land's new joint-venture law. | 


|. by the Bulletin of the Atomic 
Scientists in DART. 










to cutting edge 


LONDON AND PARIS 


B ons — to the scrap heap i in the early 1980s, EC C steelmaker — con⸗ * 
ed the gloomsters by turning themselves around. New challenges on 


foun 
the horizon will test their mettle 


IG, backward. jid broke, EC steel 


makers were the sorriest industrial bas- 


ket-cases. of the past decade. Propped up 
ith over $35 billion of subsidies between 
4980 and 1985, and pampered by an EC- 
- sponsored cartel (which ended in 1988), the 


industry looked as if it would never come 


out of intensive care. It seemed to symbolise 
an inexorable decline in Europe's manufac- 
turing. But rather than stay hooked to the 
taxpayer drip-feed, companies like British 
Steel, Britain's privatised steel producer, 
and France's state-owned Usinot Sacilor got 
up to stand on their own two feet. 

The roots of EC steelmakers’ problems 


lie in the period from 1975 to 1980. After 30. - 


years of sustained economic growth, com- - 


placent producers dismissed the drop in 
steel demand after the 1973 and 1974 oil cri- 
ses as a blip. Instead of closing plants, they 
kept opening huge integrated mills to match 
the Americans and Japanese, stubbornly in- 
creasing capacity in the forlorn hope that 
demand would rise. 
It did not. Between 1980 and 1986 Ec 
steelmen shut mills producing some 30m 
nnes of steel. Demand did not pick up 
again until 1987, when a flood of orders 
took even the optimists by surptise. EC firms 
raised production from 127m tonnes in 
1987 to 140m tonnes in 1989. However, 
there is no guarantee that the good times 
will continue. The oECD has predicted a 
2.5% drop in OECD steel demand this year. 
To prove their recovery is more the result of 
hard work than good fortune, EC 
5 steelmakers must stick to the turnaround 
5* treatment. 

That means more cost cutting and mill 
closures. The Ec still has about 47m tonnes 
of excess annual capacity. Although the 

workforce has almost halved since 1976, 
when EC steel firms employed some 760,000 
people, more jobs need to go. British Steel's 
2m tonne-a-year Ravenscraig plant in Scot- 
land recently closed for a week and will shut 
for another week at the end of March. Its 
future hangs in the balance. Italy’s state- 
owned Ilva, formed last year by hiving off 
the profitable parts of the state's ailing 
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From smokestack 


—— says it will close its 1.2m tonne 
Bagnoli mill by December. 


 Axing plants and workers is one side of — 
“the equation; improving the productivity of — : 
those that remain is the other. Firms could 


do worse than to follow British Steel's exam- 
ple of paying quarterly bonuses linked to the 


performance of each of its mills. These have 
helped it to halve the number of man hours. 


needed to make a tonne of steel from 9. 4 it in 
1982 to 4.7 in 1989. 

The real revolution in the Ec’s — in 
dustry, though, has been the rediscovery of 


the customer. With car manufacturers de- 
manding flawless material for just-in-time - 


production, price now often takes second 


place to quality and reliable deliveries. That 


means EC steel companies can no longer pro- 


vide just steel; they must provide a top- 


notch service too. West Germany s biggest 


steelmaker, Thyssen Stahl, is in the van- 
guard. It has worked hand-in-glove with car- 


makers to develop laser-welding technology 
for steel sheets used to make car floors and 
lorry cabs. 

In Britain, helpful salesmanship has 
raised steel’s share of the materials used in 
2 He construction from 3096 in 1980 tc 


55% last year. By working with suppliers, de- 4 


velopers erected 3,600 tonnes of steel in just 


over four months at the Broadgate develop- 


ment in the City of London. 

Europe's steel producers have also 
switched production from run-of-the-mill 
carbon steel to more specialised, and thus 
more expensive, grades. According to Mr 
Ewan Fraser, an analyst at James Capel, a 
London stockbroker, more than two-thirds 
of EC steel is now tailored to customers’ 
needs. Thyssen has all but stopped produc- 
ing commodity products like heavy plate 


and wire rod. Instead it concentrates on 


steels coated with zinc and other materials 
that reduce corrosion. British Steel and 
Usinor Sacilor are hard on its heels. 

The trend towards closer links betweea 
producers and customers has led some EC 
steel companies to snap up steel stockists, 
who drill and shape steel for customers zs 
well as acting as wholesalers. British Steel 


has bought stakes in nine middlemen 
where in the EC in the past three years 
waiting for the Community’s trustbust: 
clear a bid for the Walker Group, wi 
successful, will give it some 3596 o 
ish stockholding market. — = — 

Like steel | producers i in lapan an 
ica, the EC's biggest steelm 
marched determinedly up mark 
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encouraged firms to attach brand names to 
their products to differentiate them from ri- 
val products. Mr Francis Mer, the boss of 
Usinor Sacilor, reckons that by the end of 


in the steel business as they are in retailing. 
— Despite their remarkable recovery, EC 
steelmakers still face four stiff challenges in 
the 1990s: 
€ Coping with an aging workforce. By laying 
off younger workers first in the 1980s rather 
than paying huge redundancy payments to 
older ones, some EC are stuck with a 
greying workforce that lacks the skills re- 
quired to operate the modern mills of the 
1990s. Usinor Sacilor is one of the worst af- 
fected. Only 3% of its 69,000 employees are 
under 25. Mr Mer reckons that it could take 
ten years to correct the imbalance. 

@ Responding to new milling technology 
that threatens to make steel behemoths ob- 
_ solete. An integrated steel mill producing a 
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EN and if the two Germanies 
m come together, so will their two 
railway systems, the West German 


Bundesbahn and the East German 





. already planning the merger. The eyes of 
|| Dr Reiner Gohlke, the Bundesbahn's 


. chairman, gleam at the prospect. Sud- 
.. denly the shape of Germany's rail net- 
_ work will make sense: its spokes will once 
. again be connected to their hub— Berlin. 
. Eastwest traffic will be added to West 
_ Germany's north-south post-war flows. 
+ The East German system has an 
. added, particular attraction. Although it 
serves a population only one-quarter 
} that of West Germany's and has, at 
— 14,000 kilometres, only half West Ger- 
. many's track, the Reichsbahn hauls ex- 
|| actly the same amount of freight (60 bil- 
lion tonne-kilometres a year) as the 
| Bundesbahn. In East Germany cargoes 
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brand names will be as important 


sidies underground. 








German Bahnanza 


+}. 
travelling for more than 50km are òb- 


_ Reichsbahn. The two managements are — 


man manning levels 


will have invested DM75 billion ($44 bil- 


_ updating of the decrepit Reichsbahn will 











minimum of 3-4m tonnes typically. costs 
around $6 billion to set up, but mini-mills 
like those at Bresciani in Italy’can profitably 
produce less than Im ‘tonnes and cost 
around $300m. So far, these midgéts have 


been able to produce.only low-margin prod- 
ucts like wire. Yet America’s Nucor runs a 


mini-mill making higher margin products 
like strip steel. EC steelmen play down the 
threat, but secretly they feár another indus- 
trial revolution. 


e Shaking the habit of relying on the Euro- 


pean Commission or national governments 
for cash. The system of internal quotas that 
helped the EC to nurse its steelmakers 
through the 1980s has gone. Only the Ital- 
ians overtly prop up their national. pro- 


ducer, Ilva, with the Commission’s tacit 


consent. State subsidies to other EC compa- 
nies are now illegal, though some non-EC 
producers say this has simply driven the sub- 





— — — 













liged to take the train. The rule may die, 
but the habit will linger for a time. Less 
happily for the Reichsbahn, its current 
manpower is roughly equal to that of the 
Bundesbahn's 238,000. Lower West Ger- 
ill have to come 
with West German wealth. | ` | 

- The prospect of reunifying the Ger- 
man railways will add tó what is already a 
capital-spending binge by the Bundes- 
bahn. As Europe's new interest in high- 
speed trains takes hold, the Bundesbahn 


















lion) in the decade to 1994—equivalent 
to roughly four Channél Tunnels. The 






probably require spending at least the 
same amount again. Expect to see a rich 
supply of German railway bonds, but 
part-privatisations, to let the reuni- 
system raise such gigantic sums. 



























17.05 
15:50 
14.21 









"n b i 





* J 
TAT, 


* 
— = 





By ming self-financing, EC 
steelmen would strengthen their 
hand in trade talks. Last October the 
European Commission and Ameri- 
can trade negotiators agreed that the 
EC's share of the American market 
should stay at around 7%, instead of 
falling to 5.8% as the Americans orig- 
inally suggested. EC producers are 
hoping that this voluntary export re- 
straint will be scrapped after it runs 
out in 1992. To ensure that happens, 
EC steelmen will have to be genuinely 

_ free of subsidies. 

e Finally, EC steelmakers are also 
nérvously eyeing Japan’s steel compa- 
nies, which have staged an even more 
painful and abrupt turnaround since 

1985, when their relative costs soared with 
the rise of the yen. By the end of 1990 Ja- 
pan's "big five" steelmakers—Nippon Steel, 
Nippon Kokan, Kawasaki Steel, Sumitor 
Metal Industries and Kobe Steel —will hav . 
shut down eight of Japan's 34 blast furnaces. 
Automating as well as cutting capacity, the 
industry has cut its workforce by 47,000 to 
just under 300,000 since 1986. 

- The biggest Japanese steelmakers have 
moved rapidly into higher-margin products 
like stainless steel, galvanised sheets and 
high-tech specialties such as damping steel, 
used in domestic appli These leaner 
firms, together with South Korea's Pohang 
Iron and Steel Company and Taiwanese up- 
starts like Anfang and Yieh United, are also 
expected to mastermind new mini-mill tech- 
nology. Japanese firms have benefited from 
a booming domestic economy, but as the 
battle for business in Japan between South 
Korean and Japanese firms intensifies, both 
Japanese and South Korean steel producers 
v try to revive exports to markets in the 

est. 


EC producers are already girding them- 






- selves for this onslaught by closing ran 


— 


Usinor Sacilor has pooled some of its busi- 
nesses with state-controlled Cockerill 
Sambre of Belgium and Arbed, Luxem- 
bourg’s private-sector steel producer. By 
taking control of West Germany's Saarstahl 
in 1988, Usinor also broke into the Ec’s big- 


X gest market, which accounts for about one- 
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third of the Community's steel consump- 
tion. British Steel has talked to Hoesch, 


` West Germany's second-largest steelmaker, 


about joint ventures. The British steelmaker 
also wants to buy a plant at Troisdorf that 


.. belongs to Klóckner-Werke. 


Fitter than they have been for a decade, 
Europe's steel producers should be able to 
compete head to head with the Americans, 
Japanese or South Koreans. If they stumble, 


| they will not have much excuse for turning 


back to the state subsidies or protection of 
the past. In the brave new world of Europe's 
free market after 1992, they probably will 
not have the option either. 
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Product 


How rich are East European countries? 


ANKERS and industrialists who are 
thinking about doing business with 
Eastern Europe want to know how big 
and how rich these economies are. There 
is no easy answer. For example, East Ger- 


many has a GDP per head of almost 


$13,000 (just above New Zealand’s) or one 
of $4,000 (no more than Portugal’s), de- 
pending upon whose figures you believe. 
There are several obstacles to compar- 
ing accurately the size of national econo- 
mies in East and West: 
@ Western countries use gross domestic 
product (GDP)—ie, the value of all goods 





and services produced—while the com- 
munist countries mostly use net material 
product (NMP). This is based on the Marx- 
ian perception of value and productivity, 
and consists only of physical production 
together with services related to the final 
delivery of goods such as transport. It ex- 
cludes the so-called non-productive ser- 
vices, such as health, education, banking, 
defence and personal services, and, unlike 
GDP, it is also net of capital depreciation. 
That is not to say that GDP is the per- 
fect measure of economic well being: it ex- 
| cludes, for instance, the work of house- 
| wives and the social costs of pollution. But 
| 
| 


it is widely accepted in the western world. 
The Soviet Union and some East Euro- 
pean countries are planning to shift soon 
to measuring their output by Gpp. Until 
then, western statisticians have to make 
guesses about the missing bits. | 
e Not only does NMP exclude big slices of 
economic activity, but statistics in cen- 
trally planned economies are of poor qual- 
ity. In the past, NMP figures were often in- 
flated for political purposes. Today 
| governments have an incentive to give 
| low estimates of income per head, so as to 
| 
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tions. For example, the figure for Hungary 
in the World Bank Atlas of just $2,460 per 
head is well below other estimates. 

e Converting local-currency figures into a 
common currency is intractably compli- 


- cated. This is tricky enough in market 


economies, where exchange rates rarely 
reflect the true purchasing power of cur- 


-rencies; in Eastern Europe official ex- 


change rates are completely meaningless. 
For example, if the local-currency esti- 
mate of East Germany's GDP is converted 
at the official rate of one D-mark to one 
Ostmark, East Germany's GDP per head is 
(absurdly) the same as West Germany's. 
At the other extreme, the black-market 
rate has at times been one D-mark to ten 
Ostmarks or more. Which rate to use? 

Economists at Credit Suisse First Bos- 
ton have made a brave stab. First, they 
double Np to add in services and depreci- 
ation. Next, they convert it into dollars at 
a rate which is three-quarters of the black- 
market rate, to take account of the fact 
that because the supply of hard currency 
on the black market is restricted, rates will 
tend to understate the true purchasing 
power of soft currencies. But this is only a 
guess. CSFB's final estimates of GDP per 
head, eg, $4,000 for East Germany, are far 
lower than other estimates. Their conver- 
sion rate may be too high. 

The best way to get around the ex- 
change-rate problem is to compare rela- 
tive prices in the East and the West and 
then to revalue output at western prices. 
This requires à vast amount of detailed in- 
formation. For the Soviet Union the CIA 
partly uses satellite pictures of cows, crops 
and factories to estimate the volume of 
production, which it then values at Amer- 
ican prices. Its estimates of income per 
head ($8,900 in the Soviet Union, 
$12,500 in East Germany) look unrealisti- 
cally high. Conspiracy theorists say that 
the CiA has cooked the books to make 


' these economies look stronger and so en- 


courage the build-up of western defence. 
There are at least three reasons why 
the CiA's estimates may be too high. First. 
goods in these countries are of inferior 
quality: a Trabant is no match for a 
Mercedes. Second, this method fails to 
take account of the shortage of goods a= 
official prices. Third, a sizeable propor- 
tion of output never reaches the com 
sumer because of the Soviet Union's inef- 


ficient distribution system. PlanEcon, the í 1 
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Washington-based consultancy, adjusts || 
the CIA's estimates downwards, by 2596 in. 
Eastern Europe and 3796 in the Soviet - 
Union, to take account of such factors, || 
and reaches $9,400 for East Germany and 
$5,600 for the Soviet Union. | 
To dodge the issue of currency conver- — 
sion altogether, some economists try to es» _ 
tablish a relationship between GDP per. || 
head in western economies and physical || 
indicators like energy and steel consump- || 
tion per head and ownership of consumer 
durables. They then use this to guessimate || 
income levels in Eastern Europe. Again — 
this method tends to overstate incomes, — 
because these economies use more energy 
and raw materials to generate a given level 
of output than market economies. | 
Chart 1 shows the full range of esti- 





mates from ten different studies, and the || 
averages, which stretch from $9,300 in © 
East Germany to $3,800 in Romania. At 
the risk of adding to the glut of statistics, 
The Economist offers its own rough and _ 
ready index of GDP per head. o 
In general, as incomes rise so does car — 
ownership and the number of telephones. || 
For example, chart 2 plots income per | 
head against car ownership, using average || 
estimates for East European incomes (the || 
dotted line is purely illustrative). Our stat- || 
isticians have therefore run a crude regres- | 
sion for 30 western countries (industrial 
and developing) of income on car owner- 
ship and telephones. | 
When the results are used to calculate 
income per head in Eastern Europe, they 
suggest rather lower income levels for all 
countries. For what it's worth The Econo- 
mist$ "Trabant" index suggests that East — 
Germany's income is $8,500 (close to that 
of Spain), Czechoslovakia and Yugoslavia 
have incomes of $4,500-5,000 (close to 
Greece), Hungary, $3,500 (just below Por- 
tugal), the Soviet Union is put at just over 
$2,000 (just below Mexico) and Poland at 
a paltry $1,500 (twinning it with Turkey). 
Sadly, Bulgaria had a negative Gpp. Well, 
no model is perfect. 
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Daimler-Benz and Mitsubishi 


A Tokyo-Stuttgart 
axis? 


Wits two of the world’s biggest in- 
dustrial groups consider teaming up, 
they are bound to make plenty of people un- 
happy. When the pair are German and Japa- 
nese, doubly so. 

News that West Germany’s Daimler- 
Benz and Japan’s Mitsubishi group held 
wide-ranging talks in Singapore on March 
3rd and 4th already has executives grinding 
their teeth from Seattle to Paris. If the talks 
come to anything, Boeing executives in Se- 
attle could face a formidable new competitor 
in the civil-aircraft business. Even if the talks 
produce nothing but hot air, they will infuri- 
ate French officials and businessmen fight- 





ing a fierce rearguard action against plans to 
open wider European markets, especially car 
markets, to Japanese imports. 

Mr Shinroku Morohashi, president of 
Mitsubishi Corporation, and Mr Edzard 
Reuter, chairman of Stuttgart-based Daim- 
ler-Benz, got together with chiefs from their 
various companies to explore joint ventures 
and technological exchanges in three fields: 
aerospace, electronics and services. If future 
talks make progress, the two groups may 
swap stock. A web of competitive-cum- 
collaborative business links and cross 
shareholdings would sit more easily with 
Japanese and West German firms than it 
would with British or American ones. 

The global alliance could yet fizzle. The 
two groups' scheme to make commercial ve- 
hicles together in Spain foundered in 1988. 
Plans for a "global sales network" have gone 
no further than Mitsubishi selling a few 
Mercedes vehicles in Japan. But this time 
word from Daimler-Benz is “we really mean 
business". It contacted Mitsubishi in No- 
vember to set up the meeting. | 

Both firms are big defence contractors, 
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Reuter and — want to rule the world 





but arms-making was one subject excluded 
from co-operation talks—for now at least. 
Japan heeds a self-imposed ban on arms ex- 
ports, though many in the industry believe 
that eventually it will go, or be made irrele- 
vant by the growing dual military-civilian 
use of much defence technology. Neverthe- 
less it is Daimler’s ill-timed diversification 
into defence through a string of big take- 
overs in the 1980s just before East-West ten- 
sions eased that is driving the company to 
seek a partner to help it commercially ex- 
ploit its expensively acquired technology. 
Mitsubishi, bitterly disappointed by the Jap- 
anese government’s decision to make it 
collaborate with an American partner on Ja- 
pan's next jet fighter, the FSx, may be just as 
eager to collaborate. Japan's industrial poli- 
cymakers have earmarked aerospace as a key 
industry to lift the country’s technology for- 
ward in the 1990s. 

Together, Daimler-Benz—with annual 
sales of more than DM80 billion ($43 bil- 
lion)—and Mitsubishi repre- 
sent a formidable force. The 
Mitsubishi conglomerate is an 
informal grouping of about 
160 companies. The four big- 
gest involved in the talks are: 
e Mitsubishi Corporation, 
Japan's largest trading house 
and nucleus of the group, with 
sales this year expected to be 
Y15 trillion ($100 billion). 

e Mitsubishi Heavy Indus- 
tries (MHI), Japan's largest 
manufacturer of ships, power 
plants, aircraft and defence 
equipment. Sales this year are 
forecast to be ¥2.1 trillion 
($13.7 billion). 

e Mitsubishi Electric, Japan's 
third largest electrical-machinery maker and 
the leading electronics supplier to Japan's 
defence agency, with sales this year forecast 
to be ¥2.4 trillion ($15.7 billion). 

e Mitsubishi Motors Corporation (MMC), 
Japan's number three vehicle-maker, with 
sales this year forecast to be Y2 trillion 
($13.1 billion). It is linked with Chrysler, al- 
though the American firm recently cut its 
stake in MMC from 1896 to 1296. 

Many potent advantages could come 
from combining German engineering with 
Japanese production skills, from cars to 
washing machines. The biggest challenge 
would be to America's pre-eminence in civil 
aerospace. There are huge opportunities—if 
the companies can break in. America's 
Boeing, which has traditionally dominated 
with 6096 of the business, estimates that the 
worldwide market for civil airliners of all 
shapes and sizes will be worth $626 billion 
between now and 2005. 

Daimler has built itself up from being 
merely a luxury-car and lorry maker by buy- 
ing the electricals group AEG, aircraft-engine 
maker MTU, and aircraft- makers. Dornier 


and Messerschmitt-Bélkow-Blohm (MBB)— 
all companies with big defence interests. So 
far, the West Germag group's largest com- 
mercial aerospace activity is as a partner to 
Boeing's arch-rival, the European consor- 
tium Airbus Industrie. Japan has also built 
up substantial manufacturing and develop- 
ment abilities in aerospace, but it remains a 
bit player in the civil business. MHI is a junior 
partner in production of Boeing's 767 and 
has a small stake in a five-nation consortium 
producing the v2500 jet engine. 

MHI is discussing a bigger role with 
Boeing in building a new jet, the 777. But the 
project has yet to be launched and the level 
of Japanese participation—especially in the 
vital development of the aircraft—could fall 
foul of American-Japanese trade friction. 
Rows over allowing the Japanese access to 
aerospace technology dogged the FSX negoti- 
ations. Daimler's aerospace companies, now 
grouped under the banner of Deutscl 
Aerospace, could provide more wiillir.,, 
collaborators. 

In Europe, some aerospace officials see 
the tie-up as the Japanese simply hedging 
their bets in order to avoid relying too much 
on American partners while they try to 
break into civil aerospace. But it could mark 
the beginning of a much more powerful alli- 
ance. Deutsche Aerospace has ambitions to 
build a small airliner of its own—as do Japa- 
nese companies. And the West Germans re- 
cently won a battle with France's 
Aérospatiale to carry out final assembly of 
the new Airbus A321 in Hamburg. Could 
Airbus one day, to Boeing's horror, have a 
Japanese partner? 





America's deregulated airlines 


Flying fortresses 


ISGRUNTLED American travellers 

readily grumble that, a decade after the 
introduction of an "open skies" policy of de- 
regulation, they are getting a worse airline 
service. In fact, flying in America is cheaper 
and more convenient than it ever was before 
the government stopped allotting routes. 
But chronic congestion at hub airports is in- 
furiating travellers and provoking calls for 
government intervention. Fortunately, Mr 
Samuel Skinner, America's secretary of 
transportation, is maintaining the hands-off 
approach in a new national transport policy 
unveiled on March 8th. What America's air- 
line industry needs is more deregulation and 
more competition, not less. 

Without either, passengers may soon 
have even more to grumble about. Ameri- 
ca's carriers face a tough time ahead. Mr Lee 
Howard, executive vice president of Airline 
Economics, a Washington DC consultancy, 
estimates that the combined revenues of 
America's airlines last year rose by about 796 
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against a 9% increase in operating costs. 
Wage costs are increasing and the price of 
fuel shot up by one-third this winter to al- 
most 70 cents a gallon. An extra ten cents 

in fuel adds $1.6 billion to the annual op- 

rating costs of America's airlines. The car- 
riers also have to pay for $130 billion-worth 
of new aircraft that they have on order. 

This could spell another round of indus- 
try mergers. A spate of takeovers has already 
led to just eight airlines accounting for some 
90% of domestic air travel in America, com- 
pared with 15 carriers in 1984. Despite that, 
a recent report by the Department of Trans- 
portation shows that deregulation has 
worked. Fares are lower and most travellers 
have a greater choice of airlines with which 
to fly (see chart). 

It is the way the airline industry ves de- 
veloped that is causing problems. Instead of 
flying a "linear" route system, with criss- 
crossing services between cities, airlines 
have developed more efficient hub-and- 
spoke systems. Waves of aircraft from a large 
number of cities are timed to arrive and de- 
part from a hub airport within a short space 
of time. This generates connecting traffic be- 

veen the flights. Each additional spoke 
strengthens the hub by providing a new des- 
tination for the other spokes. 

As more services are concentrated at 
hub airports, some have turned into “for- 
tress hübs" dominated by a single carrier. 
The transportation department found that 
at eight big hubs, where one airline com- 
mands 7596 or more of departures, fares 
were 18.796 higher on a cents-per-mile basis 
than the national average. 

America's regulators need to inject 
more competition into the hubs, but many 
of the airports are already heavily congested 
at peak times. Normally any spare or new 
take-off or landing slots are allocated to car- 
riers on a "first come, first served" basis. 
That treats new entrants on an equal footing 
to incumbents. But when an airport is con- 
gested, new entrants are kept out. This hap- 
pens at New York's Kennedy and La- 
Guardia airports; National Airport at 
Washington DC and Chicago's O'Hare. 
Usually, any spare slots are auctioned 
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among the carriers already entrenched at 
those airports. 

If rival airlines can obtain a slot, they 
then face a shortage of ground facilities at 19 
of the 30 largest airports in America. Air- 
lines in America often have exclusive, long- 


Gadflies 


N governments let airlines fly 
anywhere and set their own fares, 
eager small airlines are supposed to pro- 
vide the competition to keep big carriers 
on their toes. Europe's skies are now be- 
ing deregulated, as America's were ten 
years ago. But Europe's small airlines fear 
they will be squeezed out of many air- 
ports because of congestion. 

America's regional airlines have ex- 
panded greatly with deregulation by 
developing routes from smaller commu- 
nities to hub airports. Most of the 
regionals are linked to the big-league car- 
riers through either equity stakes or mar- 
keting deals. This helps to guarantee 
them landing slots at busy airports. 

By contrast, many of Europe's re- 
gional carriers are still independent: 
Some 7096 of the regional airlines' flights 
are into leading European airports, but 
the carriers worry they will lose their 
slots when competition among the big 
airlines heats up. The European Re- 
gional Airlines Association is trying to 
persuade airports to allow the regionals' 
smaller aircraft to land and take off in 
different directions. That way they can 
hold on to their slots. 

This makes a lot of sense. The ap- 
proach and departure procedures used at 
most European airports take little or no 
account of different types of aircraft. So, 
a 50-seat turboprop has to follow the 
same extended flight pattern as a giant 
450-seat Boeing 747 to land. Yet smaller 
aircraft can safely make tighter turns and 
pull up in a shorter space. Allowing short 
cuts would free up more slots. 
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term leases on airport facilities such as land- 
ing gates and check-in areas. New entrants. 
can be forced to rent facilities from a rival at 
a higher cost. 

Expanding airports and providing mo re 
efficient air-traffc control to provide mo xe 
space in America’s airline system may not E 
enough. Competition could also be en- 

ced by removing restrictions on foreign. 
investment by airlines. 

At present, foreign carriers are not ak 
lowed to operate domestic services in an 
other country and foreign ownership of air 
lines is only grudgingly allowed. Last yea r, 
during an abortive attempt to participate ir 
a buy-out of United Airlines, British / 
ways was “advised” by Mr Skinner chat 4 1 
was unlikely to be allowed to own more than 
1596 of an American airline. 

Airline radar may have detected a 
change of heart. The emergence of an inter- 
nal EC market after 1992 has raised the pros- 
pect of allowing American carriers to enter 
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Some airports in America have al- 
ready introduced special rules for certain 
smaller aircraft so they can depart and | 
land more quickly. Frankfurt in West | 
Germany and Zurich in Switzerland are 
now investigating similar procedures. || 
The main concern is that as aircraft fly | 
over different areas, there could be com- © 
plaints from residents not used to air- 



































craft noise. That may not be a problem. — 

Modern turboprops and some small jets, ||: 
like the British Aerospace 146 and Fokker || 
100, are so quiet that they have even been || 
allowed to operate into John Wayne Air- — 
port in Orange County, California, | 
where hyper-sensitive locals have forced 
the airport to adopt the strictest noise | 
regulations in the world. | 
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the European domestic market in return for 
European carriers being allowed access to 
America’s. Eventually that might lead to a 
relaxing of rules over foreign ownership. As 
Lord King, chairman of British Airways, 
asks: "Why should the airline business be 
different from the automobile, chemical or 
hamburger businesses?" 





Monsanto’s marketing woes 


Show Me 


ST LOUIS 


rofiting from a new product in today's 

health-obsessed America can be more 
difficult than inventing the thing. Ask Mon- 
santo. Even when the St Louis-based multi- 
national persuades Washington regulators 
that a new product is safe—as it did late last 
month with a fat-free fake ice cream called 
Simplesse and hopes soon to do with new 
gene-spliced animal hormones—it still has 
to convince increasingly wary consumers. 

Investors doubt that it will succeed. 
Monsanto shares stand on a modest price- 
to-earnings ratio of 11 on the New York 


- Stock Exchange, despite the company's 


spectacular recovery from a net loss of $98m 
on sales of $6.7 billion in 1985 to a net profit 
of $679m on sales of $8.7 billion last year. 


Monsanto is not a modest company. Its 


‘senior managers are sure they will overcome 


all difficulties. They claim that where Mon- 
santo leads, other chemical giants follow. 
They cite the way Mr Richard Mahoney, 
their chief executive, has transformed Mon- 
santo from a bulk chemicals plodder into a 
speciality chemicals, pharmaceutical and 
biotechnology sprinter. 

The transformation has not gone as 
smoothly as they imply. Monsanto paid too 
much when it spent $2.7 billion in 1985 to 
buy GD Searle, a lacklustre pharmaceutical 
company. Searle turned in a profit in 1989 
for the first time since its acquisition, but 
only after Monsanto had poured huge sums 
into drug R&D. 

As well as paying too much for Searle, 
Monsanto got too little when it sold off old 
mainstays that produced nearly $4 billion a 
year in sales: mostly oil, gas and the chemical 
gunk that is made from them. Just as it sold, 
the notoriously cyclical petrochemical in- 
dustry staged a boom. Low oil prices, low in- 
terest rates, a strong economy and high capi- 
tal utilisation produced a flood of profits— 
for other owners. Mr Robert Potter, presi- 
dent of the Monsanto Chemical Company, 
admits ruefully: “We have made an awful lot 
of people wealthy." 

Despite these stumbles, the company's 


- turnaround has been dramatic. Kidder, Pea- 


body, a New York brokerage house, reckons 
that less than 5096 of Monsanto's chemicals 


earnings are now sensitive to the economic 
74 


cycle, down from 75% a decade 
ago. Monsanto has upped its 
return on shareholders’ equity 
in each of the past three 
years—from 11% in 1987 to 
15% in 1988 to 17% in 1989. It 
is aiming for 20% “by the early 
1990s", far above the 10-12% 
range that satisfied the com- 
pany when it was mainly a 
bulk-chemicals business. 

Monsanto has the brains 
to achieve this ambition. 
Though Mr Mahoney's timing 
is sometimes bad, he has 
shown a talent for motivating 
his workforce, the ordinary 
Joes as well as senior managers. Under his 
leadership Monsanto has produced several 
new potential money-spinners. 

The big snag is the increasing hostility 
of consumers, and so of politicians, to pre- 
cisely the sort of products that Monsanto 
counts on to boost its profit. Roundup, the 
world's best-selling herbicide, is an example. 
Mr Mahoney says Roundup is so kind to the 
environment it could be "designed by 
God". Man remains sceptical. Pressure is 
growing on Congress to find some way of 
forcing farmers to use less chemicals. 

Monsanto's bovine somatotropin (BST), 
to produce more milky cows, and its porcine 
somatotropin (PST), to produce leaner pigs, 
are still more controversial. Both are being 
scrutinised by the Food and Drug Adminis- 
tration, but they have excited huge resis- 


Dom Perignoriega 


ENERAL Manuel Noriega's sup- 

posed cache of cocaine disap- 
pointed America's drugbusters and pro- 
paganda peddlers. It turned out to be 
tortilla flour. But his cellar was every- 
thing that an allegedly money-aunder- 
ing, drug-peddling dictator's should be. 
A British wine merchant, Drinks, is busy 
selling 500 cases of his Dom Perignon 
1982 (worth around $500,000) after tak- 
ing delivery of them in Panama. Accord- 
ing to those who have sipped it, 1982 was 
"rather a good year”. 

Drinks says sniffily that it cannot con- 
firm that the champagne was Noriega's. 
It bought the stuff in Panama from a 
middleman. There are, however, few 
other Panamanians who could have af- 
forded to buy up so much of Dom 
Perignon's limited annual production of 
vintage bubbly. The wholesalers who 
bought the booze from Drinks have 
fewer doubts: they are selling it in Palm 
Beach and points west as Noriega's Dom. 

The general was a prudent man in 
many ways. He maintained four witches 








The ugly face of ice-cream addiction 


tance from farmers as well as consumers. 
Milk sells as a pure product. Dairy farmers 
fear that sales will plummet if the public con- 
cludes, even mistakenly, that the purity of 
milk is threatened by new-fangled drugs. 

Simplesse, too, is vulnerable. It will b. 
marketed this summer by Monsanto as a 
natural, low-calorie product that is.a blend 
of proteins from egg-white and milk. Con- 
vincing ice-cream lickers will not be easy. 
They might wonder why, if Simplesse is so 
natural, the Food and Drug Administration 
spent 17 months studying it and then con- 
fined its use to frozen desserts. 

Such concerns mean that good public 
relations—or, as Mr Mahoney prefers to call 
it, public education—is crucial for Mon- 
santo. The company's prosperity turns on 
its ability to persuade Americans that it can 


on his payroll and he took trouble over 
his champagne. Dom Perignon needs at 
least seven years in the bottle to reach 
maturity. Noriega's patience went unre- 
warded: he was overthrown just as the 


Dom became really drinkable. 
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before the Morris Mini began 
uzzing around the by-ways of Brit- 
panese manufacturers had flooded 
narrow back streets with even ti- 
cars. Kei (light) cars and minivans 
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i couple of decades following their introduc- 
n in 1951. Even as Japanese grew richer, 
intry's congested roads, high petrol 











helped the tiny, inexpensive cars to 

heir popularity. 

st year, a tax change threatened. to 
he minicar market to a shuddering 








.and attractive. Now the government 
Xved to save the much-loved mini- 
nd its friends among their manufac- 
met — the vehicles to grow just 














uch of Japan's basic motoring for 


d tough emission and parking regu- 


by making full-sized cars more afford- 


trast, are ‘considered narrow enough to be 


left in the street without a parking permit. 
Even in the suburbs that can save up to 
350,000 ($330) a month in parking fees. 
Over the past decade, Suzuki, Daihatsu, 
Mitsubishi, Hino, Honda and Mazda have 


vied with one another to equip their little — 


kei cars with every conceivable. go-faster 
gadget —from turbo-chargers and intercool- 
ers to four-wheel drive and now four-wheel 
steering as well. Today, minicars can race 
along with the rest of the outer-lane traffic. 
The two top producers, Suzuki and Dai- 
hatsu, have been running neck and neck 
with around 2896 of the minicar market 
apiece. Meanwhile, the business has been 
expanding nicely on the back of its new 
high-tech image. Some 1.8m minicars and 
vans were sold in 1988. 

Then came the government's tax reform 


ot April 1989, which replaced tiers of com- 


modity taxes with a controversial consump- 
tion (ie, value-added) tax. Overnight, the 
tax on 2-litre cars came down from 2396 to 
6% (en route to the standard 3%), creating 
the biggest-ever buying binge among motor- 
ists in Japan. When the dust settled, mini- 
cars were left in showrooms across the coun- 
try as customers drove off in larger models. 
In 1989, minicar sales dipped 3.796, in a year 
that saw the total number of new cars regis- 
tered soar by 896. Geared up solely for the 
home market, Japan's minicar makers felt 


the pinch. 


Hence their relief now that the Ministry 
of Transport has roared to the rescue. Un- 


der the guise of tougher safety and pollution 


regulations, the authorities have allowed 
makers to increase the length (though not 
the width) of their kei-class vehicles by a cru- 
cial knee-saving 10cm and to boost the size 


of their engines to 660cc. This has breathed 


new life into the market. The flurry of new 


models already in the showrooms (with 54 
newly approved models to come) testifies to 
the industry's renewed vigour. With starting 
prices below Y 500,000, the average Japanese 
20-year-old can now buy a brand new mini- 
car for less than three months’ pay. 





Brazil's alcohol-fuel crisis 


Slow burn 


SAO PAULO 





N in 1975, at the height of the oil 


/ crisis, Brazil laonched an attempt to 


TN replace petrol i in cars with alcohol, the plan 


was hailed as the world's boldest alternative- 


fuel programme. In one way it has been a 
resounding success. More than one-third of 


razil's cars 1 now run on ethanol made from 
country’s. large sugar-cane crop, and 
more than 80% of new cars are ethanol- 





















































driven. But i in another way the programme 
has been a disaster. Ethanol is. now in 
shorter supply than petrol. j 

The owners of Brazil’s 4.5m ethanol c cars 
are not amused. They spend much of their. 
time in queues. The resale value of their c: — 
is a fraction of that of petrol-powered vel 
cles. Their government has not a clue how 
to sort out the ethanol crisis. So Brazil now 
exports petrol and imports alcohol: 

Some of ethanol’s worst technical diuw- 
backs as a fuel for vehicles—its corrosive na- 
ture and poor ignition in cold weather— 
have been largely overcome. But the govern- 
ment had to compensate for ethanol's lower 
efficiency by promising consumers that it 
would always be sold at 6596 of the price of 
petrol. That was a recipe for endless subsidy. 

Petrobras, the state-owned oil monop- 
oly; was strong-armed into buying alcohol 
and selling it at the price pegged to petrol. 
Meanwhile Petrobras has had to continue 
importing and refining crude oil to supply 
Brazil with the diesel fuel needed to move 
cargo by lorry and with the liquifted petro- 
leum gas used for cooking in 17 out of 20 
Brazilian households. Refining crude oil 
produces petrol, so Petrobras has found it- 
self stuck with stockpiles of surplus peti 
for which it has to find foreign markets. 

Meanwhile the government slashed sub- 
sidies to sugar-cane farmers after Brazil's 
debts soared in the 1980s. Many farmers 





promptly switched to soya and maize. This 


year rising world sugar prices have encour- 
aged some of the remaining cane farmers to 
sell their crop abroad, even while bad 
weather has cut the harvest and restricted 
the supply of cane to Brazil's ethanol distill- 
ers. Ethanol production is expected to fall at 
least 10% below the government's 1990 tar- 
get of 13 billion litres. 

The government thinks it has a solution 
to the lack of ethanol, namely a blend of 
6096 ethanol, 3396 methanol (another type 
of alcohol) and 196 gasoline. It plans to im- 
port 400m. lines a methanol over s the next 
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ABOUT DRIVING A PORSCHE 


» You can tell a good 
investment decades away.« 
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A Flexible Framework. The links that join two sides should not be rigid, 


but flexible, able to bend and shift as conditions 
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The Golden Gate Bridge, 


photographed by Alan Ross. 


change. At Bank of America, we build business foundation, to adjust to your changing needs and 


relationships with a flexible framework on a firm provide the kind of support that endures. 
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The Executive Room. A New Tradition at 
The Jianguo. 

In our unique Executive Rooms you'll find a personal work station including a full size 
desk, plenty of room to entertain clients, and of course the 24-hour room service for 
those nights you have to work late at the ‘office’. 


In fact, everything has been thought of to make your stay a delightful and productive 
one. The Jianguo. Where business is traditionally a pleasure. 
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shares. Roughly 70% of that was. 
in continental European shares. 
As much as half the business in 
some blue-chip French shares is of- 
ten done in London. The £1.2 bil- 
lion of deals on SEAQ in the shares of 
Siemens in January was equivalent to 
a third of the trading in Siemens on 
West Germany's eight exchanges. 

To win back some of that. busi- 
ness, continental Europe is importing 
London's methods. The Paris bourse 
is.allowing competing market-makers 


T HE European Community's forty-odd 
— A. stock exchanges. ate in search of a fu- 

ture. In the 1980s cosy age-old dealing car- 
tels and fixed commissions were destroyed 
by competition, Regional exchanges lost out 
to their increasingly dominant national ex- 
changes. These, in turn, had business 
— honed away by London's freewheeling 
... arket in international shares. Now the na- 
tional exchanges, newly modernised, are 
fighting back. Yet the ground is being cut 
from under all central stock- exchanges by 
less formal screen-based trading systems, in- 
cluding some run by exchanges’ own mem- 
bers. The Community's exchanges are un- 
sure whether to co-operate, or to compete, 
with each other. 

At issue is the business done in the 300 — 
or so biggest and most liquid European 
shares. These are the ones that internation- 
ally minded investors increasingly like to 
buy, which is why business first flowed to 
London, home of the international invest- 
ment banks and institutions, in the days 
when continental bourses were hamstrung 
by high commissions and stuffy regulations. 
Today London's International Stock Ex- 
change (ise) is still the beneficiary of the in- 
ternational trade in shares, much of which is 
done on the exchange's screen-based quote 

tem, SEAQ International. 

- In 1988 turnover in international shares 
on the ISE was roughly one- 
third of that in British: 
shares. In January the 


in order to trade in France's biggest 
auction-driven without 
principals. 

At the end of 1989 West Germa- 
ny's biggest banks set up a fledgling 


market 


provide prices in the 14 blue-chip 
stocks whose options started trading 
on West Germany's first-ever deriva- 
tives market, the Deutsche Term- 
inbórse (DTB), in January. Though IBIS 
has had a fitful start, it could become 


gling that keeps West Germany's re- 
gional exchanges fragmented. It could 
thus threaten London. 







between the EC's ex- 


£33 billion ($50 bil changes, some say 

lion) of business done there are strong 
~ through sEAQ Inter- grounds for co-opera- . 
` “national was a tion. The liquidity 


third more 
-than in British 
n submitted to the 
forces of free 


-European stockmarket 2 


Me 


to put up their own capital and quotes - 


shares. Previously, Paris was a pure - 


screen-based reporting system in 
Frankfurt, called iis. Its point is to 


a screen-based trading vehicle that 
would circumvent the political wran- _ 


Despite this growing competition 4 


that a market pro- ¢ 
vides suffers when. 










FEE folk see ahe Eni for 
AS  pean-wide systems of informatio 
vy = porting and settlement, because 
would create economies of scale. 
more enlightened officials adi 
international investors, who 
view Europe as one market, have 
deal through a tangle of equity sys T 
in each domestic market. 
_ Though Europe's exchanges want 
; toget into the same la they have dif- 
ferent dreams, Andrew Hi 
Smith, the isE's Mua last year 
urged his idea of a pan-Europe: in, 
) screen-based trading system for E 
rope's biggest stocks. Isn't.that rather 
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like the current SEAQ Internationa 
murmured the other exchanges 
daunted, Mr Hugh Smith sticks 
guns (which i is what you would 
of the chairman of Holland & H 
gunsmith to the nobs). | 
.. Then it was the turn of Mr R 
iR Essi the head of the Pari 
Pp. le had the idea of a: Ea O 
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rently * in ae Last the 
eration of Stock Exchanges i in the 
throwing in its ha’penny-worth, 
plans for a common networ 
Pipe, that would carry | uropean ' 
lated company news" (without expl: 
ing what that news would be), In 
the federation is due to unveil prop 
als to build a (French-spon 
trading system aroun 
network. 

. Building grand syster 
thing, persuading se season 
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ment bankers and their clients to use them 
is another. The biggest international securi- 
ties houses that handle the bulk of Europe's 
international share business have a presence 
in most of the leading exchanges. Yet a high 
hurdle exists that prevents co-operation be- 
tween these different exchanges represent- 
ing the same members: settlement, the in- 
visible but crucial business of exchanging 


shares for cash after a trade is done. 


Each domestic European market has its 


own settlement system, often run by govern- 


ment bureaucrats. Thus though the West 
German market has one of Europe's worst 
trading markets (eg, investors carinot always 
efficiently buy and sell the number of shares 
they planned to), it has the most efficient 
settlement. London's dealing system is one 
of Europe's best, its settlement currently 
one of the worst. Yet the distinguishing fea- 
ture about all these local clearing houses is 
the paucity of effective links between them. 
Given the international nature of share 
dealing and the avowed need for pan-Euro- 
pean co-operation, this seems odd. 

True, European exchanges, including 
London's, are working hard towards meet- 
ing the targets for settlement systems laid 
down by the Group of Thirty, an indepen- 
dent financial-market think-tank. Yet two 
private-sector clearing houses,  Cedel 
(owned by a consortium of banks) and Euro- 





clear (managed by J.P. Morgan, an. Ameri- 
can wholesale bank), are far closer to meet- 
ing all those requirements. 

Those two firms cannot currently com- 
pete head-on with domestic clearing houses, 
because the latter charge prohibitively for 
transferring stock into and out of their sys- 
tem. This is short-sighted, for Cedel and 
Euro-clear could prove ideal hubs around 
which Europe's exchanges can build a cheap 
and efficient international settlement net- 
work. That would do more than anything 
else toward creating a single, competitive, 
European market in shares. Now, word 


trickles out that Luxembourg, via Cedel, 
thinks of building a central settlement sys- 
tem for European shares. 

Europe's exchanges also face a threat 
from the members they are meant to repre- 
sent. Rather than pay a fee to use an expen- 
sive and cumbersome bourse, internation- 
ally minded investors will turn to cheaper 
and simpler solutions. 

Next month America’s screen-based 
over-the-counter market, NASDAQ, switches 
on in London during European hours. 
Though the system will primarily be a mar- 
ket for American stocks, dealers will also be 
able to trade in 90 American Depositary Re- 
ceipts (ADRs) for European shares. (ADRs are 
settled in just five days, compared with Brit- 
ain's two-week account period.) 

In West Germany, IBIS is negotiating to 
have its prices carried around the world by 
Reuters, a financial-information company, 
which would erode both Frankfurt's ; ` 
London's position. (Then again, noth 
would be simpler than to plug BiS into 
NASDAQ's system.) Other securities houses 
will follow the example of Credit Suisse First 
Boston, which last month arranged a new is- 
sue of shares in. Nestlé, a food company, 
posted their price on Reuters, and settled 
them through Euro-clear. It is time for Eu- 
rope's bourses to show the same spirit. 








The techno T-bond market 


AS markets go, they do not get much 
clubbier than America’s $100 bil- 
lion-a-day Treasury market. Though vast, 
the way that the 44 primary dealers have 
long been able to exercise a degree of con- 
| trol over how prices are disseminated has 
baffled even Congress, whose General Ac- 
counting Office (GAO) launched an in- 
quiry into the market structure some time 
ago. That report is due out in the spring; a 
United States Justice Department report 
is also expected. But competitive 
rumblings might anyway now be 
leading to a wholescale restructur- 
ing of the way the market works. 
The ptimary dealers have kept 
their grip on the market through 
the inter-dealer brokers. These 
firms post the prices at which the 
dealers anonymously shuffle paper 
between themselves, which is the 
truest indication of the price at 
which trades are being done. That 
is why the primary dealers are wary 
about letting outside investors (ie, 
the retail market) see those prices. 
The primary dealers have en- 


p 


ald. Cantor sells the prices on its screen to 
Telerate, a financial-services company 
owned by Dow Jones. This gives Telerate 
the edge is providing real-time prices to 
the rest of the world. That is a source of 
interest to the federal agencies. The joy to 
dealers of just one price (rather than 
quote) feed is that it can then be, shall we 
say, influenced. The history of the T-bond 
market is littered with brokers who have 
tried to advertise real-time prices on their 








screens to a wider audience, only to be 
blackballed by the dealers. 

There are now.signs that some of the 
biggest primary dealers, including Morgan 
Stanley, Goldman Sachs and First Bos- 
ton, are getting tired of always giving their 
data to Telerate. They are muttering 
about keeping it to themselves and setting 
up their own trading network. They are 
not alone. 

One inter-dealer broker, Chapdelaine, 
plans to link up with Quotron, a quote- 
vendor owned by Citicorp, to produce an 
automated trading system called Chats. 
The hope is that this new technol- 
ogy will break the dealers' price mo- 
nopoly. With the "ticker-tape" of 
prices that deals on the system 
might provide, investors could 
then carry out all sorts of technical 
trades, particularly if Chats ties up 
with a moribund market, the New 
York Futures Exchange, that lists 
Treasury-bond contracts. Reuters, 
Telerate's bigger rival which has 
never broken into the T-bond mar- 
ket, also hopes to use technology to 
succeed. It is spending millions de- 
vising an analytical trading package 
to rival the famous one produced 


sured that the retail market can see , 4 by Mr Michael Bloomberg for 
the prices displayed on only one in- Ji. Merrill Lynch. Reuters's insiders 
ter-dealer broker, Cantor Fitzger- ^ Awaiting the killer call it the "Bloomberg Killer". 
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A weak currency, high interest rates and a slowing economy make Brit- 
become more unattractive 


ish equities dull investments. They will 


HE British stockmarket has had a 
miserable year so far. Turnover is 
thin. On only three days this year has the 
market managed to trade more than 500m 
shares. Average daily turnover, at 408m 
shares, is more than 20% below pre-crash 
1987’s level. Prices, too, are down. Both 
the index of blue-chip shares, the FTSE- 








On international comparisons gilts still 
look expensive, although their yields have 
risen by a quarter so far this year. The real 
(ie, after inflation) yield on ten-year gilts is 
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` w SU v L 
"v9 à 


very optimistic noises about its prospects 


for the current year. That leaves investors 
sceptical of analysts’ guesses that compa- 





analysts’ expectations, none has yet made E 


nies will in fact increase earnings by 5%. 1f. | 
there is no earnings growth, the prospec- || 


tive earnings multiple rises above the 11 


times barrier and makes the market (on ; ! 


historical terms) fairly priced. 
British industry's lack of confidence in 


the future is also evident from the current || 


respite from takeovers 


management - 

buy-outs. In the last three months of || 
1989, takeovers and buy-outs worth £7 || 
billion ($11 billion in those days) werean- || 


que and the broader FT-A All Share index + now less than 4% ; Japanese bonds (with nounced. In January and February of this | 
have fallen more than 8%. Both will have ^ real yields of close to 4.596), West German year the value of such deals has been less || 


to fall further before British shares look 
good value again. 
This year's collapse in Tokyo share 


prices—from 38,712 to 33,690—has con- 


fused London. On many mornings Lon- 
don has followed Tokjo s lead down, be- 


fore recovering later in the day, when - 


Wall Street's opening has shown 
American investors’ apparent un- 
concern at events in Japan. Lon- 
don's position in the world's time- 
zones, however, is not the only 
reason for the stockmarket’s 
skittishness. 

Several important indicators 
point to a further fall in the stock- 
market. First, compare the earn- 
ings yield of equities with that of 
bonds (see chart). Historically, the 
yield on long-term government 
bonds has been around 1.2 times 
the vields available on. industrial 
equities. Now benchmark govern- 
ment bonds such as the Treasury 
2003/07 are yielding around 
11.796 while the earnings yield of 


industrial companies’ equities is - only 62% of their liabilities. The 
9%, a 1.3 multiple. | figure has never been lower in the 
This makes equities look a bit expen- grew at a real rate of nearly 2106, average 1980s and is close to the level reached in 
sive (albeit not as expensive as they have ~ earnings growth for companies in the FTA — the liquidity crisis of 1974. 
been: immediately before the 1987 stock-  All-share index was about 12%. This year Such a cash bind can only be bad news — 


market crash, the multiple was 1.75 times, 


with bonds yielding 10% and the earnings 5% and economic growth probably below companies will spend less. Stocks will be 
yield on equities only 5.7%). Unless there 1%; This fall in earnings is going to affect ‘more closely controlled, while investment — 
is a dramatic rally in the gilt market to dividends: in 1988 and 1989 British com- and dividends will be cut. The Confedera- 
take yields below 1096, or an equally unex- panies increased dividends by 15-16%. tion of British Industry's survey of indus- _ 


pected surge in British companies' earn- 
ings, equities, by measure, are too 
high. A further fall of 10% in prices would 
bring their relationship with gilts back to 
its historical norm. 

A more traditional comparison of divi- 
dend yields with government-bond yields 
also points to a fall in the market. An old 
rule of thumb is that shares are expensive 
when gilt yields are more than 2.4 times 
the average share yield. The FTA All-share 
index is now yielding around 4.8%. That 
means red lights are now starting to flash. 


(with real yields of 6.3%), French (around 


7%) and Dutch (close to 9%) all offer a 


more attractive returns. 
If the market is not going to get much 


help from the bond market it is going to 
- get even less support from corporate prof- 


its. Last year, when the economy probably 





earnings growth i is likely to be closer to 


The grimmer the forecasts for eco- 
nomic growth, the more rickety the stock- 
market's remaining prop looks. If British 
companies manage to increase their earn- 


- ings by 596 or more, the stockmarket 


stands on a multiple of around 10 times 
1990's expected earnings. means 


that in strict price-to-earnings terms the 


market is actually rather cheap. At the 
time of the crash in 1987, British compa- 


. nies were priced at 20 times their annual 


ings. 
But although the companies which 


than £1 billion. Investors are having to || 


value shares on duller fundamentals (such 


as the prospects for earnings and dividend — 
growth) rather than the more fanciful | 


break-up values that were the rage in 1988 
and 1989, 


The boom in takeovers has left British | 


companies worried about the state 


erating profits grew by around 


but interest. payments rose by 


rise in stocks (inventories) which 
needed financing, and companies 
were probably in deficit to the tune 


1990. 
Firms have also been 


end of 1987, large British compa- 
nies had around 1596 more in li 
uid assets than they had in 
borrowings. By September 1989 


for the stockmarket. To conserve cash 


running 
down their liquid assets. At the 


— 


they had liquid assets equivalent to 


trial trends shows that companies’ invest- - 


ment plans have been trimmed for the 


= 


past four quarters. The same pattern pre- - 


ceded the recessions of 1975 and 1980-81. 

Even the fact that British investment 
institutions are holding record amounts 
of cash (around 596 oft their £550 billion. 


in assets) may not support the stockmark- - 


et. Why should they buy British shares 
when they can earn 1596 from holding 
cash? What they may have to do is take up 
rights issues from over-stretched compa- 


nies. But that will not help London's 


of their balance sheets. Their op- || 


20% in the first half of 1989 com- || 
pared with the first half of 1988, I| 


nearly 8096. Add in a £10 billion © 


of up to £20 billion by the start of | 
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A rally in the gilt market is unlikely. have — recent have (mostly) met stockmarket to move higher. 
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Span troubled casualt insurers | 
n stormy waters 


'OKYO 


. pan's era of cheap money look like being 
ts casualty insurers. For the year to March 
1 1990, Japan's big five non-life insurance 
ompanies—Tokio Marine & Fire, Yasuda 
‘ire & Marine, Taisho Marine & Fire, 
sumitomo Marine & Fire and Nippon Fire 
& Marine—are expected to report a slump 


nade in 1988-89. The biggest, Tokio Ma- 
e& Fire, i is likely to see its profits fall 5% 
fter paying its taxes. Cap in hand, the non- 
ife companies called on the Ministry of Fi- 
ance, seeking approval to halve the divi- 


e policies, 


ad been at their lowest since the end of the 
econd world war. Fearing a recession in 

86 following the rise of the yen, the au- 
horities had slashed rates like retailers pre- 
aring for a fire sale. The official discount 
rate, which had stood at 5% since 1983, was 
owered in four rapid steps to 2.5%. Declin- 


special blessing on the insurance industry. 
The nor-life companies benefit particularly 
because their cost of funds falls faster than 
the yields on their investments. That is one 
big reason why Japan's non-life companies 
have been making good profits in the past 
three years. 

Now the finance ministry has realised 
the error of its cheap-money ways. Easy ac- 


‘porters adjust to the higher yen, but mostly 


rices. The government is now worried that 
hese two speculative bubbles could burst 
messily over everyone—hence the policy U- 
urn last year. Since then, the Bank of Ja- 
n's official discount rate has been jacked 
Ip three times in quick succession and now 
tands at 4.2596. Soon it will be back to 596 
ir more. Just as the non-life-insurance com- 
nies basked in the sun as interest rates 
ame down, now they are — to 
hiver as rates rise. 
. Lacking real competition, they are feel- 
as cold as each other. Premiums are uni- 
rm; only the amount of service and pack- 
ing of policies distinguishes one company 
m another. All have had bumper years 


or 40-45% of total premiums, although the 
rofit margin on that business is only just 
ver 1096 (compared with, say, 2296 for acci- 
lent insurance). Tax changes i in April 1989 


as 10%. That touched off one of the biggest 
ar buyi xd years, with new reg- 
U Unforte nately, the tax 





SHE first casualties of the ending of Ja- 


n profit from the ¥100 billion ($780m) they 


nds they pay investors with savings-linked 


ing interest rates have always conferred a | 


cess to cash may have helped Japanese ex- 


t just inflated stockmarket and. property 
and accident policies, 


m selling motor insurance. This accounts. 


educed the cost of cars in Japan by as much 
































Until last May Japanese interest rates on e 


changes favoured costlier models, which are. 


proving horribly expensive to repair. Never 
wildly profitable, motor insurance is now 
proving a bane. 

Most of the non-life companies' recent 
growth has come from packaging savings 
called (in the jargon) 
maturity-refund insurance. Like an endow- 
ment policy with profits, the deposits on the 
savings part of such policies are refunded on 
maturity along with accumulated interest 
and dividends. The insurance part of the 


premium is usually about 1096 of the whole 


in the case of an accident policy; and nearly 
3096 for a fire one. All the non-life firms of- 
fer subscribers a guaranteed 496 interest on 
such policies, plus a dividend of 496 or more 
(depending on the return on investment). 
Policies’ maturities vary from three to 20 
years. - 
These policies had been varticilany: at- 
tractive to small savers. With ordinary in- 
vestments, the Japanese taxman takes 2076 
of the income. But with insurance policies, 
the interest and dividend i income is tax-free. 
Then came last year's rise in interest rates, 
along, coincidentally, with fancy new fixed- 
income instruments such as smalllot 
money-market certificates offered by the 
banks. 


Meanwhile, the number of savings poli- 


Richard Bree 








p ‘cies: that the rion-life © companies s have sold 
“over the past four years has forced them to 
increase their reserves substantially. During 


the past year, they have had to pay out ¥2 


. trillion ($14 billion) i maturity returns— 


'and that was on policies that were taken 
out before the maturity-refund business 
began to take off. By fiscal 1991, when 
the five-year contracts made in fiscal 
1986 mature, reckon analysts at 
-. Goldman Sachs, an American invest- 
ment bank, the outflow of funds for 
maturity returns will become a seri- 
ous problem. . 

Stashing away sufficient reserves 
to cover such. payments. would have 
slowed the non-life insurers down 
J sooner or later. The sudden rises in in- 

terest rates means that they have little 
option but to pare back their profit by 
! making bigger provisions. Nasty thing, this. 
expensive money. . 








Drexel Burnham Lambert 


Just an oversight 


NEW YORK 


REXEL Burnham Lambert may have 
filed for Chapter 11 bankruptcy, but it 


still sends tremors through the offices of se- 


curities regulators. Both the Securities and 


Exchange Commission (SEC) and the New 
York Stock Exchange (NYSE) are looking 
into the circumstances of Drexel's sudden 
demise. Their inquiries could embarrass 
Drexel's directors, some of whom are rather 
well-known at the SEC. They include not 
only Mr Fred Joseph, Drexel's chief execu- 
tive, but also Mr John Shad, fomer sec 
chairman turned Drexel chairman, Mr Rod- 
erick Hills, another former sEC chairman 
and Mr Ralph Saul, one-time president 
the American Stock Exchange and a former 
senior SEC official. - 


These three men were brought: on to the 
Drexel board in early 1989 after the firm set- 


tled charges of securities fraud by pleading 


guilty to six counts of felony and agreeing to 
pay a $650m fine. As part of this deal with 


the government, Mr Shad, Mr Hills and Mr 


. Saul were to sit on an oversight board spe- 


cially set up to ensure Drexel’s future com- 


. pliance with securities laws. 


The oversight appears to have been 


minimal. The sEC has been concerned by 


the disclosure that just weeks before the firm 
failed, Drexel paid. out $270m in staff bo- 
nuses ($206m in cash and $64m in now- 
worthless . Drexel preferred shares). Mr 
den, the sec’s current chair- 
man, told the Sen 






ate banking committee on 


March 2nd that the sec launched an inquiry 


as soon as it learned about the bonuses, ia 
determine whether they had been made “i 
contemplation”. af the nn s * pending f fail- 








ure. Mr Breeden also said that the SEC would 
review the performance of Drexel’s board. 

_ Drexel has claimed there is nothing im- 
proper in the payments. A company spokes- 
man, Mr Steven Anteder, says that over 
40% of the bonus pay-out was “guaranteed 
incentive compensation”, agreed following 
the settlement with the government in a 
largely successful effort to stop top employ- 
ees from leaving Drexel to join Wall Street 
competitors. 

This may be true. For Mr Joseph took 
his 1989 bonus of $2.5m in the now dear-at- 
any-price Drexel shares. (His cash com- 
pensation in 1989 was $450,000.) This sug- 
gests the decision to pay the “guaranteed” 
bonuses reflects shocking ignorance on the 
part of Drexel’s senior managment about 
the firm’s desperate financial plight, rather 
than a cynical decision to take the money 
and run while there was still some cash left 

the till. 

Drexel also had a tradition of paying 
Wall Street’s highest bonuses. In 1988 
Drexel reported a loss of $161m after paying 
out $505m in bonuses. However, such con- 
siderations are unlikely to deter Drexel cred- 
itors from pursuing the issue of bonuses 
through the courts should their debts not be 
repaid in full. Their number includes the 
government, which is still owed $150m of 
the $650m fine. 

Meanwhile, the NYsE also could bring a 
failure-to-supervise action against Mr Joseph 
and Mr Robert Linton, Drexel's former 
chairman, and possibly others. The NYsE's 
own investigation of Drexel was triggered by 
the firm's guilty plea to six felonies. Mr 
Richard Torrenzano, the NYSE’s chief 


spokesman, describes the Drexel bankrupty 
as, "the largest regulatory problem in the 
197-year history of the New York Stock Ex- 


change". 
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Currencies 


Greenback to tumble 


N THE past week the central banks of 

America, Japan and West Germany have 
sold dollars furiously to halt the American 
currency’s rise. They need not have both- 
ered. Once present uncertainties over Ger- 
man monetary and political union are set- 
tled, the dollar looks set to fall against both 
the yen and D-mark. 

First, consider the D-mark. The bond 
(and now currency) markets seem worried 
that German monetary union will push up 
West Germany’s inflation rate. Such fears 
are exaggerated. Although it now seems 
likely there will be a one-to-one conversion 
rate between the D-mark and the Ostmark, 
East Germans will probably be able to con- 
vert no more than a quarter of their savings 
(roughly DM50 billion, or $30 billion) at 
parity. The rest of their savings are likely to 
be frozen for some years, or exchanged at 
much less favourable rates. If so, there will 
be around a 496 boost to the West German 
money supply, most of which will merely fi- 
nance the increase in output that economic 
union should bring about. Even if inflation 
picks up, the Bundesbank is likely to re- 
spond by pushing up interest rates. 

The task of rebuilding the East German 
economy will attract foreign investment into 
the country. The West German government 
budget deficit is also likely to increase, as it 
finances public investment in the East, and 
bribes the East Germans to stay home. The 
anticipation of this has already pushed up 
West German government-bond yields. Ad- 
justing for current inflation, West German 
government bonds now offer a yield of 
6.3%, whereas America’s government 
bonds offer a yield of 3.296. The combina- 
tion of a relatively tight monetary policy, fis- 
cal expansion, and an inflow of foreign in- 
vestment sent the dollar soaring in the early 
1980s. It should have the same effect on the 
D-mark in the 1990s. 

The case for the yen is almost as strong. 
The main reason the yen has been so weak 
over the past two years is that the Bank of 
Japan has kept interest rates low, partly at 
the behest of the American administration, 
in order to stimulate domestic demand. The 
low-interest-rate policy looks set to change, 
as the Bank of Japan appears determined to 
arrest inflation, which has risen from 196 at 
the beginning of 1988 to 3% in January this 
year. If, as expected, interest rates rise, this 
should encourage Japanese investors to 
bring back home some of their capital now 
parked overseas. 

In 1989 the Japanese current-account 
surplus narrowed by 2896. Much of the de- 
cline was because the appreciation of the 
yen between 1985 and 1987 at last worked 
through to the trade account. Typically, vol- 
























One way to go 


Dollar exchange rates 
Comparable scales 


umes of imports and exports take two years _ 
to react to changes in the exchange rate: but 
Japan is always a bit slower at every 
when it wants to be. Since the start of 1988 
the yen has fallen by 1896 against the dollar; 
over the next two years the current-account — 
surplus should therefore widen again. Un- — 
less the Japanese offset the larger surplus — 
with more purchases of foreign assets, the — 
extra demand for Japanese goods should - 
push the yen back up again. 

Over the past two years fears that Amera 
ica's current-account deficit was unsustain- - 
ably high have subsided. Since, as everyone — 
was told, world financial markets were inte- y 
grated, capital went where returns were 
highest. The large current-account deficit in 
America merely reflected the abundance of 
investment opportunities there. The deficit 
could thus be sustained indefinitely, it was 
— without sending the dollar tum- 

ng 

Maybe, and maybe not. First, America’ s 
Congress is mulling proposals to restrict for- 
eign investment. If that were done, demand — 
for American assets would fall, and the dol- 
lar would plunge. Second, in the next de- - 
cade Americans themselves are likely to - 
start investing more abroad. In the 1980s, 
while America encouraged foreign invest vest- 
ment, Japan and much of Europe did not. 
But by 1992 the remaining restrictions on 
investment in Europe should be eliminated, 1 
and Japan, under American pressure, is 
set to lower barriers to investment. Accord- 
ing to the OECD, private-sector American in- 
vestment abroad amounted to 196 of Ameri- 
ca's GNP in the 1980s, whereas foreign — 
investment from the private sector of other 
countries equalled 11% of their GNP. Ameri- — 
can pension funds now hold 396 of their as- 
sets abroad; a rise to 496 would cause $20 - 
billion to leave the country. 

The dollar could be propped up by a rise 


in American interest rates. But while the 
85 





A See 





> «oe NT S, ^2 4 
" 
FI Al 2 | 
NANCE ` 





PAIS 


— Lon rn 








~ chairman of the Federal Reserve, Mr Alan 
Greenspan, seems to think that the risk of a 
recession in America is falling, the Bush ad- 
. ministration believes otherwise. Without 
continued economic growth the administra- 
. tion has no hope of reaching the Gramm- 
Rudman budget deficit guidelines. So it is 
putting pressure on the Federal Reserve to 

— keep rates low. 
Dollar optimists point to the fact that 
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.. Bank-deposit insurance 


Protecting Auntie 













JUST as the last European community 
countries are introducing insurance of 
= bank deposits to protect small savers, 
America is thinking of reducing the scope of 
— its pioneering scheme introduced more than 
half a century ago. Many people in America 
_ feel that deposit insurance exacerbated the 
-. 1980s crisis in their savings and loan (thrift) 
.— industry. Lenders, it is said in an argument 
_ that applies equally to banks, can be reckless 
- in their credit risks, because insurance re- 
. moves one market discipline. Depositors 
have little incentive to remove savings from 


overextended banks or thrifts if they know 





How bank deposit insurance is done around the world 


the dollar is still below its purchasing power 
parity with the yen and D-mark; that is, a 
basket of similar goods costs less in America 
than in Japan and Germany. Money men 
are more likely to be influenced by real rates 
of return than cost of living differences 
across countries. Financial liberalisation, 
good investment opportunities and tighter 
monetary policy in Europe and Japan should 
spell trouble for the greenback. 


they will get their money back, come disas- 
ters whence they may. 

America introduced deposit insurance 
in 1933 for banks and in 1934 for thrifts. 
From then until the mid-1980s, it was rare 
for more than 20 banks to close in any year. 
But rising interest rates in the late-1970s and 
early 1980s hit a lot of thrifts, whose assets 
were mainly long-term and fixed-rate mort- 
gages. Their deposit-insurance agency, the 
Federal Savings and Loan Insurance Cor- 
poration, became insolvent and its obliga- 
tions passed to the Federal Deposit Insur- 
ance Corporation (FDIC), which handles 
deposit insurance for commercial banks. 

The value of American deposits insured 
was set at $2,500 in 1933, which is worth 
about $30,000 in today’s money. Current 
schemes insure deposits of up to $100,000 





Is the bank insured, dear? 
each. This has sparked a debate about tight- 


ening and reforming the system. 

The table below compares the deposit- 
insurance schemes in leading industrial 
countries. Most European schemes have 
been introduced only within the past ten 
years. The most recent, Ireland’s, came into 
effect only last November. There is a wide 





| Country Established Condition of Administration How funded Banks’ annual contribution iccum Level of protection 
America — 1933 voluntary official contributions from 0.083% of insured deposits - all yes $100,000 
l participating (0.15% from 1991) 
| Belgium 1985 voluntary official calls on participating 0.2% of belgian franc BFr only yes BFr 0.5m per depositor 
à institutions in event liabilities E l {but overall limited to 
. flos WS, assets available in Fund) 
| 1982 compulsory official contributions from minimum initial contribution of £10,000 £ only yes 75% of deposits up to 
| ' .. participating further calls when necessary up | per depositor 
. institutions. Fund ^ 10 £300,000; ceiling of 0.3% 
| ceiling is £6m — . — of bank's deposit base’ 
France —— 198) compulsory private calls on participating on losses; FFr only ys FFr 0.4m per depositor 
| in event — annual maximum for small " ; 
> of loss banks 1% of deposits | 4 
Holland 1979 compulsory official calls on participating based on %-of loss to be met. - all yes ' 35,000 guilders per depositor 
ri? institutions in event individual annual contributions not | — 
| vies - to exceed 10% of own funds 
1989 compulsory ^ official contributions from — ^ 0.296 of deposits; IRE (but pros — ^ yes 80% of first IR£5,000 
T participating a minimum of IR vision to extend 70% of next IR£S,000 
institutions _ £20,000 (no maximum) - - to other currencies) — — 50% of next IR£S,000 
1987 voluntary private calls on participating total amount fund set at 1% all yes 100% on claims to 200m lire 








 Wüemmany 195 voluntary privatë contributions from 0.03% of deposits all maximum of 30% of bank's 
| participating liable capital per 
. | Sources: Bank of England, FDIC, Central Bank cf Ireland, Japanese Ministry of Finance 
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Now: each and every Friday 
a million to win... 


This extraordinary chance and others are offered 
to you by the state-controlled NORTH-WEST-GERMAN 
STATE-LOTTERY. Extraordinary! More than every 3rd 
ticket-number wins guaranteed within the period of the 
lottery. Total winnings for the 84th lottery will amount to 
about 273 million DM or $ 151 million. The Super- 
Jackpot by itself amounts to 32 million DM. 


The maximum Super-Jackpot 





alone comes to |x 4 million DM. 


The prize-money is paid in DM, one of the strongest cur- 
rencies in the world. The lottery runs over a period of 26 
weeks. One drawing every week. That means 26 draws 
and 26 chances in total to become a millionaire! The price 
money increases from draw to draw. All draws are super- 
vised by state auditors. 


The 84th NORTH-WEST-GERMAN STATE-LOTTERY runs from March 30th to September 21st, 1990 


State- 
controlled 





& du 
It's easy to participate: Y sait 


@ Please send us the order coupon - or if missing - a 
letter. 


@ Attach payment for the tickets you want, using either 
cash by registered airmoil-postage, international post- 
al order, personal cheque, cheque drawn by bank or 
travellers cheque. You can also pay for your ticket after 
receipt of the invoice. 


We send you the tickets, further information and the of- 
ficial draw schedule. After each class you receive the of- 
ficial winning list as well as your ticket for the next class. 


Within'days you will be notified each time you win. Your 
prize-money will be transferred by cheque to any place 
you wish to. The prize-money is paid to you free of Ger- 
man Tax. and the whole amount will be paid without any 
deductions. You remain absolutely anonymous. 

We guarantee fcst, reliable and confidential service 
world-wide. 

















This is why it is interesting for you to join 
the lottery: 273 million DM prize money 
1 x 4 million DM as maximum prize-money 
1x 3 million OM 
2 x 2 million OM 


22 x 1 million DM 
and in addition 


320.333 prizes up to 500.000 DM 





Only 800.000 tickets from the basis of the lottery. Out of these 
tickets 320.359 numbers win in the course of the lottery: So, we can 
guarantee winnings for more than every 3rd ticket-number! 





Mail to: Walther Ruge * Heidenkampsweg 32 · D-2000 Hamburg 1 * West-Germany 
Telex: 211904 trcon d « FAX: 234209 







Mail to Walther Ruge * Heidenkompsweg 32 + D-2000 Hamburg ! * West Germany 


Please write in German O English O Mr. O Mrs. O Miss O 
Cleor letter-printing pleose 


Firs! nome 




















Charge my O DINERS CLUB LJ AMERICAN EXPRESS O EUROCARD 


Handling chorges for poyment by credit cord 6%. 
Name of Cord Holder 
Acct. No. 

Expiration 


O VISA 





Signature 


Order-Cou 











Win 100% with a 1/1 ticket, or 50% with a 1/2 ticket or 25% with a 1/4ticket. Don't 
forgel: either way, every 3rd ticket number wins guaranteed! Try your luck! 


Please fill in the number of tickets you want to order with 
this coupon 


A 
XR M 
—— 
EDRR 


Secure your chance to win now! 






* The quoted US S or £ equivalents are only a rough estimate 
For exact exchange rétes please ask your bank 


DM 741,- (approx US $ 455,- ou £ 277,-)* 
DM 381,- (approx US $ 235,- ov £ 143,-)* 
DM 201,- (approx US $ 130,- ou € 77,-)* 
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1/1 ticket 








1/2 ticket 








1/4 ticket 





Mail your coupon today! 
* Your prize money will be transferred confidentially by cheque to any adress or bank in 
any port of the world. Payments through personol cheque in DM, €, or US $ will be 
accepted or through o bank droft, Americon Express, Diners Cord, Eurocord, Access, 
Master Card or Visa 

All prices ore for the whole lottery including oir mail postage and winninglistafter each 


Fc? E ENS — ER dike month. No additional charges’ Valid only where legol! 


Vald only where legal Not avaliabie 
to residents of Singapore 
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variation from country to country in almost 
everything: whether the scheme is privately 
or officially run, what is the degree of gov- 
ernment subsidy, what are the levels of 
cover and premiums. 

During the 1980s, the seemingly tech- 
nical issue of banks' capital-adequacy ratios 
became an international trade dispute. Af- 
ter fierce argument, there was agreement on 
a set of international rules to stop countries 
giving their banks an international competi- 
tive edge. Many international bankers ex- 
pect deposit insurance rules to provide the 


next argument—and agreement. 

American banks are likely to be scream- 
ing loudest. Even if their domestic system is 
not further “reformed” (ie, made a bit beast- 
lier to them), they think their international 
competitors are being subsidised. From next 
year, American banks will be paying annual 
premiums ten times as high as those asked of 
Japanese banks, and five times as high as 
those asked of West German banks. Lucky 
French banks do not have to cough up any 
payments until after the deposit agency has 
paid out. 





Environmental auditing 


How green is my company? 


WO years ago Environmental Data Ser- 

vices (ENDS), publishers of a British 
newsletter on company and government 
greenery, drew up a directory of environ- 
mental consultants. There were 125. Next 
month ENDS publishes a second edition. The 
number has roughly doubled. Most of those 
firms offer clients something called “envi- 
ronmental auditing", a concept long estab- 
lished in America but relatively new in 
Europe. 

In America, environmental auditing has 
a narrow meaning. American companies 
need to be sure that they are complying with 
the complex legislation that governs their 
responsibilities for avoiding pollu- 
tion. Specialist environmental au- 
ditors check compliance, and ex- 
amine sites or plants that are 
being bought or sold to ensure 
they carry no surprise liabilities. 
Many auditors also offer to help 
clients go beyond strict compli- 
ance, and test their products or 
processes for environmental 
friendliness. 

In Europe, environmental leg- 
islation is less developed. Until re- 
cently, this sort of auditing has 
been largely confined to the sub- 
sidiaries of American companies. 
Union Carbide’s disastrous ex- 
perience at Bhopal in India per- 
suaded many American compa- 
nies in 1984-85 to adopt for all 
their subsidiaries the standards 
they followed at home. First in the 
field were chemicals and petro- 
chemicals companies. Arthur D Little, a 
management consultancy based in Cam- 
bridge, Massachusetts, developed environ- 
mental health-and-safety auditing for Allied- 
Signal after a series of pollution incidents 
involving a pesticide called Kepone. In the 
early 1980s chemical and petrochemical 
companies accounted for four-fifths of Ar- 
thur D Little's world-wide clientele. 

The range of companies calling in envi- 
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ronmental auditors has widened over the 
past two years—although most are still in 
manufacturing. Within the past year a grow- 
ing number of European companies have 
employed consultants. One British consul- 
tancy, SustainAbility, found that within a 
month of starting to undertake such audits 
(in conjunction with another management 
outfit, PA) 30-40 companies had asked for 
help. Dr Ron McLean, who runs environ- 
mental management for Arthur D Little in 
Europe, reckons that European companies 
now account for 30-4096 of his business. 
Two years ago, all of his clients were the Eu- 
ropean subsidiaries of American firms. 





There's no accounting for waste 


Dames & Moore, another American con- 
sultancy, reckons its European business has 
doubled in the past year. 

While American companies first took 
an interest in environmental auditing be- 
cause they were worried about compliance 
with anti-pollution legislation, European 
companies worry more about their public 
image. In Europe, says Dr McLean, compa- 
nies often want to look at their broader im- 


pact on the environment, and particularly at 
where their raw materials come from. 

Companies with long experience in 
environmental auditing frequently use it for 
training or to help $taff in one part of a 
group become familiar with other parts. Al- 
lied-Signal and Union Carbide both put 
their high-flyers to work with consultants 
when conducting audits. BP, one of a num- 
ber of companies that uses its own staff for 
audits, creates teams of people drawn from 
different parts of the group in different 
countries. Besides reviewing compliance 
and environmental management, BP has be- 
gun "issue audits". Last year it examined its 
activities in tropical rain forests; this year, it 
will study its impact on wetlands. 

Lobbying groups are pleased that com- 
panies are becoming greener, but are unsure 
how best to make use of environmental au- 
diting. In America there has been heavv 
pressure to make such audits compulsc 
and require that the results be publishea. 
The Environmental Protection Agency has 
wisely taken the view that published audits 
would be less frank than those conducted 
for internal consumption. Auditors and au- 
dited both insist that audits are far more 
useful when senior management backs them 
than when they are seen merely as an 
obligation. 

In Britain the World Wide Fund for Na- 
ture, which gets 2096 of its income from cor- 
porate sponsors, recently commissioned a 
study of environmental auditing from 
SustainAbility. Having long had 
to court corporate donors, the 
charity now finds the balance of 
advantage has changed. It is anx- 
ious to use its valuable seal of ap- 
proval to persuade would-be spon- 
sors to clean up their act. lt is 
wondering whether to insist on 
audits as a price for letting com-- 
nies use its panda logo on th 
products. 

A large problem with environ- 
mental auditing is that, without a 
legal framework, it means many 
different things. Its rapid growth 
has attracted, on both sides of the 
Atlantic, firms with no expertise. 
Established firms, anxious to pre- 
serve their reputations (and prof- 
its), are starting to think about 
drawing up a common method- 
ology, agreed standards and even 
lists of accredited practitioners. 

The International Chamber of Com- 
merce has a committee looking at the pos- 
sibility of establishing a common code of 
practice. Auditors at Arthur D Little think 
it may be easier to standardise the method- 
ology of audits than to draw up an agreed 
checklist of environmental standards 
against which companies in widely differing 
businesses can be measured. 
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An experienced 
wholesale bank, 
WestLB is your 
reliable partner for 
international 
finance. 


20 years of experi- 
ence in Corporate 
Finance, the solidity 
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of a state bank and 
the leading role 
played by WestLB. 
On this sound 
foundation, WestLB 
successfully 
combines classical 
products with inno- 
vative solutions, 
applying the right 
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mix of state-of-the- 
art technology and 
personal creativity. 
That's why WestLB 
rightfully belongs 
at the top of your 
shortlist - from 
Corporate Finance 
and investment 


Banking to Treasury. 





AAT ER 
-. Introducing the German bank that makes international 
jj finance plain sailing: WestLB. 


er 





New York, Osaka, Pans, 
Rio de Janeiro, Tokyo. Toronto. 
Zurich 


And with a global 
network stretching 
from Dusseldorf to 
New York and from 
Tokyo to London, 
WestLB is perfectly 
positioned to set 
your international 
finance operations 
0^ the right course. 





WestLB 


The Westdeutsche Landesbank 
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AFTER A MILLION YEARS, HUMANS HAVE FINALLY 
COME TO TH EIR SENSES. why is it that the smartest creature in the 


animal kingdom doesn't have the sharpest senses? è Actually, it's quite natural. Humans have 
simply relied more on brainpower than sensory powers. * But now that's changing. Because 
technology is giving human beings even greater sensory powers than some of their animal 
friends. e Through electro-optics, for example, Martin Marietta systems can surpass even the 
night vision of cats. So pilots can actually see in the dark. With no visible light at all. e Through 





— 


millimeter wave radar, we're giving soldiers the ability not only to pinpoint an object miles 


away, but to distinguish it from other objects. Something a bat can't do even on a good 
night. e And through a revolutionary chip, we're teaching computers to recognize what they 
see. e At Martin Marietta, we apply the same creative intelligence to sensory technologies that 
we bring to all of our systems and products in defense, electronics, space, communications, 
information management, energy and materials. e Because sometimes, learning to see things 


as an animal does is the smartest thing a human being can do. 
MARTIN MARIETTA 


MASTERMINDING TOMORROW 'S TECHNOLOGIES. Silicate 











. But given the fast growing range of 
ms available, from executive support 
hrough expert systems to decision 













organisation. 










'oftbridge Group, is designed to describe recent 
developments in the field of decision support 
techniques. Specific areas include: 








* Organisational Impact of Decision 
Support.Systems 







* Decision Support and Information 
Technology 







* Executive Information Systems 






- Expert Systems 






|* Decision Conferencing 






* Designing Systems Which Executives 
Vill Use. 







This programme will be of interest to potential 
executive users of decision support technology 
and specialists from the information systems 
function. 








Price: £1795 + VAT - residential 


For further information, please contact Maureen 
Campbell. 
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SCIENCE AND TECHNOLOGY 


Danger: men at wrk 


SK people in Seascale about the factory 
down the road-and they will tell you 
that it has killed their friends and their fam- 
ilies. Too many children in the Cumbrian 
village have died of leukaemia for it to be 
explained away as chance. The nearby 
Sellafield nuclear-reprocessing plant owned 
"itish Nuclear Fuels has long been 
ght the culprit, but compelling evi- 
dence has been lacking. It may now have 
been found. 

The research, by Dr Martin Gardner 
and his colleagues at the Medical Research 
Council in Southampton, was published in 
the British Medical Journal in January. Dr 
Gardner found that local children who de- 
veloped leukaemia were more likely to be 
born to men who had worked at Sellafield 
than to those who had not. Workers who 
had been exposed to a total of more than 
100 millisieverts (msv) of radiation—only 
twice the legal yearly maximum—were six 
times more likely to father children who suf- 
fered from leukaemia. The connection Dr 
Gardner found between working at 
Sellafield and childhood cancer is strong 
enough to account for the uncommon fre- 
quency of the disease in Seascale. 

On March 6th three families, in which 
the father works at Sellafield and children 
| | cancer, served writs on British Nuclear 
|... as a result of this study. Yet the new 
evidence is a starting point for investigation, 
not its conclusion. It confirms one long-held 
suspicion and raises plenty of new ques- 
tions. The questions fall into two categories: 
epidemiological and medical. Both require 
more research— because workers, including 
some outside the nuclear industry (such as 
radiographers), are exposed to levels of radi- 
ation that may be dangerous. 

Take the epidemiology first. According 
to Sir Richard Doll, one of Britain's best epi- 
demiologists, the association that Dr Gard- 
ner found between working at Sellafield and 
having a child which develops leukaemia is 
weak. It could not fail to be so, since the 
study looked at a small number of cases. 
Also, the information gathered about the 
study's controls—the healthy people with 
whom Dr Gardner compared the sufferers 
from leukaemia—was patchy. That might 
have blurred the results. 

The limitations of epidemiology in such 
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cases are legion: the complexity of cancer's 
causes, the paucity of medical records, the 
unreliability of 30-year old memories and 
the small number of leukaemias. All these 
make even careful studies like Dr Gardner’s 
hard to interpret. More research needs to be 
done around two other British nuclear in- 
stallations where leukaemia is common. 

Dr Gardner's findings were unexpected, 
so it is not surprising that there is no biologi- 
cal explanation ready to hand. The idea that 
radiation can cause cancer in unborn chil- 
dren without causing it in adults is a novel 
one. Although only a single sperm need be 
affected by the radiation to bequeath cancer 
to unborn children, it must be the very 
sperm among millions which later wins the 
race to fertilise an egg. 

One possibility is that it is not the sperm 
themselves that mutate but the cells inside 
the testes which are copied to make sperm. 
Such a "stem" cell would pour out mutated 
copies of itself. Yet a total dose of 100 msv is 
low; until Dr Gardner's finding, many 
would have thought it too low to increase an 
adult's risk of cancer measurably. 


It may be that the Sellafield workers’ 





The menace down the road 


doses were higher than measured because 
they absorbed radioactive material. Yet this 
idea is also open to objection. According to 
Britain’s National Radiological Protection 
Board, plutonium, one of the radioactive el- 
ements likely to be absorbed, is not concen- 
trated around the stem cells in the testes, 
but rather in the liver and bones. Back to 
the mysterious absence of cancers in the 
workers themselves. 

Many scientists are concerned that Dr 
Gardner's claims are not borne out by the 
survivors of the atom bombs that fell on Ja- 
pan. The survivors of Hiroshima and Naga- 
seki have been more closely studied than 
any other victims of radiation and have suf- 
fered the largest doses. They should show 
such an effect clearly. Their children do not 
suffer from a high level of leukaemia. 

Replies can be thought up to many of 
these objections. The instantaneous, heavy 
dose in Japan was different from constant, 
low-level doses in Sellafield. Some element 
other than plutonium may be to blame. Far 
more research will be needed before scien- 
tists can understand the mechanism that 
connects fathers, radiation and children. 

Most of this understanding will come 
from new studies. But some will come from 
trawling the scientific literature. Two well- 
buried studies which bolster Dr Gardner's 
case have already come to light. 

In 1986 Dr Martha Linet, then at Johns 
Hopkins University in Baltimore, looked at 
309 cases of childhood leukaemia in Shang- 
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hai. She and her Chinese colleagues found 


that the disease was more common in the 
children of men who had had diagnostic x- 
rays before the child’s conception than in 
those of men who had not. The risk of can- 
cer increased with the number of x-rays that 
the men had been given. 

Similarly, the fifth report of the Biologi- 
cal Effects of Ionising Radiation series, pub- 
lished in America in January, describes Japa- 
nese research which shows that two out of 
1,630 women pregnant at the time of the 
atom bombs gave birth to children who sub- 
sequently contracted childhood cancers. 
Normally fewer than one in 1,630 would be 
expected. 

Where does this leave the legal cases? 
Lawcourts are not laboratories. Scientists 
will want to know about the biological 
mechanisms underlying Dr —Gardner's 
claims. Lawyers will not. They need to know 
whether one event was caused by another, 
not how it was caused. For the Sellafield 
families, Dr Gardner's evidence is as con- 
vincing on that score as any could be. 





NASA's plans 
Cold water 
on Mars 


WASHINGTON, DC 


fer President Bush announced that 
Americans would return to the moon 
and set sail for Mars it took NASA only 90 
days to come up with a study outlining a 
"Human Exploration Initiative” to fulfill his 
goals. Unfortunately, the plan failed to im- 
press the people it was aimed at. Last week, 
America's National Research Council 
(NRC), in a report requested by Vice Presi- 
dent Quayle's National Space Council, 
joined the sceptics. 

The space council is said to have found 
NASA's report technologically unimagina- 
tive. The NRC appears to have found it over- 
optimistic. Although its report is too polite 
to say so explicitly, a thorough reading sug- 
gests the NRC thinks the red planet consider- 
ably farther off than NASA supposes. 

One of the most daunting problems, in 
the NRC's eyes, to is that of the astronauts' 
health. Space is not a pleasant environment. 
The sun and various things far off in the cos- 
mos flood it with radiation. The NRC says 
more work must be done on how to shield 
astronauts from this risk, and on how to pre- 
dict when solar radiation is likely to peak. 
Then there is the problem of weightlessness. 
Prolonged weightlessness—of the sort en- 
countered on a round trip to Mars lasting 
three years—causes muscles to deteriorate 
and bones to weaken. It would be unfortu- 
nate if the explorers were so enfeebled by 
their journey that even the weak gravity of 
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Canute revisited 


N a mighty storm on the Irish 

Sea crashed against it last week, 

the 100-year-old sea wall at Towyn, in 
North Wales, gave way. Plenty of people 
temporarily lost their homes, though 
none their lives. Back in 1953 the invad- 
ing sea killed over 300 people when it 
swept over England's east coast. Many of 
Britain's sea defences were built or re- 
built in the aftermath of that disaster. Is 
Britain fighting the sea in the wrong way? 

The walls with which Britain typically 
keeps out the sea are in the great tradi- 
tion of "hard" engineering: structures to 
master nature with concrete and stone, 
rather than to cajole or emulate it. When 
a beach is thrashed by a storm, its level 
tends to fall as sand is washed away. Un- 
yielding sea walls do not absorb the force 
of a wave; instead the wave bounces 
down and back, sucking out a wall's 
foundations. Sea walls that collapse have 
generally first been undermined. 

Dr Robert Kay and Dr Keith Clay- 
ton, at the University of East Anglia's 
School of Environmental Sciences, com- 
plain that Britain has been much slower 
than other flood-prone nations to use 
techniques of "soft" engineering that 
employ nature's own methods to keep 
the sea at bay. The Dutch build a line of 
sand dunes up to 200. metres deep in 
front of clay banks or earth embank- 
ments. These are stronger than walls be- 
cause they absorb the force of waves. 

One reason why so few soft defences 
are built in Britain may be the way they 
are paid for. The government foots 6596 
of the capital cost, but the bill for repairs 
and maintenance falls on the locals. Sea 
walls have a huge capital cost— 
£2,000-5,000 ($3,300-8,200) a metre 
—compared with heaps of sand or shin- 
gle. But beach defences need constant 





maintenance: when the sea has swept the 
sand to one end of the beach, lorries 
must truck it back again. Over 20 years 
the costs are similar: but local councils, 
not surprisingly, clamour for sea walls. 

Another reason for the “hard line", 
according to Dr Clayton, is the engineers 
who dominate the design and approval 
of sea defences. Unfair, say coastal engi- 
neers, who claim that a growing number 
of "soft" defences are being installed in 
Britain. Dr Alan Bampton at Hydraulics 
Research in Wallingford, near Oxford, 
notes that Bournemouth and Seaford 
have used "beach nourishment” to keep 
out the sea. Dr Chris Fleming of Sir Wil- 
liam Halcrow and Partners points to 
Dungeness power station, which for 
nearly 20 years has been protected from 
the sea by a managed shingle 
embankment. 

After almost 40 years many of Bri 
ain's sea defences are reaching the end. 
their lives. Their future lies mainly in the 
hands of the new National Rivers Au- 
thority (NRA). Last week the government 
promised to raise spending from £36m 
to. £55m a year—enough to buy fewer 
than 30 kilometres of new wall a year. 
Decisions to build or rebuild defences 
are taken only, says the NRA, after scru- 
pulous cost-benefit analysis. Economists 
snort cynically. Large stretches of 1950s 
walls were built on the assumption that 
East Anglian farm land, once flooded, 
would never be usable again; in fact, 
most was reusable after five years. In 
practice, increasing chunks of Britain's 
coastline are likely to be left to chance 
their luck against the sea. By changing 
the financing rules to make sand dunes a 
more attractive proposition, the govern- 
ment could make its money go further, at 
least in the short term. 
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IN LONDON, IT'S A FANTASY. 
IN MELBOURNE, IT'S FOR SALE. 


BUT NOT FOR LONG. 


This is 1.9 hectares (4.7 acres) of Melbourne, 
Victoria, Australia. 

19,260 square metres in the heart of Melbourne’s 
Central Business District. 

It’s almost certainly the largest inner city devel- 
opment site available anywhere in the world. 

And it’s for sale by tender. 

It's unlikely that such a huge piece of the Central 
Business District would ever become available in 
London. 

But in Melbourne, it is available. Now. Building 
westrictions are minimal. 

Three towers, of historic significance, are to be 
wetained. And given their central position, fronting 
Lonsdale Street, one of Melbourne’s major thorough- 
fares, their integration with any future development is 
limited only by your imagination. 

Three other buildings on the site, won't have 


been demolished by the time tenders close. 


E 


Which means the successful tenderer can choose 
to have them demolished by the vendor, or incor- 
porated in the new development. 

In other words, the possibilities are virtually 
limitless. Time, however, is not. 

The closing date for tenders is March 15, For 
further information, contact the Sole Agent at the 
number below, 

But we recommend you do it soon. 

Because for once, it’s true to say that this offer is 


incomparable. 


v: Baillieu 
£73 Knight Frank 


Mr Robert Hannington, Knight Frank & 





Rutley, 20 Hanover Square, London, England. WIR 
OAH. Telephone (01) 629 8171. Facsimile (01) 493 4114. 


Mr Paul Healy, Baillieu Knight Frank, 360- 


Collins Street, Melbourne, Victoria 3000. Telephone 


BKF 006/E 


(03) 602 5722. Facsimile (03) 670 2056. 
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Mod for them. E 
A means of simulating gravity on the 
long journey to Mars was not one of the 


"crucial technologies" NASA stressed in its 
90-day study. NASA puts its faith in its much- 





. touted space station, Freedom, which it is 


planning to build this decade. Researchers 


. there will be able to study the ways in which 


astronauts react to prolonged weightlessness 
and perhaps come up with solutions to the 
problem. But the station may not be up to 
the job. For one thing, it has no centrifuge 


. to subject astronauts to variable gravity. 


Pe E. ^ 


_ There are other problems, too. NASA thinks 
_ that spaceships bound for Mars can be built 


there while the delicate materials research 
for which the station was originally envi- 
sioned goes on regardless. The NRC is not so 
sure. Few scientists would chose to perform 
their experiments in a shipyard. 

Nuclear propulsion could cut the jour- 
ney time to Mars to as little as three months. 
Yet the NRC finds NASA's study ambiguous 
on nuclear power (perhaps catering to pub- 
lic distrust of all things nuclear), even 
though the NRC believes it essential for bases 
on the moon and Mars. It also says that 
NASA needs to replace the shuttle with a new 


. way of carrying people into space, and that it 


should work harder on robotics. 
NASA gets off lightly compared to Dr 


— Lowell Wood and his colleagues at the Law- 
. rence Livermore laboratory in California. 


Dr Wood, who dreamt up the "brilliant peb- 
bles" missile defence much in favour among 


-= the Star-Wars crowd, claims he could 


get 
men to Mars by 2000 for less than $10 bil- 
lion. The enterprise would rely on inflatable 
spacecraft and bases, on which their many 


.. detractors have joyously bestowed the nick- 


name “brilliant condoms”. The council crit- 
icises the plan as risky and technically 
overconfident. 

Technical questions may amount to lit- 
tle beside the political decisions necessary 
for Mr Bush's vague vision to be realised. He 
did not specify a timetable last July, nor did 
he say whether a Mars base should be per- 
manent. Now he says that the next few years 
will be spent studying two alternative ways 
of carrying out the missions. He has also 


= confirmed that NASA will lead America’s 


Human Exploration Initiative—but he has 
told the Departments of Defense and En- 
ergy that they should play a role too. Part of 
that role may be to invigorate NASA's some- 
times hidebound approach. 

Whatever plan is finally adopted, it will 


.. cost a lot. Some analysts think the project 


could cost five times as much as the Apollo 


2 moon missions—about $600 billion. Ac- 


cording to a trade paper, Space News, NASA 
puts the cost at around $500 billion. As the 


. NRC noted, it would require an “unprece- 


dentedly long commitment”. Thinking in 
such long terms is what America’s political 
machine is famous for not doing. 
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Swat teams - 


BOUT 100m people are ill with malaria, 
according to the World Health Orga- 
nisation. Students of the disease say it will 
be a good ten years before a vaccine might 
help to reduce that toll. Ten years is a round 
number that scientists use to ward off jour- 
nalists when they are not feeling optimistic. 
Nevertheless, swarms of scientists continue 
to do battle with the Anopheles mosquito 
and its works. 

According to Dr Jose Najera of WHO one 
reason that malaria is peculiarly intractable 
is that it gets worse as countries become 
richer. Irrigation and the clearing of jungle 
areas encourage mosquitoes to multiply. If 
the globe warms, as climatologists think it 
probably will, the disease will spread fur- 
ther. Some say it might reappear in North 
America and Europe. 

The two mainstays of the fight against 
malaria are drugs and insecticides. Both are 
hampered by the development of resistance. 
Almost all malaria zones are now affected by 
resistance to the standard drug, chloro- 
quine. There is a dearth of new drugs: 20 
years ago the American army screened some 
250,000 potential antimalarial compounds. 
Only two suitable candidates emerged, 
halofantrine and mefloquine. Both are com- 
ing into wider use but there is already evi- 
dence of resistance to mefloquine. Since 
then only one new compound has come 
from the pharmaceutical industry—a drug 
from Wellcome (as yet unnamed) which is 
undergoing clinical trials. 

There is little chance for companies to 
recoup the cost of developing a new drug 
when the countries most in need of it are 
poor. Using existing drugs in new combina- 
tions may be more practical. Desipramine 
(an antidepressant) and cyproheptadene (an 
antihistamine) have been shown to reverse 
resistance to chloroquine. 

Simple measures have produced some 
of the most promising results in recent field 

ials. Mosquito nets impregnated with a 
new pyrethroid insecticide not only protect 
the person sleeping inside them, but, by kill- 
ing mosquitoes on the prowl, help to protect 
the rest of the village. A trial in The Gambia 
proved so successful that it was stopped half- 
way through so that the control group could 
also be given treated nets. 

Other hopes lie with work on the mos- 
quito itself. Selective breeding can produce 
strains which do not carry the Plasmodium 
parasite that causes malaria. If such strains 
are introduced into the wild in large enough 
numbers they could—in theory—dilute or 
overwhelm the more dangerous variety. 

Producing a vaccine against the malaria 
parasite has proved to be more difficult than 
most people hoped. Because of its complex 
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three-stage lifecycle and its ability to vary it- 
self in response to attacking antibodies, no- 
body is sure what type of immune response 
to aim for. After a mosquito injects the para- 
site into the body it is taken up by the liver 
and other organs after about 30 minutes in 
the blood. So any immune response would 
have to be extremely fast to prevent infec- 
tion of the organs. 

African children who are frequently bit- 
ten by infected mosquitoes become immune 
only after 2-6 years. Even this immunity will 
wear off in less than three years unless the 
child is bitten again. The prospects for in- 
ducing long-lasting immunity by vaccina- 
tion do not look good. Nevertheless, several 
types of vaccine are being investigated. Dr’ 
Manuel Patarroyo and his team at the Hos- 
pital San Juan de Dios in Bogota claim con- 
siderable success for a vaccine consisting of 
three synthetic peptides (compounds of 
amino acids). It is aimed at the second ----^ 
of the parasite's life cycle, when the pa: 
emerges from the organs to attack red blood 
cells. Only preliminary results have been 
seen by other scientists, most of whom re- 
main sceptical. But Dr Patarroyo is confi- 
dent enough to be testing it on some 1,000 
Venezuelan volunteers. 

Two of the other vaccines aim at chang- 
ing the disease rather than preventing it. 
The first is being tested by Dr Geoffrey 
Targett at the London School of Hygiene 
and Tropical Medicine. By producing anti- 
bodies against the third stage of the parà- 
site’s lifecycle, when parasites are multiply- 
ing in the bloodstream, it would. block 
transmission of the disease to others. The 
WHO is sufficiently interested to pay for the 
development of this “altruistic” vaccine. 

. Dr John Playfair and his team at the 
Middlesex Hospital in London have a differ- 
ent approach. Their vaccine would stimu- 





late antibodies to the malarial toxins in the 
blood which are the immediate cause « ` ` > 
symptoms of malaria. If any of these = - 
cines are successfully produced in the next 
ten years, they will almost certainly be ex- 
pensive. Cost may be the mosquitoes’ ulti- 
mate weapon. 
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SO happy together? 


My Trarror’s HEART: A SOUTH AFRICAN EXILE RETURNS TO FACE HIS COUNTRY, HIS TRIBE 
AND HIS CONSCIENCE. By Rian Malan. Atlantic; 349 pages; $19.95. Bodley Head; £14.95 


N SOUTH Africa more than anywhere, 
‘liberals cling to the idea that racial har- 
mony is possible. They blame race tension 
yartheid, which tears whites and blacks 
— $ frustrating inter-racial friendships 
that would otherwise be natural. They insist 
that the deepest division in South Africa is 
not between whites and blacks, but between 
segregationists and mixers. Whites who ab- 
hor apartheid can therefore join the fight 
against it, and look forward to staying in a 
South Africa ruled by blacks. This faith is 
preached by the African National Congress 
(ANC), whose military. wing was until re- 
cently headed by a white. It gets a battering 
from Rian Malan, an otherwise liberal Afri- 
kaner who returned from exile in 1985. 
Like many young white men, Mr Malan 
left South Africa mainly to avoid conscrip- 
tion. He was 16 years old in 1970, and, 
thanks to white South Africa’s cultural def- 
erence to America and Europe, very much a 
child of his time. Che Guevara’s crusade to 
liberate Bolivian Indians inspired him to try 
the same for his country’s blacks. He de- 
clared teenage war on rockspiders, 
crunchies, hairybacks and ropes—as his fel- 
low Afrikaners were variously called. He 
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perceived a sinister link between the state’s 
racial repression and his school’s ruthless 
outlawing of long hair. The rockspiders had 
banned the Beatles from the radio after John 
Lennon claimed more popularity than Jesus: 
that was why they had to be overthrown. 

Mr Malan was certainly not going to 
carry a gun for them. Yet as he grew older he 
felt uneasy among the government’s oppo- 
nents, too. He yearned to help blacks, but 
he seldom met them except when buying 
dope in back alleys. When he went to work 
for the Johannesburg Star he did his best to 
befriend his black colleagues, but could 
never discuss politics with them; he feared 
their bitterness and his own patronising 
sympathy. 

The township riots of 1976 left him 
wondering whether whites could ever win 
black acceptance. A white sociologist de- 
voted to the black cause had been working 
in Soweto when the riots began: the mob 
killed him. Shortly afterwards a black 
axeman went on the rampage in a white 
shopping centre. Blacks sympathised with 
the murderer; Mr Malan could not help re- 
flecting that, whatever his political views, he 
might have been among the victims. That 


evening the newsroom drinking bout was 
scarred by silences. Mr Malan felt that he 
and his supposed friends were meeting “like 
scldiers in no-man's land, exchanging ciga- 
rettes and handshakes on Christmas day”. 

To escape this agony of polarisation, Mr 
Malan left South Africa. Like many political 
exiles, he soon pined for lost dilemmas. He 
returned home to resolve the question: do 
waites have a future in South Africa? 

His answer comes in a series of images 
which suggest they do not. He describes the 
contortions of white liberals trying to be 
part of black liberation: decorating their 
rcoms with Kenyan textiles, dancing to 
black music and speaking reverently of Aah- 
free-kah. They made it clear which side they 
were on by espousing socialism— "the 
opium of the elite", in Mr Malan's phrase. 
None of these whites were on the barricades 
in the townships. Their black brothers 
might have stoned them. 

Mr Malan dwells on the violence of the 
black uprising of 1984-6, and on the inade- 
quacy of most liberal explanations for it. 
Tae pro-ANC comrades did not merely 
"necklace" Uncle Toms; they also tortured 
and killed dozens of activists loyal to the ri- 
val Pan-Africanist Congress. In the prov- 
ince of Natal these days, the endless killings 
are usually ascribed to political rivalry be- 
tween the ANC camp and the Zulu Inkatha 
movement. Mr Malan describes how Zulu 
sub-tribes fought each other over obscure 
insults well before Inkatha was formed. 

The books finishes with the story of Neil 
Alcock, a secular saint who lived only to 
help blacks. He spoke fluent Zulu and lived 
in a Zulu hut. When he tried to arrange 
peace talks between Natal’s warring clans, 
one faction killed him. His wife lived on in 
his hut: her Zulu foster-sons stole most of 
her belongings. To live in Africa, Mr Malan 
seems to conclude, you must accept that it 
may kill you. 

Mr Malan writes so well you almost be- 
lieve him. As an antidote to over-simple lib- 
eral optimism, his argument holds good. 
Cultural differences and the legacy of 
exploitation make racial harmony a distant 
prospect. This reviewer lives in Zimbabwe, a 
model of racial reconciliation. Whites there 
still fear blacks: the latest dinner-table talk is 
of a witch-doctor who tells AIDS carriers to 
cure themselves by raping white virgins. But 
the wealthy fear the needy all over the 
world. By and large, Zimbabwe's whites are 
content. South Africa's whites stand a good 
chance of staying happy too, if they cut a 
deal with the remarkably unembittered el- 
ders of the ANC. 
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Communist biographies 


self-importance 


Wuo's WHO IN THE SOCIALIST COUNTRIES 
OF Europe. Edited by Juliusz Stroynowski. 
K.G.Saur; 3 volumes, 1367 pages; DM498 
and £180, 

A BIOGRAPHICAL DICTIONARY OF THE So 
VIET UNION 1917-1988. By Jeanne 
Vronskaya. K.G.Saur; 525 pages; £128. 
THE SUPREME SOVIET: A BIOGRAPHICAL DI- 
RECTORY. By Dawn Mann, Robert Monyak 
and Elizabeth Teague. Radio Free 
Europe/Radio Liberty, Munich and the 
Centre for Strategic and International Stud- 
ies, Washington, DC; 168 pages; DM35 
and $14.95 


HE price of the three-volume "Who's 

Who in the Socialist Countries of East- 
ern Europe" puts it, for the moment, be- 
yond the reach of most East Europeans. A 
pity; last year's revolutions or demi-revolu- 
tions have turned what was clearly meant as 
a straightfaced compilation of the grand and 
the good into a work of some humour. Of 
the six faces that adorn each cover, only 
Lech Walesa has been left smiling. But this is 
not the publishing disaster it might seem. 
Between the covers is a sometimes entertain- 
ing, sometimes depressing glimpse of how 
the stalwarts of the old regimes saw them- 
selves as of roughly 1988—and hence why 
power deserted them so easily. 

Most of the entries appear to have been 
culled from national Who's Whos. The 
long, laborious lists of national honours and 
titles the old communist party bosses 
heaped on themselves and each other shows 
them for what they were, men (few women) 
of much numbing ritual and little imagina- 
tion. Compare with these Tadeusz Mazow- 
iecki, Poland’s dignified non-communist 
prime minister, who spent most of his ear- 
lier career where he belonged: in trouble. 

These volumes are also a useful measure 
of the depth of last year’s revolutions. Be- 
cause the Polish opposition had a uniquely 
long and organised apprenticeship for 
power, most of Poland’s new politicians, like 
its prime minister, get a mention; with the 
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exception of Vaclav Havel, few of Czecho- 
slovakia's do. East Germany's new commu- 
nist party boss, Gregor Gysi, is likewise over- 
looked (although his dad rates a short 
entry). By contrast, the clear-out of the old 
governing guard in Romania and Bulgaria is 
still no more than patchy. 

Much goes unsaid. Although the entry 
for Poland's president, General Wocjiech 
Jaruzelski, has his responsibility for martial 
law tacked on to the end, that for the late 
and unlamented Nicolae Ceausescu of Ro- 
mania mentions none of his lunacies, which 
have left Romanians probably the poorest 
and most unhappy people in Europe. 

More useful in that respect, because 
more opinionated, is the compilation on the 
Soviet Union from 1917-1988. The dry facts 
of famous political careers are at least spiced 
with a little wit, such as this tart remark 
from Andrei Gromyko's daughter: “For 25 
years he has not set foot in the streets of 
Moscow”. Yet the political careers, on the 
whole, are less well done than the literary 
and artistic ones, and there are almost five 
times as many entries for writers, artists, 
dancers and painters than for the old revo- 
lutionaries and their modern successors. 
Here, too, many ordinary Soviet people 
would find much to amaze them, including 
the names of authors and their works, 
household names in the West, of whom they 
still know almost nothing. 

Indeed, the sparseness of information 
about the real lives of prominent Soviet fig- 
ures is testimony to the country's stunted 
politics and thwarted culture these past 70 
years. Even in these times of glasnost and 
perestroika old habits die hard. That is why 
the Radio Liberty compilation of biogra- 
phies of deputies to the Supreme Soviet, the 
working part of the Soviet parliament, is a 
must for any commentator on Soviet affairs. 
Broken down by republic and region and in- 
cluding a useful run-down of the new politi- 
cal institutions, it is a snapshot of the Soviet 
body politic at the moment of its first awak- 
ening. Perhaps few of these careers will sur- 
vive; but who would have thought, even a 
year or two ago, that the careers of Soviet 
08 guia ae would be worth watching 
at all! 





Italy 
Cabbages and 
KINOS ` 


ITALY AND ITS MONARCHY. By Denis Mack 
Smith. Yale University Press; 402 pages; 
£16.95 and $27.50 


T THE early years of this century, writes 
Denis Mack Smith, Italians who wished 
to understand their own recent past were 
largely dependent on foreign historians. Mr 
Mack Smith's own enduring success in Italy 
proves that, to some extent, his thesis re- 
mains true today. The Italian version of his 
book, subtitled “1861 to 1946, The Contro- 
versial Story of the Monarchy”, appears on 
the bookstands this month. It is expected ta 
cause some lively debate. 

The House of Savoy, and the bias 
mark the monarchy earned itself by abetting 
the rise of fascism, are still contentious is- 
sues in Italy. So contentious, in fact, that the 
anodyne version of history as taught in Ital- 
ian schools does little to explain why a spe- 
cific clause in the 1948 republican constitu- 
tion bans all the male descendants of the ex- 
king Umberto I from returning to Italy. 
Most Italians have been brought upto think 
that the monarchy played a largely deco- 
rative role in the eventful years which led to 
the emergence of modern Italy. Mr Mack 
Smith argues plausibly that this was not so. 
Most crucially, he shows that Umberto’s fa- 
ther, Victor Emanuel IIl, was instrumental 
both in bringing Mussolini to power in 
1922, and in arranging his arrest in 1943. 
Italy, he makes clear, deserved better. 


away into exile. Many Italian archives are 
said to have been "ransacked"; and local 
historians are further handicapped by a very 
Italian habit of keeping private correspon- 
dence private, and of re-touching letters and 
diaries to present a more flattering picture of 
their authors. Mr Mack Smith's study 
makes up for these shortcomings by drawing 
on a rich selection of British and American 
documents, some of which will be of particu- 
lar interest to Italian readers. 

Foreigners, it is true, can be brutally 
frank. In 1867 Clarendon, the British for- 
eign secretary, reported thus on his contacts 
with leading Italian politicians: "there is uni- 
versal agreement that [the king] is an 
imbecile . . . he is a dishonest man who tells 
lies to everyone . . . at this rate he will end 
by losing his crown and ruining both Italy 
and his dynasty." Victor Emanuel Il was 
not, it is true, a prepossessing man; he was 
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Management self-development. A 
guide for managers, organisations 
and institutions by Tom Boydell 
" ...8Simply-written book, with three objectives: 
first, to help increase a manager's sense of responsi- 
bility for his or her own development; and second, to 
help in a practical way all those who are keen to 
develop themselves. But it is the third objective that is 
of direct guidance to training officers in organisations 
d institutions which are keen to facilitate and assist 
inagerial self-development . . . The book is ex- 
tremely detailed and comprehensive, and easy to 
follow. You can hardly find a better starting point on 
the subject" (The Training Officer, Manchester, 
United Kingdom). 
ISBN 92-2-103958-7 £15.40; US$24.50; SF35 
How to read a balance sheet. 
An ILO programmed book, 2nd (revised) edition 
"A remarkably useful learning tool. Anyone who as a 
part of his or her work has to appraise the financial 
Situation of a business, large or small, must be able to 
read a balance — * book n van them to do 
$0, very effectively and very quickly" (Appropriate 
Technology, London, United Kingdom) j 
ISBN 92-2-103898-X £6.60; US$10.50; SF15 


Trai videocassettes based on these books 
are available from TV Choice Productions, 80- 
81 St Martin's Lane, London WC2N 4AA. 


Access/MasterCard/Eurocard and Visa accepted. 
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Directory of 
Emerging Market Funds 


This quarterly professional investment 

service tracks more than 130 closed-end 

and open-end portfolios targeting 

fast-developing stock markets of Asia, 

Latin America and Europe: 

* Identify the most successful funds. 

* Compare fees, expenses and holdings. 

* Monitor trends in discounts and 
premiums with detailed charts. 

* Save hundreds of hours of research. 


Annual Subscriptions: US$395 for four 
quarterly issues, plus shipping cost of 
$75 for non-US subscribers and $25 for 
US subscribers. 


MultiMarket Publications 
c/o Kleiman International Consultants 
80 Wall Street, Suite 818 
New York, NY 10005 
Tel: 212-785-1800 / Fax: 212-785-1805 
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for secret cloak-and-dagger diplomacy; but, 
having inherited a tiny kingdom which 
straddled the Alps and two cultures, he left 


. Italy a united country behind almost the 


same borders as it holds today. It was he, 
however, who established the militaristic 
and narrow-minded family tradition which, 
combined with a tendency to set the dynas- 
ty's fate above the common good, was to 
prove fatal to his heirs. 

By describing the four kings who ruled 
Italy between 1861, the year Victor Emanuel 


. Il was proclaimed king, and 1947, the proc- 


lamation of the Italian republic, Mr Mack 
Smith offers a fascinating picture of the 
emergence of modern Italy. Many of today's 
problems, and in particular ltaly's deep 
north-south divide, already worried the 
more long-sighted royal ministers—al- 
though it hardly concerned their stubbornly 
Piedmontese masters. But even the best 


. among these ministers underestimated the 


corrupting effect which an early habit of 
making political deals with a criminal orga- 
nisation like the Sicilian mafia would have 
on southern Italian politics. 

Mr Mack Smith regiments his facts to 
make one chief point: that with one excep- 


tion (the Liberal leader Antonio Giolitti) 
. post-Risorgimento Italy suffered dreadfully 


from the poor quality of its leadership. As a 


. result the country was dragged into succes- 
Sive costly colonial wars in Africa, as well as 


entering two world wars in which thousands 
of soldiers paid for the culpable errors and 
lack of preparation of their commanders. By 
quoting a British military attaché in Eritrea, 
who reported after the disastrous military 
defeat at Adowa in 1868 that Italian soldiers 
had fought bravely but had been abandoned 
by their officers, Mr Mack Smith has post- 
humously redeemed many obscure Italians. 
More immediately, however, his book is 
likely to fuel a long-running debate in Italy 
over whether Italians should let bygones be 
bygones and allow the heirs of Savoy to re- 
turn. Perhaps reconciliation is not so far off; 
the government has just made it clear that it 


. will not oppose the burial of Italy's last two 


exiled kings in the family tomb in Rome. 





. Resistance to Hitler 


 Doomed chivalry 


. A GOOD GERMAN: ADAM VON TROTT ZU 


a Sotz. By Giles MacDonogh. Quartet 


Books; 368 pages; £17.95 


N BRITISH historical literature, Adam 
von Trott zu Solz has had more attention 
than any other of the many German con- 
spirators who were slaughtered for their ef- 
forts to remove Hitler. He was not the most 
important of the conspirators or the most 
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nearly effective, nor was he the only one 
with Anglo-American connections. Ín his 
lifetime his British relationships were 
clouded by ambiguity and mistrust which, as 
Giles MacDonogh relates, persisted even af- 
ter Hitler had him strangled in 1944. Yet his 
spell at Oxford, his later visits to England 
and his letter-writing left a distinct imprint 
on a wide circle of British acquaintances. 
Those who loved him, who quarrelled with 
him or who gave him the cold shoulder, 
seem to have had it in common that they 
never could forget him. Manifestly, in any 
context, he was a considerable man. 

Mr MacDonogh has written the fullest, 
most systematic English account to date of 
the man and his life. It is not flawless. The 
mis-spellings are horrendous, the index in- 
adequate, the notes sloppy and badly 
signposted. There is an evident cultural dif- 
ficulty, arising perhaps from the writer's 
youth, which deprives him of any recollec- 
tion of the action he narrates, and the fact 
that his previous historical studies were of 
France. 

Yet he has done a real service with his 
painstaking reconstruction of Adam von 
Trott's background, upbringing, travels and 
friendships and of the sequence that led him 
to his early death. Trott's is a life that repays 
study. Ernest and sincere, passionate even, 
as were his dialogues with his British inter- 
locutors, Adam von Trott was a completely 
German man with his hereditary attach- 
ment to his soil, his overwhelming sense of 
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public duty and his deep traditionalism. He 
was convinced that a sort of aristocratic soli- 
darity could prevail, saving Germany from 
the Nazism that had been visited on it by the 
lower orders. But afl these convictions con- 
tributed to his failure, on various occasions 
before and during the second world war, to 
persuade Germany's enemies to make a 
friend of the German anti-Hitler cause. 

Driven to go to war, the allies did so 
without making distinctions between Nazis 
and non-Nazis; they made war on Germany. 
For Adam von Trott this was hard to be- 
lieve. He and his friends wanted to kill Hit- 
ler and give their country a fresh start. He 
expected the allies to see that this was desir- 
able and lend a helping hand. The idea of 
junking German national interests never 
crossed his mind. He could not understand 
why Englishmen and Americans should 
treat this as a litmus test of his earnest and. 
when to their mind he failed it, show 
the door. But so it was. 

When he could get a plain answer at all, 
he was told that any deal with anti-Nazis 
would have to follow, not precede, Germa- 
ny's total military defeat. Goerdeler and 
other conspirators got the same answer. The 
policy, or slogan, of unconditional surren- 
der won the day, and as it turned out peace 
was never made. Now that the chance for a 
German peace settlement is at last appear- 
ing, the history of the twin failures, that of 
the German resistance and that of the allied 
response, is vividly topical. 





Literature's cult couples 
A bout de souffle 


PARIS 


EAN-PAUL SARTRE thought of himself 
more as an "adorer of female bodies" 
than a "penetrator" of them, and thus 
preferred oral sex to other varieties. Simone 
De Beauvoir felt that "immediate death" 
would be better than a year spent in Buffalo, 
New York. Virginia Woolf had a steamy 
love affair with Vita Sackville West, while 
Leonard Woolf may or may not have se- 
duced his maid. Certain literary couples 
seem to generate gossip like flies. The Sartre- 
De Beauvoir pair and the Woolfs are only 
two instances of that great literary Newly- 
wed Game in the sky, where trivial gossip 
about famous writers becomes more urgent 
than their more serious works. 
Gallimard, the publisher of Sartre and 
De Beauvoir, has just issued in two vol- 
umes* nearly 1,000 pages of Simone’s letters 
to the wall-eyed philosopher, in which, de- 
spite passionate flings elsewhere, she retains 
her affection for the author of "Being and 
Nothingness." Simone's war diariest have 
also been published alongside the letters, an 
arbitrary slice of several million not-very-in- 








They were great at arguing 
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sresting words from the diary she kept all 

er life. On the other side of the Channel, 
he Hogarth Press has issued a streamlined 
ersion of Virginia Woolf's five-volume di- 
ry**, while her husbagd Leonard's let- 
erstt have just appeared via Weidenfeld 
nd Nicolson. Was any of this necessary? 

There is no doubt of Sartre and De 
leauvoir's real achievement, even if Nabo- 
cov did once wickedly describe them as 
xopped up rigidly at a café table "like 
rentriloquists' dummies”. Their agitations 
n political matters, even when they were 
luped (as by Mao Zedong), still endears 
'hem to mos: Frenchmen, who even buy Ra- 
lio France cassettes of the couple's political 
debates to listen to at home. Perhaps no one 
n France today quarrels quite as well as 
those two could. 

No such liveliness adorns their British 
:ounterparts. The Woolfs, for the most part, 
x as dull, dry and emaciated in their 
a asin their pictures. The man Virginia 
referred to as "my Jew" did produce a 
thoughtful autobiography, mainly about the 
ioy and even relief of surviving his difficult 
spouse. But his letters, which deal with his 
many decades as an editor and publisher, 
are an academic press item if ever there was 
one. Full of sterling clarity and sanity, they 
also have almost no literary flavour. When 
Queenie Leavis dares to query Virginia's 
bestseller-status in a review, Leonard replies 
with a list of dates and sales figures. His wit is 
dry, but much of it is probably unconscious: 
as when he tells Sigmund Freud that “Moses 
and Monotheism" would sell a lot more 
copies if it were called simply "Moses". 

The love letters between the Woolfs 
(from “Mongoose” to “Mandy’’) are repro- 
duced here, and are embarrassing; they seem 
ko justify Auden's dictum that no love let- 
kers should ever be printed. Leonard, it now 
appears, was the perfect husband for Vir- 
EK  butit is uncertain what he received in 
kuu.. Her diaries are carping, anti-Semitic 
and dolorous; anorexic herself, she seems 
obsessed by the fatness of her friends. Edith 
Sitwell has “grown very fat”; T.S. Eliot's 
pe has grown “heavier, fatter and whiter”; 

. Forster is “very round and volumi- 
nous", She was never able to relate to, or to 
learn from, the best of her contemporaries; 
ishe seems to have published Eliot, for one, 
without understanding him. 

Yet mankind is doomed, it seems, to 
thave these literary stars ever in.the 
iment. Perhaps it is no coincidence that both 
scouples were captured in photographs by 
"the keen-eyed Gisèle Freund, a pioneer in 
colour portraiture, who took her pictures 
"with the same sort of adoring curious eye 
that the French and British publics would 
lavish on their culture heroes. Perhaps the 


"*FFr200 the two; not sold separately. tFFr110, **A Moment's 
"Liberty: The Shorter Diary. Edited by Anne Olivier Bell. 516 
pages; £20. ++Edited by Frederic Sports. 616 pages; £30 
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photographer did her work too well, for 
what remains in the mind's eye are mostly 
these superficial images, together with the 
—— weight of mediocre posthumous 


Any book-lover, however, has an in- 
stant remedy to hand. He should put down 
the literary weeklies and try instead De 
Beauvoir's "A Very Gentle Death”, Sartre's 
“The Words", Virginia Woolfs “Between 
the Acts” and Leonard’s autobiography. He 
may not like them; but at least he will be 
reading the best of each author, not the 


dregs. 





Architecture 


Man or machine? 


"ERE time has surely arrived when we 
must learn to work with rather than 
against nature: when we can once again 
make places in which to live and work which 
are more than ‘machines’ . . . It is in nature 
that we discover the source of many of our 
human values." 

Thus Prince Charles, in the key passage 
of his recent speech to the American Insti- 
tute of Architects in Washington. After al- 
most a century of modernism, the past is 
rapidly catching up with the present in the 
world of architecture. As recently as 1984, 
when the prince made his “monstrous car- 
buncle” attack on the state of the art, the 
carbuncle’s architect replied that “He seems 
to have a rather nostalgic view of buildings, 
as if they grow out of the Earth, a view of life 
no longer with us. He seems to be looking 


- backwards rather than forwards". Now, 


however, the prince's supporters on both 
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ries with him the majority of architects, es- 
pecially the younger ones. 

The profession itself is still in some con- 
fusion, and would just as soon leave the 
prince out of it. He has made his point: re- 
spect the past. But how should the past be 
respected? Richard Rogers, whose buildings 
are renowned for their technological inno- 
vation, writes in the current issue of the 
journal of the Royal Institute of British Ar- 
chitects that he prefers Brunelleschi to 
Michelangelo, Early and  Perpendicular 
Gethic to Decorated. But he adds a caution- 
ary note about history: “If we retreat into a 
nostalgic dream of a past that never existed, 
rather than use the most brilliant modern 
minds and tools, then our future is bleak”. 
Merely to copy history, he says, “belittles its 
very integrity." 


The recent death of Lewis Mumford, . 


the distinguished American critic and au- 
thor of "The Culture of Cities", has focused 
attention on his own view of the place of his- 
tory in architecture. Mumford, in a famous 
essay in the Architectural Review in the 
1940s, asked "Do we or do we not want ar- 
chitecture? If we do it may be necessary to 
retrace some of our steps and seek a new 
point of departure." Mumford's message in 
the post-war years was that many historic 
symbols had become devalued or lost; the 
symbol that was left, one of almost universal 
validity, was the machine. Technology pro- 
vided the roots of the modernist ideology, 
summed up in Le Corbusier's notorious say- 
ing “A house is a machine for living in". 


- Pace Prince Charles, few modern architects 


would subscribe to that; but if there is a new 

order, it lacks so convenient a symbol. 
Quinlan Terry, architect of the neo- 

Georgian Riverside development in Rich- 
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mond, thinks that architecture graduates 
these days sometimes seem to know little 
about history, and even less about building 
construction. "Why", asks Mr Terry, “do 
we always need to be innovative?" He him- 
self has recently designed an arts building 
for a proposed housing development on the 
grounds of Fulham Football Club, a design 
derived from Palladio's Basilica in Vicenza. 
Was it inappropriate, he wonders, for Lord 
Burlington to model Chiswick House on 
Palladio's Rotonda? 

Modernists might answer that Lord 
Burlington was then, and this is now; that 
they like Palladio well enough, but not the 
gloss Mr Terry puts on him. Every modern- 
ist knows, after all, that Le Corbusier was 
also influenced by Palladio. He can be cop- 
ied rather carefully, or he can be radically 
reinterpreted for a new age; both paths are 
valid. But how often is Palladio mentioned 
in the design studios of schools of architec- 
ture today? 

Perhaps the schools could consider an- 
other of Mumford’s remarks: “We must 
erect a new hierarchy of function, in which 
the mechanical will give place to the biologi- 
cal, the biological to the social, and the so- 
cial to the personal. For this new order the 
machine can no longer serve as symbol". 
The trend is already apparent among many 
practising architects, forged by hard experi- 
ence and changing tastes rather than by edu- 
cation. If Mumford's dictum were also 
taught, in theory and in practice, then per- 
haps there is more hope than some of the 
human qualities of ancient architecture— 
Wotton's timeless qualities of “Commodity, 
Firmness, and Delight”—might find a new 
beginning. 





American publishing 


short shrift 


NEW YORK 


N MARCH 7th a crowd of 250 au- 

thors, publishers and literary agents 
demonstrated outside a building in New 
York. The villain was not the CIA, nor the 
cause human rights or freedom of speech. 
The protest was held outside Random 
House, one of America’s biggest publishers; 
and the villain, according to Studs Terkel, 
who was there, was “bottom line". This is an 
evil, Mr Terkel explained to The Economist, 
every bit as loathesome as book burning was 
in the 1930s. 

The protest followed the forced resigna- 
tion of André Schiffrin, the head of Pan- 
theon Books, one of Random House’s im- 
prints. Mr Schiffrin had apparently refused 
to shorten his list of titles as suggested by 
Alberto Vitale, the new chief executive 
bought in to sharpen up Random House's 


performance by its owner Sy Newhouse. Six 
102 


the wall 


AIRO'S tiniest museum, the Ander- 
son House in the old part of the 
| city, is not on the maps of the Sunday art 
enthusiasts. It is a place for scholars, and, 
as such, removed from the hullaballoo of 
cultural controversies. At least, it was. 
Two weeks ago the Egyptian Board of 
Antiquities (EBA), which runs the mu- 
seum, was informed by “Arab thinkers” 
that one of its paintings was blasphe- 
mous. The painting, an anonymous work 
of the fifteenth century, shows the 
prophet Mohammed facing his faithful 
disciple and son-in-law, Imam Ali Bin 
Abbi Talib, and Ali’s two children, Al 
Hassan and Al Hussein. It had been on 
display since 1909, no voices dissenting; 
but the EBA has now ordered its transfer 
| to "a safe hideaway”. 

Art historians believe this is the only 
surviving painting showing Mohammed 
with Imam Ali, whose sons the Shia— 
but not the Sunni—consider the rightful 
successors to the prophet. Depicting Mo- 
hammed or members of his household is 
taboo within the Sunni sect, but in the 

past some Shia have tolerated it. Al- 
though the Egyptians are Sunni, they 
share some Shia traditions. A few years 
ago, a play about Al Hussein's last battle 
was postponed by a high court injunc- 
tion, revoked only after the hero's part 
been rewritten as a voice-over. 

Until the seventeenth century, Mos- 
lem artists from Turkey, Persia and India 
freely painted scenes from the life of the 


other Pantheon editors, sorry and angry, 
have resigned as well. 

One of the protestor’s banners argued 
that Mr Newhouse, a multi-billionaire, had 
been “caught with his Pantheon down". But 
few held any hope of Mr Schiffrin and the 
Pantheon Six being offered their jobs back. 
“This is a funeral, not a protest" Kurt Von- 
negut (who is not a Random House author) 
told us. Barbara Ehrenreich, whose book 
"Fear of Falling: The Inner Life of the Mid- 
dle Class" was published by Pantheon, ad- 
mitted that the only purpose was to embar- 
rass Mr Newhouse. 

So why protest? Mr Terkel gave two rea- 
sons. First, personal loyalty to his editor; 
second, because the goings-on at Random 
House were “a threat to the imagination". 
Publishing conglomerates, such as Random, 
had an obligation to publish upmarket 
books such as Pantheon's. Random House's 
managers say that they agree with that prin- 
ciple, but not about the extent of it. Accord- 
ing to Wendy Wolf, one of the resigning edi- 
tors, Mr Vitale wanted to cut the Pantheon 
list from 100 to 40 titles. 





prophet Mohammed, including his as- 
cension to heaven (via Jerusalem) on his 


human-faced mare, Alburaq. Some 
tenth- and eleventh-century books with 
depictions of the Prophet are on display 
in other Cairo museums, but things are 
changing rapidly. Fundamentalists are 
seeking to remove and burn “blasphe- 
mous items", and the religious powers- 
that-be are abetting them with silence. 
Last week the clergy of al-Azhar mosque, 
the keepers of orthodoxy in Egypt, were 
informed of the row. They replied that 
they could not comment “on earthly 
matters like arts and antiquities”. 


Both sides agree that Pantheon was los- 
ing money—by one account around ^^ a 
year, or as much as Nancy Re s 
rumoured advance for "My Turn" (Ranaom 
House). According to the Pantheon Six, 
Pantheon had to carry big overheads for the 
more glitzy parts of the group. Mr Vitale's 
supporters reply that even his worst enemies 
have never accused him of being a poor 
book-keeper. 

There must be better ways to sharpen 
up Pantheon, however, than getting rid of 
all the staff. Miss Wolf says that if Pantheon 
survives, "it will be an empty shell". Ran- 
dom will certainly lose Mr Terkel, Panthe- 
on's best-selling author; it may also lose 
some of the 150 Random House authors 
who have signed a letter of protest. They in- 
clude in Cruz Smith, Nadine 
Gordimer, William Styron, Amy Tan, Ved 
Mehta and Erica Jong. 

As other publishing conglomerateers 
have discovered, however, most authors 
bark rather than bite. Whatever Mr Terkel 
says, Mr Newhouse will not be losing sleep. 
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| would like to receive. further information concerning: 


C) Crafting Effective Strategies for Trade with the Soviet Union - 
[] Fair and Exhibition Managem | E- 
C] Marketing to Industry in the USSR - 004089 


x The impact of. technology a on environment 
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ADVICE CENTRE | Taking the GMAT c or GRE 
For choosing an MBA course we sug | | 
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-.. London Apri 2t E Graduate Tutorials, GTAC Associates 
For immediate attention contac  FREEPOST, London W5 4BR 
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€ Afe week programme concentrating on the 
overall direction of the business enterprise and 
the determination and pemanan. of 
corporate strategy. | 









E TOTAL NATURAL IMMERSION 
— "with French participants for 7 
É x intensive — in the DORDOGNE 


@ Taught by the use of over 100 actuat business 
cases supported by lectures and a business 
game. 





€ Located at — or — Oxford, which is | T» 
especially designed to foster the exchange of 
ideas between faculty and participants and 
amongst participants themselves. Offering 
access to one of the best t business i macros in. 
Europe. £ 


e Designed to meet the. nee 





mn dk L. Lefevre CIEL.BP. 180 
EN cuoco B E ud "sean LAROCHE CHALAIS, France 
. RUSTET = Te53914428 








xd ai managers who 
are making decisions which affect the future 
course of their organisations. F 








€ Taught by a visiting faculty of distinguished Senior 
Professors from America’ s and Europe's finest- 
business schools. The faculty are chosen for their | 
International — experlence with: | 
managers working in different na national.contexts. . | 











| NIMBAS — NIMBAS, The Netherland 
: MBA Studies has established a parmership 
with the University of Bradford Manage- 
ment Centre, one of Europe’ s leading 
~ business sc hools. 


€ For managers whose problems involve the co- 
ordination and direction of the different - 
functional parts of a business; for managers at 
that point in their careers where the need is | 
to know more about thelr own function, butto. 
understand the problems and thoughts of - 
managers In other functions of business. | 








Why study for the Bradford MBA in The Netherlands? - 
As a small nation, with an open economy and an exceptional knowledge of 
_ foreign cultures and languages, the Netherlands has acquired through centu- 


@ Ideally sulted for mar ager wishing to — a I | d sofexperi rience a great reputation and expertise in international business aid 


aenea managemenr NN ameet | | iment npn whew rm RR 
of business manageme 7 : y for yo ec. 


Foo o d © | NIMBAS-Bradford MBA: Key Facts 5> 
© For managers whose Giganisató iS find it difficutt B The NIMBAS-Bradford MBA hasairexcellentánternati 


















iai eputation 

| | The NIMBAS-Bradford MBA combines dlicóry an AE gl more 

to spare them for five weeks, EN efficient and effective inte — -oriented managers 
| J a The NIMBAS-Bradford MBA is de signed fori managers who E ady possess 
Sa further detalls, ‘contact Bob Vause a university degree for eu a ang a minimum oft two tas ars work 
experience 
(0865) 735422 | 8 The NIMBAS-Bradford MBA is a d 3 months Fall- Time idees 

bo 83147 attn TEMCOL | | Ed taught in English. 


^ Fax: (0865) 736374 


For further — please contact: 


-ELA College | Ref: M620 Postgraduate Scere xd — P.O. Box TM 3300 GA Utrecht. 


The Netherlands, Fax: ..31 3409 9237. | 
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COURSES 


HOME STUDY COURSE in ecenomics. 
A idend ‘study that will-throw light. 
on today's baffling problems. Tuition 
free—small charge for materials. Write 
i21 





HIM 
). Hotel 
Institute 


Montreux 
. Switzerland | 
i The Swiss s School of Hotel Management» 
| TEL MANAGEMENT & 
TRAVEL. AGENCY MANAGEMENT 
DIPLOMAS IN ENGLISH. 


le Hotel Mgt. Course: 3 years 


e Travel Agency Mat: 1 year Swiss & IATA | 
international Diploma - 
intakes: January & September (Travel 
Agency: Sept. only) . .— 
Details: HIM, 15. Avenue des Alpes, . 
CH 1820 C Montreux; Switzerland 
Phone: 21.963 7404 | 
Fax: 21:963 80 16 | 
Th: 453261 HIM |— AcchEDITED ey sel | 


Street, New York, NY Y 10016, USA. 











sive way and in real 


immersion. This means living. in 
one of the most picturesque re- |. 
gions of France and really becom- f> 
ing fluent. Also vacation. and 
learning plan. Cultural pro- 
gramme in Paris. Winter pro- 
gramme on. the. French. Riviera. 

| State age, goal level and time 

l — US transfer credits. - 


: French and American Study 

: pater, BP 176, Lisieux 14104, 

rel France. Tel: 31 31 22 01. 
Fax: 31 31 22 21. 















sari —— —— 
CUN Lind Gaston o MARS ol NOR cues occ anes 


Send deta résumé on work ie and academic experience for a no 


PACIFIC WESTERN | UNIVERSITY 
ag este se Los X 2S Fax: 213/47 





— — — — MÀ — — —— — — —— — M nn son, ty as tte = 












Britain’s — db. 
tbe study of Industrial Relations 


INVITES APPLICATIONS FOR ENTRY TO ITS ONE YEAR 






- The Warw ick MA allows study of particular interests (including 
_ Personnel Management, Labour Law, Comparative Industrial © 
Relations, Sociology and Psychology of Labour and Industry i= 

while providing an understanding of the institutions and 
| contemporary policy issues in Industrial Relations and — 
| developing analytical and critical skills. | 
| Furtber Information from: 

. MAIR Course Secretary, 
School of Industrial & Business Studies, University of Wat 
COVENTRY CV4 7AL, England. 
Phone: 0203- 523319 Fax: 0203 - 5 23719 











Vick, 






FAIRFAX UNIVERSITY home study 
degree programs. Entry at any time. 
Advanced credit given for prior leam- 
ing/experience. No classes to attend. 
For free catalogue, write: Fairfax Uni- 
versity, Dept EC, 2900 Energy Centre, 
New Orleans, LA 70163 USA. 


R TEACHER'S HOME —— 
















The most original and — ms mos tive way to learn the 
language of your choice. Total isola n your own language 
is the surest way to.progress in learning a foreign language, This is 
guaranteed by. Home. Language. Lessons since. id LIVE and 
STUDY in your teacher home NOT ina school - 














2 Cecil Square, Mapas.) 
227700; Fax: 0843 223377; 


Our Worldwide offices: New.’ Te oF 

Paris ~ Tel: 46373588; Frankfurt - Tel: 292049; Madrid — Tei: 
25964086; Rio ~ Tel: 2245588; : Buenos: Aires ~ Tei: 3112818; 
Osaka — Tel: 3445721 l 























t Oslo Business School you will academic — which allows s 

k meet a dar internatio hal en- for and personal develop- 

l ne i ee iin totheten 
required courses in marketing, 

| finance/accounting and quantita- 

| $, we e offer more than - 























3 ‘different countries. Thei educa: D 

tional background is varied The -E Lawyers, 

program is conducted in English. 5 with a minium of | 
Our MBA is a two-year, full time tires. years sof university education 

program, acknowledging i interna- who aspire to leadership positions > 

tional accreditation standards. - -in business and government. Appli- | 

The program i is built on a à strong ` -cation deadline i is May lst | 





— — — — — — — — — — — — — 


t would like more information about the programs at Odo. : 
Ye es! Business School. Please send me more information on: 
—X L] MBA Graduate Programs © —— Programs. 















“Howe 







1 | l TERS - DOCTORATE : PLUS LAW 
Ful H —— work & life experience. No residency required 
SEND RESUME FOR NO COST EVALUATION 
h- LA SALLE UNIVERSITY. DEPARTMENT 6 
Mandeville, LA 70470-4000 USA © 
Phone 504- 624- 8932 Fax 504- 624- 8931. 









THE UNIVERSITY OFN NOTTINGHAM. 


MBA IN FINA NCI AL A E 
STUDIES 


A unique programme : offers: 





international markets o me 1590s. 





commencement. - - rane uu ue 
For further information of di programme, or r about 
the general MBA contact: 


1 MBA Office, Institute of Management Studies 
= University of Nottingham = 
- Nottingham NG7 2RD, England. 
Tel: 0602 484848, ext 3868 . 
_ Telex: 37346 UNINOT G) 





k eer AND TRADE POLICIES ze 
. 1990s; PROSPECTS AND IMPLICATIONS FOR 








s Dates: 19-21 September, 1990 : 

A Place: Maastricht, The Netherlands 

.. Venue: MECC (Maastricht Exhibition and —— Center) 

7 interested contributors — contact Professor T. Dalgic, — 
: , i VB, | p Box 1203, 6201 BE | 






















l * Emphasis on Financial Management " for the . 


l . please telephone: Wen 
| March 1990. 


LLOYD'S of LONDON 


|T B R CENTENARY 











. DEVELOPED AND DEVELOPING COUNTRIES" 





SCHOOL OF OR l ENTAL AND AFRICAN STUDIES 
. .. University of London 


 "Thornhaugh Street, Russell Square, 
... London WCIH 0XG 


_POSTDOCTORAL 


ont are invited for. the above. ‘post. The 
successful candidate is likely to have a. PhD in 
Economics but previous knowledge of Japan is not. 
necessary. The Appointee will be expected to specia- 

. lise in the Economy of Japan and study the language, 
for which facilities are provided. Participation in a. 
newly created. Diploma. Course at the School 
required. - 





. The intention is to fill the pod as soon as s possible. 


| Salary on the Lecturer A scale (£10, 458-£15,372) 


plus. £1,767 London Allowance. T | 
For further particulars and an application form 











2422/2389. All applications shoul d be submitted by 17 


















“Lloyd's CO Me ter l nten i ‘trust which was 

established i in 1988. by the ity of L dts three hundredth 

anniversary: The objectives of the Foundation include the advancement ^ 

education and research in medicine, science and business. Es 

The Trustees intend to award a number of one-year Research. Fellowships 

tenable from October 1990 in one or more of) he — Pi 
a — medicine and health· care o | 

b 


Business and related studies, including i insurance; 
c) Safety or environmental studies. . | 

















ligibility | 

| Applicants - sian ea eae 
| idit establishment in the United Kingdom. They should hold a PhD 

degree or have equivalent. research. — — will he given to 

| . those aged 35 years or under, — | | 


Awards 
- . The amount of each award will be diicciniocd by — to the applicant’s 
| — and will include an € for — — orl ~ 
-' case of àn applicant proposing to engage in r ‘ch at-a higher educa 
 - establishment the. amount. a the wand k s kely do be. related to the 
- appropriate l lecturer — Vs | 



















closing date for. — ic 
LM selected for E Fellow: 





MARCH. 10 1990 














Seeboard supplies electricity to nearly 2 million | 
annual turnover approaching £1 billion. ph a UL Jude 
To meet the challenge of Privatisation a new Power | B 
Purchasing Section has been established to be 
responsible for the formulation, operation and 
management of the contracts and the strategy `- 
necessary for buying electricity. 


The small, professional team handling the evaluation 
of contract options within this section is now being 
expanded. This. provides an exciting op portunity to | 
join an activity in its infancy and to play an important 
part in developing thinking and policy. 5 


The person that we seek will be comfortable with 
statistics and "abo to brin — have an — ^ 




























be familiar with. Compete | based vtical mode 
The post is appropriate. for a | recently "qualified 
professional. — 


| Alongside a acom petitive * and pleasant coastal 
"location j — hay — from an 


vide apply d writing, 9 | 
Administration. D rector d i | Secretary, ‘Seaboard, 

Grand Avenue, Hove, East Sussex BN3 2LS, 

| quoting. — number 2866. Closing date 14th 
April 1990. 













Doing a power * Soc 





THE aan cane OF HONG KONG 


offers com yrehensive programmes of studies. up. to PhD. level in the Humanities, 
Business Administration, Science, Medicine, Social Science, E 

and from 1991 Architecture; currently with 7,700 full-time equivalent students, a 
major expansion in — next three yeors is expected. The University is very active in 
ae Ce and development and liaising with industry and the business 
sector worldwide. Both English and Chinees are used in teaching. and 


—— ‘a invited for the post. of. | Í 
L cturer/ Assistant Lecturer | in n tonem - 











* Reg cs or — i 


f compe ips — ckage. Storting — and 
"i wi experience, For superannua- 
nt; Tenes include — leave with | full 7 at the rate of one-sixth of 
contributory superannuation sch 


“an appointee with annual salary of HK$249,480 or above 
‘apa contributi 7.5 per cent of salary towards rental). 





fixed term contract which carries equivalent benefits including a 
— aranui (15 per cent of basic selon] where applicable. Fringe 
benefits will be packaged by; including cash — options subject to mutual . 


j agreement: 


> —— as well as names ond 24 
of certificates/diplomas, ` 


SE the Personnel Section, the 


Thon 
ong Kong 


ce number —* mark cruitment” on cover, 


~ LECT URER IN. 


APPLIED ) ECONOMICS i 


APPLIC ATIONS ARE INVITED FOR A LECTURESHIP 
IN APPLIED ECONOMICS IN THE MANCHESTER | 
-BUSINESS SCHOOL AND THE FACULTY OF  : 
| BUSINESS ADMINISTRATION. 


e 
THE PERSON APPOINTED WILL BE EXPECTED TO 


CONTRIBUTE TO THE TEACHING OF ECONOMICS IN . E 





THE SCHOOLS MBA AND POST-EXPERIENCE 


MANAGEMENT DEVELOPMENT PROGRAMMES AND TO - 
TAKE PART IN THE RESEARCH PROGRAMME OF THE. - 


BUSINESS ECONOMICS SUBJECT AREA GROUP, 


HEADED BY PROFESSOR T.A.]. COCKERILL. THE ABILITY. | 
AND WILLINGNESS TO ASSIST WITH THE. TEACHING | — 








OE BOTH MICRO- AND MACRO-ECONOMICS WILL 
©: BE BEA PARTICULAR ADVANTAGE. ——.- 


SALARY WITHIN RANGE GRADE A £10,458- £15, 372 OR. 
| GRADE B £16,014-£20,469 P.A. FURTHER PARTICULARS : 
b AN D APPLICATION FORMS (RETURNABLE BY MARCH 23 
ES 3A _ 1990) FROM THE REGISTRAR, THE UNIVERSITY, 

MA E CHESTER M13 PL. 


uU ERSITY C OF MANCHESTER 
IS ANE JUALC OPPORTUNITIES EMPLOYER. 





ation, Engineering : 


d The Economics Department' S role 
‘advice on a wide range of macro, mic 
-. economic issues. Mem! ers of thi 
“a variety of interesting. and Pulso 
 Sought from qualified Haee with 


e e (University 15 quls cent, | 
per cent), medical care, education iene for children, housi ing, 
w 


intment may ` 





1 Kong before 15 April 1990. | 


e 


| Central London 


The NFU has a vacancy in its Economics: Department for an 
experienced and technically well qualified economist. 


to Paine a and provide 


















mh 
rojects. a guder are 
i es made, 
numeracy and an ability to write clearly and Concisely. — - 


The. person we are looking for will be à graduate in economics or 
a Disi economics, will probably have a higher degree in one 
these disciplines and will have studied econometrics. A. 
‘knowledge of agricultural policy: would be helpful but n 
essential. The successful candidate is likely to be in his/hi 
twenties and to have worked as an economist for a at least two 
year. — | 
The Salary will bei in the range £17,000 to £21,000 per annum. 


For further details and. applica- 
tion form please apply to The 
v - Director of Personnel. (BRK), 
coc NFU, Agriculture House, 
l E= Ripmwiim, London: ‘Swix 


ENGINEERS AND ECONOMISTS 
FOR EASTERN EUROPE - 


Major consultin firm based in Brussels is looking for 


— in the field of: 
` ENVIRONN | ENTAL ISSUES: 


industrial—urban—agricultural wastes _ 
REHABILITATION & © 
DEVELOPMENT 


steel—chemical—energy—agro-industries: 


|. AGRICULTURAL INPUTS: 
procurement—marketing—distribution—extension 
D 
CONSULTANCY: -. 
: industries—agriculture — 
_MACRO-ECONOMICS. 
S sectorial—diagnostic studies. E 


T Asügnmeht will include short or Jong term missions in. 
Eastern Europe 





.' Most positions - require | ten years plus. working 


. experience — E ! 
.* Previous work experience iti Bas n Europe or fluency 
‘in at least one Eastern-European language is a prerequisite 





.* Applicants are invited. to. send detailed CV and a 
l photograph | 5 : 







Please reply to S. A. AGRER NV 3 
Avenue Louise 251, Bte 23 
B-1050 Brussels (Belgiun 




























THESEUS, isa FPONTE diadudts sthodl ofm — whigh aims to fuse managem nd information technol ogies at” 
a strategic level, located in Sophia Antipolis, near Nice. THESEUS has launched an intensive MBA Program in Information ond 
Networking Strategy, taught ——— in a a We are ete interested i in Face candidates ot a assistant c or ossociate 
professor level. 







* 


» course — and clostioom instruction. A PhD c or the * 
Faculty appointments are available in the following fields: 


in Information and Net twor king — Various ci 3 
















I buted systems. 
as — ; Statistics 





y Quantitat e Anol ysis s fof ———— A petal i intere | 
E ‘and networking technologies is required. ae. : 5 B : 
The External kiwirondiont: General Economics with special emphasis on the Ecbriomic ond | Regulatory as dipecti of information 
technologies. Relevant knowledge of the European scene is desirable. -> ; 












Please send your CV and related supporting material to Ms Tina Gidrdano, Institut THESEUS, Be 188, B, Sophia-Antipolis, — " : 
06561 Valbonne Cedex, France, Tél. pa 92 94. 51 00, Fox : (33) 93. 45 38. 37 $ S 












— RESEA RI > H FELLOV A SHI > N AS 1 AF FAIRS 


Applications are invited for two Research — available at the Institute of Southeast Asian Studies i in 
| 1990/1991. : 


Eligibility: e | 

| These Research ——— are limited to applic tic Ut ot pellente residents. of ASEAN . 

ny countries on a rotational basis. Nationals or permanent residents ‘of Bn anoi and ind onesia are eligible to 
N STITUTE apply for the next round of dain to be: awarded i in 1990. ye ES 


Qualifications: — eu T 
Within the foregoing. preference wit be given to those candidates wih h De or — qualifications or 
those: — high-level experience in ASEAN affairs, and wh arsin a peu to — their 


ume Projects in the stipata period of each übel award. 
ASIAN Duration of Award: i 


| STUDIES . Each award can be for an appro laic on th o time, toa marum period of weve mon. Extension 
3 STUDIES | beyond mca nro erah ii 


E Focus of Research: A | E A 
^ The area of research can be any topic pertaining to developmental and associated problems of ASEAN, 
|. with special emphasis on publithable research. 


| Research Projects: - | 
~ Research projects submitted for —— should be well thot ght t out and be: as complete as possible 
in terms of aims and objectives, scope, schedule of work and so on. | 


Stipend/Housing Subsidy: 
Each Fellowship carries a stipend and a housing subsidy amounting to S$2, 300 1 to o S$3, 000 per month, the 
| actual amount airs depends on candidate' s es and experien: 


Other Benefits: > 
In addition, travel, résbaroh allowances, and iriedical care are also providit 


All applications, giving full details should be sent directly to the respective ASEAN National Secretariat a 
the nationals concemed. 




































































University of London 
Wye College 

LECTURER IN INTERNATIONAL . 
ENVIRONMENTAL POLICY 


ship, funded by the University of 


Environment Section of the Depart- 
























require the following: 


is on offer. 





Applications are invited for this — 


London Academic Initiatives Scheme 
and tenable for two years in the first 
instance from 1. October 1990, in the: 


ment of Agriculture, Horticulture. and Grade 


the Environment. 


Candidates should be social scientists 


_{sociology. political science, environ- 


; mental economics or geography) with 


& . »réseárch and teaching interests in envi- 
"ronmental policy and resource man- 
agement and planning in the rural 
"areas of Europe and/or the developing 
- world. —. 


Initial salary willbe ata point appropri- 
ate to age and experience on the 
A salary scale for Lecturers 


anu nth need to scie eel expert technical assistance to the EDB. 
As part of the British Government's aid programme to Eastern Europe we “urgently, 


(£10 458-£15 372). Letters of applica- 
tion accompanied by a curriculum vitae 
and the names of two referees should 


be addressed to the Assistant Secre- 
Wye College (University of © 


tary, 
London) Wye, Ashford, Kent TN25 
5AH (telephone 0233 812401, ext 228. 
Fax: 0233 813320) from whom further 
particulars may be obtained. 


The closing date for applications is 6 


April 1990. 
An Equal Opportunities Employer. 





Adviser to the President of the 
Export Development Bank 


Your role in this 18 month post will involve advising on the overall — ofthe » 
EDB within Poland’s evolving financial system, and also developing new 

products targeted to the domestic, corporate and household sectors as well as the 
overseas Polish community 


inancial 


In addition, you will assist in the development of 


appropriate financial policies with respect to both credit allocation and resource 
mobilisation, Your other key responsibility will be to provide advice regarding the 
privatisation of the EDB, examining the JpossipuRy of securing participation by a 
foreign commercial bank partner. 


Candidates should be British Citizens and have several years' experience in a major 
commercial bank with direct responsibility for international relations and product 
development. Knowledge of Polish will be an asset. 


Adviser to the Director-DP and 
Information Systems 


In this 12 month post you will assist the DP Unit in the EDB in the computerisation 
of operational and financial data by devel oping the appropriate format to provide 
essential data on a regular basis and in a concise manner. Data on the EDB’s _ 
resource position and cost structure will also be developed as necessary to provide | 
management with a tool for strategic decisions related to resource mobilisation 
and to assist in the management of the overall liquidity position of the Company. 
Candidates should be British Citizens and have several years’ experience in data 
processing and management information systems with a major international 
commercial bank. Knowledge of Polish will be an asset. 


A first class remuneration package, reflecting the high level of expertise required, 


Closing date for receipt of completed applications is 1 Apri 1990. 


For further details and application form, please write to Appointments Officer, Ref 
No AH364/DS/TE, Abercrombie House, Eaglesham Road, East Kilbride, Glasgow 
G75 SEY or boss — 41199 ext 3297. 











E i 
“School offers a four year undergradu- 
 &te programme leading to the Bachelor 


University of Waikato 


Hamilton, New Zealand 


LECTURESHIPS/SENIOR 
LECTURESHIPS IN 
ACCOUNTING AND FINANCE 


| Applications are invited for Senior Lec- 





reships and Lectureships in the De- 
partment of Accounting and Finance at 
the University of Waikato. The appoin- 


| -tee will be required to undertake re- 
t- search and teach in the undergraduate 






"graduate programmes offered by 
the Department. Special interests in the 
field of Financial Accounting, Auditing, 
Taxation and Management Accounting 
would be an SOVOIMAQe, vip: 


The Department of Accounting and 


¿Finance has an establishment of 25 






is one of the four departm - 4 


the School of Management Studi 





rgest School in the University. The 


of Management Studies degree and a 
Masters programme. and the research 
degrees of MPhil and- DPhil. Manage- 


E men Development programmes are 


also run offering post experience 


|. courses and various aspects of man- 
_. agement to practising managers from 


both the private and public sectors. The 
School has access to computing facili- 
tios via a Vax network. Micro comput- 
ers are also available to ail members ol 
the Department. Library holdings in 


_ Accounting. and. Finanop os related 


fields are good. - 


Applicants for — should nor- 


mally hold a Master's degree. Alterna- 


tively, they may have à good firs! 
degree. coupled with a professiona 


_ qualification. Applicants for Senior Lec- 


tureships are normally expected tc 
have completed or be about to com- 





 plete a doctorate, and have a record ol 


publishing. 


The current salary range for Lecturers 
is. NZ$36,000-NZ$47,200 per annum 
and for Senior Lecturers NZ$50,000- 
NZ$64,500 per annum. 


Preliminary enquiries may be — tc 
Professor Don Gilling. Chairperson ol 
the Department of Accounting and Fi- 
nance, 064 7i 562 889 during. office 







conditions of. pnis 


of n 2 method of ——* are avail- 
po renes Univers Asso 









Finance writer. 
Middle East Economic. Diges: (MEED), 
weekly business magazine covering Midd 
East affairs, has a vacancy for a write 
cover Middle East banking and ‘finan 
affairs. The ideal candidate will have asoun 
knowledge of the Middle East, an 
standing of the industry and the: 
. 1 ability to write in English to tight deadli 
= f The successful candidate will be base 
cj oMEED’s central London office, — 7 

: cU] Eor farther information contact Edm 
ed- J | O'Sullivan, Editor in Chie? MEED, 
. :d john Street, London. WCIN ZBP. 7 
oU ne (01) 404 5513. A 










University of Hong. B Annual salary (superannuable) is on an Further particulars and application 
-Kong | 11-point scale: HK$233,700-390,600 forms may be obtained from Appoint- 
* PIA ^. . (approx £18,046-£30,162; Sterling ments (37582), Association. of Corm- 
"LECTURER IN POLI Al SCIENCE equivalent as at 23, February 1990). — monwealth Universities, 36 Gordon 
— edule sary will — on — Square, London WC1H. OPF. UK; or 

£ e. At from the Secretary, Faculty of $ | 


















Applications. are invited for a Lecture- 
“ship in Political Science. Applicants 
-should be qualified to teach courses in 
‘either or both of the following fields: ave, 4 
public administration, international re- fits are provided housing. or "tenancy 
ations. An ability to teach other related allowances. are also provided in most cee work pon have. Sunde 
urses in the department would be cases at a charge 9t 75 per cent of direction in which their work is proceed 
welcomed. | . salary. ing. Closes 11 gis A $990. 











































Research Fellow in 


Pres will ! bs, give ; pto c 


- Health | Econom ( 





child. pidemiology Ù Unit. Research wil oeu 
s, through. a combi nation nof overseas fieldwork arid Loon based vendi 















E ~The post holder will be expected to build. a ‘thriving. — programme, ind to contribute io the ic teaching. p programme of the Schodl 
"Applicants should have field experience in developing countries, together with an established record of:research, and a familiarity with 
statistics. In particular she/he will have the ability and. motivation to interface anthropological and epidemiological approaches in the study of 
. diseases and their control. Knowl ledge : of WHO à d other agencies supporting work i in this field an advantage. V | 





All posts are available for three years in the fi irst instance. Appointme ts will be made: in the range £11, 583-£18, 432 (Research Fellows), 

. £11,583—£22,236 (Lecturers) and £23, 256-£26, 052 (Senior Lecturers),. inclusive. Applications. consisting of a curriculum vitae and three - 
referees should be sent to The Personnel Officer, ool of Hygiene and Tropical Medicine, Ke eppe st Street, kendad WC1 E 7HT quoting T 
the appropriate reference, or telephone 01 “6 — 6 ext 201 for further particulars oa 5 » 


Closing date 7 Macs 1 990. 






















| NUFFIELD COLLEGE, OXFORD 

.. Official Fellowship in European 

] Politics and Directorship of the Centre 
| for European Studies 


lications are invited for an Official 












































| Fellowship in the field of European 
| Politics, broadly conceived, tenable 
| from 1 October 1990. The Fellow will 






| the first instance, a proposed interdis- 






to be associated with Nuffield College, 
and will also undertake research and 







Governing Body and will receive a 





É (£10,004-£24,745) plus allowances. 
Nuffield College is an Equal Opportuni- 







| tions is 26 March 1990, 
| Further particulars from the Warden's 
| Secretary Ai Nuffield College, 
| Oxford 0X1 INF. 











Socio-Economist - 
Cashew Research © 
Project 


extension packages for farmers. 


proposals will be a major part of your task. 
QUALIFICATIONS | I 


Systems Research. | 


fare-paid leave... 


For further d 


BEA, or telephone (03552) 41199 ext 3314. 






S TO HELP THEMSELVES 


| be expected to direct, for five years in 
| Ciplinary centre for European Studies, | 
| supervise graduate students. The | 
Fellow will have membership of the | 


| salary on the age-related scale | 


ties employer. Closing date for applica- | 







Candidates should be British Citizens and must hold a post-graduate lė ^ 
qualification in a social science relevant to natural resources work i 


Closing date for return of completed application forms is 6 April 1990. e T IESU 
tails and application form, please write to Appointments Officer, Ref 


University of Reading | 
Department of Economics 


ARC PROPERTIES RESEARCH 
FELLOWSHIP = .. 

Applications are invited for a Research 
Fellowship to carry out research in 
housing economics. The aim of the 
research is to model the housing 


market with particular reference to de- 


termining the quantitative impact of 
policy changes. The Fellow should 
preferably have experience in applied 


' econometric research. The appoint- 


ment is for three years. Starting salary 
up to £14,169 pa with USS superannu- 


ation. Apply for application form and 


further particulars to Personnel Officer, 
University of Reading, Whiteknights, 
PO Box 217, Reading RG6 2AH, tele- 
phone (0734) 318754. Closing date 30 
March 1990, Please quote Ref. R9006. 





You will work as an integral part of a project aimed at increasing cashewnut ^. ^ 
production by strengthening research to develop effective, efficient and practical .. 


Your role will be to assist in the planning and implementation of the research 
programme to ensure that socio-economic considerations are fully taken into 
account. Subsequently, you will integrate research results into proposals for _ . 
identifying, developing and testing improved technologies to increase cash income - 
and food security. Regular reporting on your work and the preparation of detailed 





You will be on contract to the British Government for 3 years, on loan to the | 
Government of Tanzania. Salary is in the range £18,450 p.a. to £31,425 
p.a. (UK taxable). Additional benefits will normally include tax-free overseas 

allowances, currently of £3,117 p.a. [single] and up to £5,925 p.a. (married), _ 
children's education allowances, free accommodation and passages and annual 


4... : 


ft | ment seeks position as chief executive of 


| ber 1990 for two/three years. Can- 


.| narily resident in England and 
. Wales, ór children of EEC nation- 


ex f demonstrating to.groups of all levels from 


| Contact Dr P. W. P. Collins, 45 East 
| | Street, Chatham, Kent, UK. 


| mist Newspaper Ltd, 25 


ENGINEERING MANAGER - | 
EASTERN EUROPE 


| Construction Engineer electrical, me- 
chanical or civil background, European 
..base, to open offices in Prague, Berlin, 
Moscow, Budapest, for international 
construction company. Must speak 
English, multi-lingual: German, Rus- 
 Sian, Polish helpful. Top pay, full bene- 
fits. Will spend 20% time in United 
. States/80% Eastern Europe. 
Fax résumé to Atlanta, Georgia (404) 
872-4838. Telephone (404) 875-8366. 
. Coastal Properties, a division of IG. 






















NOTTINGHAM 
UNIVERSITY 
(Department of Economics) 

_ MAFF Postgraduate 
Research Studentship 
in Agricultural 
Economics or 













i Topic: either Measures of Agricul- 
j tural Protection or EC Cereals 

ey ped or Time Varying Parame- 
ter Econometrics, 







| A postgraduate research student- 
| ship is available commencing Octo- 








didates must possess at least a IHi) 
degree in Agricultural Economics, 
Economics or Econometrics. Ap- 
plicants should normally be British 
| or Commonwealth citizens ordi- 









als working in England and Wales. 






ersity of Nottingham, Universi- ` 
rk, Nottingham NG7 2RD. 






APPOINTMENTS 












BSc, PhD, MiBiol seeks interesting post 
utilising his practical skills in Biology. Has 
| experience: in. decturing, teaching and 










lay public to senior Doctors. UK based or 
| overseas — posting — considered, CV 























YOUNG INTERNATIONAL 
7: SENIOR EXECUTIVE 

ctor, Geneva-based international 
governmental Organisation, 22 years 
9erience Africa/Europe inhumanitarian | 
- assistance and economic/social develop- 























: Organisation interested in developing its | 
full potential through dynamic leadership, 

an entrepreneurial approach and a global 

| vision. Write to Box No 3688, The Econo- 

t James's | 








A 1HG 




































LONDON PLUS LUXURY 
CLOSE TO HYDE PARK ANG KENSINGTON GARDENS 


Be my guest? Luxury accommodation and 
cordon bleu cooking, what more can you ask? 
a £60 a night single or £90 double you can 
dm bed/breakfast and.a three course lunch. 

inner. For the. ——— won 







TURKEY CONFIDENTIAL 


A new publication providing a regular 
in-depth survey of political and 
economic developments in Turkey 
„Editor: Andrew — 


‘Visa ——— for panies, 
- spb? and individuals doing | 
_ business, or wishing to sical 
— in the — 


— 
































| your company needs assistanc 
| ing, implementing and 
—— environme 









| Fax: 01224 2337. 
-.*U.S. lawyer resident in London. Practice 


CEU immi Qrationand nationality law. 














: oe Te 























London SW1W 8DJ. pipere writing. | Central tively are. U 
Tel: 01-824 8415. | "Also - jq o fen 
Fax: 01-824 8415 . Personnel/Character Assessment. a 

P, Lavell . ksieni 90 m. 






Small. character town kare. off Sloane | 
` Square. All modern facilities. Full — 
eee inciusive of ver Hest rates. — 



















— Tet 1-794 6060. 


| SOUTH KENSINGTON - 
| g tuys furnished luxury o one eand dvo bed 


Het tree lined street dos et 
t — and d be at 













1 Min URN £336 to £805 
| info. Tel 01-225 dom FAR. 
920. Telex 893095. 














; number. ot — to gn 
^| Development Oil & Gas Drifting rogramme. in 
| well established productive basins in Central” 

United Stiles, a Coast and Pennsylvania. - 












^ a0 — Suite 1870, © 
lorado 80202 USA. Tel: (303 































inured to write under confic ona cover to 
the Registrar, University of Natal, King 
George V. Avenue, Durban , 4001, who will 
be pleased to supply. further information 
about the. University. - 





The closing. date fë: receipt of 
nominations and l applications i is 
15 April 1990. 


The University of Natal — apartheid. It 
is an equal opportunites TARVE action 
University. : 


Ref. D25/90 





en LONDON. "-. 


Quality serviced apartments offering best value 

u rhohey.- Dur apanments- "affer great savings com a 
pared to aem Fully. serviced, private bathroom, 

kichan, TV, telephone, central heating. elevator. 

i Centrally located in Kensington area. : 


Tourist Board Approved w 









‘Sarah Hotige Recruitment Consultants 














| Need; a Top Secretary? | nari mr nin 
1 South Kensi London SW? 4D6, UK 
Cal (01)434-0030 - nn Tor 011.441 370 2003 













Fax 911-441 370 6743 


215: 217 Oxford St London WIR 14H 
nunnunnd 







AL 










LYE 
@ OPEN WEEKDAYS 800-800 
2 TSATURDAYS. 910-1200) 
SMALL BUSINESSES @ EX PATS 










Nr Chipping Cam 
Gloucestershire GLS 5 6! 





THE PARKES 


LONDON'S LATEST SUITE HOTEL 












LUXURIOUSLY-APPOINTED 
| | HOTEL ROOMS (from) 
| SLEEPS2 £85.00 + VAT | 
A HOTEL SUITES (from) | 
| SLEEPS4 £144.50 + VAT | 
Apartments — exceptional. | INCLUSIVE OF: 






value. 
9 Fully equipped Kitchen, : 






d * Sumptuous English buffet 
t breakfast 






| 

E 

MORE THAN | 
| 

| 

| 

| 

| 











P 
| 
| 
| 
9 Superbly appointed Short-Let | 







bathroom, colour TV, 7-day Maid Í * Colour TV radio 

Service, 24-hour Reception! | * Direct dial telephone 

Porterage. | i — —— 

€ FREE USE of Swimming Pool J—— i i — 

and Health Club offering a wide: | * Complimentary newspapers -| 

range of treatments at competi- * Luxury kitchenette in each suite 

tive prices; Squash and Tennis. | * Luxurious appointed bathrooms 

€ Famous Restaurant and Bars, | | * Guest lounge 

comprehensive Shopping Arcade, | ] * ironing centre/trouser press 

3 acres of gardens. "s | * al — ; — 

1 eaufort Gardens 

Dolphin Sq. London 5W1 | | _ Knightsbridge — 
01-834 3800 | | Tel: 01-581 9944 Fax: 01-225 3447 | 







— 


TELEX: 913333. FAX: 01-798 8735 | Telex: 268235 


| Take ad antage of * — market. We are there for 

yous ou were there personally: Finding Sources/New 
Marke S, — possibilities or even represent you. 

_ Ask us for free info today. Contact: 


Service Rendering Division 
38 S gin Koenigstein 


ae uc Tel: (0) 6174 5029 
(0) 61 74 23415. Telex: 410931 hofra d 
-. HOFRA TRADING 
NE s WHO CARE FOR TNR — 





























LUXURY SERVICE APARTMENTS. 
CENTRAL LONDON 


Well sited for theatres, business and late night 
shopping. Individually furnished studio and 
onc bedroom apartments for rental from £220. | 
to £550 per week. Minimum stay one month. 
Letting Office, Nell Gwynn House, 
Sloane Avenue, London SW3 3AX 
Tel: 01-584 8317. 
Telex: 916358 NGHLDNG 
Fax: 01-823 7133 


ANALYSIS OF | 
HANDWRITING | 


Character/Persanal appraisal 
Correspondence Courses 
Forged — writing 


RAFEX 
MR dee Ul 1927 
2501 WB, The Hague, Holland 
Tel: 01751 77271. Fax: 01751 40166 
Consultations, seminars abd lecturers — 
Witte 


secured and. wel-rewarding - real estate or 

opening of American branch companies, ete. 

ALL MATTERS HANDLED BY A 
. LICENSED US ATTORNEY/PhD ECONOMIST, 


| Contact Edward P. Gallagher, Attorney-at- l 
Law, PO Box 70302, Washington, -DC 20088 - 
| USA; Tel: (301) 299-7269. Fax: (301) 983 






HOW TO LEGALLY OBTAIN A 
SECOND FOREIGN PASSPORT. 






Airmail £12. 
. Or details 





DER 
| deed , Homdean, n 
gu 04 


— 
COMPANIES | 










MANAGEMENT, 
ACCOUNTING AND ADMIN 
SERVICES AVAILABLE 
| FORAN EXPLANATORY —— 
DISCUSSION AND BROCHURE CALL 
COLIN FOSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD. 
COMPANIES HOUSE 
TOWER: STREET 


ISLE POF N MAN 
TEL: 1 800 — LL FREE iF 
PHONING FROM USA). | 


TEL: 0800 ——— en PREE) 
0624 815544, 
FAX 0624815548 i 



















HISTORIC 


2ND  PASSPORT/DR. 


: "HENLEY'S 
. Research — 800 pps. (index) -- new 


Books Ltd, Box No 118, 62 |_| 
Hants POB $JL, 








FARMHOUSE. West 
Sussex* Easy access to London. 7 


Beds, 3 Recep. Beautifully furnished. 
To let £4,500 pcm. Tel 0903 776305. 


LICENCES 


Special reports. Any country. INI, 2€ 
Kleomenu Athens 10675 Greece. Fa» 
7219080. 





du l EUROWATON S -Daily information ser. 
* vice on European affairs for Business. 


—: from: Morris-Cotterill,’ Solicitors. 


l PINEN Fax + 4481. 597 6368. 





MARKET RESEARCH for business 


plans, marketing and acquisitions. Call 


P'ercaptive Research Lid on 01-404 
5011... 


COMPUTERISE PAINLESSLY. Cus- 


Obtain US Immigration through purchase of |. 


tom built IBM PC programs, for fst 
—— Call Peter J. Menter ! 2 
7136. 





FORMULAS" * 
export ideas. ‘Books’, Box 248, Man- 


chester, MA, USA. 





OVERSEAS POSITIONS. Hundreds ol 
fop-paying positions. All occupations. 


| Free details. Overseas Employment 
Services, Dept EC, PO Box 460, Town 


of Mt Royal, Quebec, Canada H3P 
3C7. 





LUCRATIVE REAL ESTATE Invest 


ment Opportunities. Washington DC 
area, strongest in US. Contact Warren 
Company, c/o Box 100, The Econo- 
mist, 10 Rockefeller Plaza, 12th Floor, 


. . NY, NY 10020 USA. 


ITALY. CASTLES IN THE 


SK Yor villas in the vineyard. The | 
¿best city or country rentals all over 
ITALY., American specialist based in | 


i or ta tox ] [ Rome will help design the perfect holiday. - 


INTERNATIONAL SERVICES, Piaz 
Spagna 35, Rome, Haly. Fax: (011. 
m IM US Q12) 794 1534. 


Use your assets to 


 IMMIGRATE TO USA 


Ask ior our free brochure. We offer co- - 
ordinated. visa, real estate and tax advisory 


: ‘Services by licensed professionals. 


SWISS CONSULTANT 


GROUP (USA) INC 
Fax: +1813 254 0013 (USA) or 
Fax: +411 — (Swi ind) 


DIPLOMAT 
HOTEL 
2 CHESHAM STREET 
. . BELGRAVIA - 
UG en SW1X 8DT 
Tel: 01-235 1544 
Telex: 926679 DIPLM TG 
Fax: 01-259 6153 


. | An exclusive Belgravia within walking dis- 
i ae of Harrods. Provides unsurpassed - 


pportunity for super accommodation and | 


: | fi full Engl lish breakfast at exceptional value. ` 
Single bedroom trom £49.95 + VAT - 


Double/Twin from £74.95 + VAT 
A LINBAR EXCLUSIVE HOTEL. 












— 





ÁÁ 
OUTPUT, DEMAND AND JQBS America’s retail sales increased by only 0.7% in the 12 months to 
January. Canada’s Gop grew by 0.5% in the fourth quarter, and by 2.4% over the year. Japan's 
industrial production rose by 2.0% in the 12 months to January. West Germany's industrial output 
grew by 4.296 in the same period; its jobless rate dropped to 7.496 in February. Japan's 
unemployment rate edged up to 2.2% in January, Belgium's fell to 9.1%. Australia's industrial 
production rose up to 1.896 in the year to November. 


% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia — 26 +18 tw + 26 +54 0 + 38 + 5.0 0 6.2 Jan 6.9 
+ 23 * 38 oa na na + 09 + 4B sei 91 »'t 97 
Canada — 09 + 10 o« * 20 + 24 ù + 417 — 17 oe 78 im 76 
France — 05 +18 Ox + 45 * 35 u — 44 + 1.1 Der 9.4 De 10.1 
W. + 59 +42 m + 3.7 + 39 o + 7.9 + 23 Ox 74 re 8.0 
Holland +14.0 +10.0 ox — 48 +33 0 +10.2 + 8.1 Mat 5.5 Dec 6.2 
Italy + 3.0 + 20 Ww *32 +28 o * 78 — 7.1 Oei" 10.9 a* 10.7 
Japan + 24 + 20 um 4122 +520 +13.9 + 58 now 2.2 Jan 23 
Spain — 97 — 20 vx na na —20.1 + 76 wt 159 Jen 18.2 
Sweden +59 +42 0« na +19 m — 47 + 16 ww 16 a" 1.7 
Culterland — 68 +06 o + 19 + 28 ù — 25 + 02 Nog 0.6 ten” 0.7 
* 24 +16 ce +24 + 21 o +13 +28 san 57 m 7.0 
wore — 09 + 031 Jan + 09 + 25 o — 38 + 0.7 inn 5.3 in 5.4 


1Value index deflated by CPI.**1988.t New Series. 


OO ee eee te eee ee) ee ee ee S 
PRICES AND WAGES West Germany's consumer-price inflation slowed to 2.6% in the year to 
February. Japan's 12-month inflation rate rose to 3.0% in January, while Italy's stayed at 6.3% in 
February. Dutch workers received a 1.4% pay rise in the year to January, a real pay cut of 0.796. 
Swedish wages grew by 10.396 in the year to December, the biggest increase in the table. Canada's 
wholesale prices fell by 0.396 in the year to January. 


% change at annual rate 
consumer prices" wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 77 + 7B Ww + 42 + 7.0 Now + 42 + 75 Sep” 
Belgium * 29 + 34 re 4 40 + 50 ww 437 420 
Canada + 35 + 55 m — 19 — 03 um 4 88 + 64 dec 
France + 29 + 3.4 sn — 18 + 50 0 + 39 + 40 se" 
W. * 34 + 26 Fe + 17 + 1.8 Jan + 12 + 40 dec 
Holland * 07 + 2.1 Jm — 19 + 10 Dec + 08 + 1.4 Jan 
Italy + 69 + 63 re + 60 + 5.4 0« + 44 + 66 now" 
Japan — 0.5 + 30 m — 0.9 + 37 jan + 44 + 7.0 dec 
Spain + 56 + 6.7 sn + 1.7 + 36 dec + 27 + 53 jm 
Sweden + 97 + BB san + 51 + 5B mw +10.2 +10.3 Dec’ 
Switzeriand + 9.4 + 5.1 m + 12 + 22 m +15.7 + 3.6 m’ 
UK. + 8.1 + 7.7 m + 51 + 52 m +121 + 93 dec 

+ 46 + 52 m 4 68 + 5.8 sn + 42 + 45 Jan 


gnouny sve bulbs nas, Y Australia, weekly earnings; Japan, and Switzerland, monthly earnings; Belgium, Canada, Sweden and USA, hourly 
earnings; UK, monthly earnings for chien 





m SHIPBUILDING The gross tonnage of 
ships completed in 1989 was 12.9m tonnes, 
2.0m tonnes more than in 1988, and the first 
increase in tonnage since 1984. Half of the 
world's shipping fleet is now more than 15 
years old, and with fears over pollution 
mounting, harbours are now much less 
willing to admit leaky old ships. This is good 
news for Japan, which still produces over 
half the world's ships. Taiwan concentrates 
on producing the biggest ships: the average 
size of the nine ships completed there in 
1989 was 45,233 tonnes, compared with an 
average size of just 8,376 tonnes in Japan. 
Yugoslavia, in third place, almost doubled 
the amount of tonnage it built, though it built 
three fewer ships. It gained partly at the 
expense of Poland, where gross tonnage 
completed fell by 4096. 
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COMMODITY PRICE INDEX 
Em World wheat production in 

1990-91 is looking "quite 
favourable", according to the International 
Wheat Council. The total area planted is 
expected to expand again, after shrinking 
995 between 1981 and 1988, and American 
yields should be well up. on last year's 11- 
year low. The council forecasts production of 
555m tonnes, a 3.4% rise on last year. If 
consumption rises by only 196, stocks will 
increase. This would be welcome: stocks are 
expected to end the 1989-90 year (to June) 
at 100m tonnes—the lowest level for 12 
years. Despite the tight market, wheat prices 
have been sluggish because of payment 
difficulties in developing countries and com- 


petitive use of export subsidies. 
1985= 100 % change on 
Feb 27 Mar ôt one one 
month year 
Dollar index 
All tems 123.4 128.0 +75 —17.1 
Food 98.9 1022 +46 —136 
industrials 
All 1477 1536 +94 -—193 
Nfa 1 139.2 1386 +09 + 10 
Metals 153.7 1642 +153 -—280 
Sterling index 
All tems 93.6 994 +109 —13.5 
Food 75.0 79.4 +79. — 98 
industrials 
All 112.1 1194 +129 -—158 
Nia tt 105.6 1077 +41 +55 
Metals 116.6 1276 +189 —248 
SOR index 
All items 95.1 99.1 +95 —172 
Food 76.2 79.1 +66 —136 
Industrials 
All 113.8 1189 +115 —19.4 
Nfa 107.3 1073 +28 + 10 
Metals 118.4 127.1 *174 —26.1 
Gold 
$ per oz 408.50 40475 — 39 + 3.5 
Crude oil North Sea Brent 


$ per barrel 19.53 19.38 — 25 +72 
$ Provisional $$ Non-food agriculturais 





Footnotes applicable to ail tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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E EAST EUROPEAN DEBT Since 1981 most 
East European countries have reduced their 
debt-service ratios. (This is calculated here 
as total interest payments plus principal 
j repayments on medium- and long-term debt 
as a proportion of their hard-currency mer- 
chandise exports.) The oeco’s annual review 
of Eastern-block debt shows that the biggest 
reduction has been in Poland, where the 
ratio has fallen from 188% in 1981 to 88% 
at the end of last year. The main exception 
has been Bulgaria: the debt-service ratio has 
risen from 20% to 40% in the past nine 
years. The Romanian government has paid 
off virtually all its debts by exporting much of 
its food and starving its people. Elsewhere, 
Eastern Europe's debt-service ratios have 
started rising again since 1986, but they are 
still lower than in heavily-indebted Latin 
American countries. 
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WORLD BOURSES Tokyo steadied this week, and lost just 0.3%. Wall Street gained 2.3%. Fears 
over sterling helped push London down by 1.796. Brussels, the best performer, rose 3.496, but it is 
still 14.796 below its peak in 1989. The World index was up 0.496. 








Stock price indices % Change on 
Mar 6 LEM one one record 31/12/88 
high low week year high in local in $ 
currency terms 
Australia 1580.4 1781.8 1412.9 + 06 * 4B —31.5 * 63 = 52 
Belgium 5807.9 6805.3 5519.3 * 34 + 11 —14.7 + 44 +10.6 
Canada 3723.2 4037.8 3350.5 +17 + 28 — 95 +10.4 +11.1 
France 504.5 561.6 417.9 + 20 + 13.4 —10.2 *21.4 27.9 
Ww. 2223.1 2370.8 1595.7 + 13 + 33.4 — 62 +34.6 +40.4 
Holland 187.3 210.5 166.7 nil + 43 —11.0 +13.0 +18.1 
2933.2 3309.6 2093.6 nil — 48 —25.7 + 91 * 9.1 
667.7 734.8 577.5 + 24 + 142 —26.5 +13.2 +178 
33791.1 38915.9 30183.8 — 03 + 58 —13.2 +12.0 — 65 
Singapore 1552.6 1595.4 1030.7 + 11 + 37.1 — 27 +49.5 +55.2 
South Africa 2976.0 3211.0 1961.0 + 0.1 + 29.2 — 73 +52.3 +§3.5t 
Spain 271.2 328.9 268.6 — 0.3 — 04 —17.5 — 12 + 25 
Sweden 1162.5* 1373.0 968.5 — 0.6 + 48 —15.3 * 94 * 94 
Switzerland 755.4 B29.1 613.1 — 0.6 + 168 — 89 +25.1 +25 
UK 2216.0 2463.7 1782.8 —17 * 64 —10.1 423.6 +12.. 
USA 2676.8 2810.2 2144.6 +23 + 16.9 — 47 +23.4 +23.4 
World 512.6 571.0 487.6 + 04 +32 —10.2 * 37 + 37 





this week. Sweden's prime rate rose to 15.596. The narrow measure of Switzerland's money supply 
fell by 3.996 in the year to December; its broad money increased by 6.396. 
Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 











Narrow Broad Overnight 3months Prime Deposits Gov't Corporate Deposits Bonds 
[M1] lending 3months long-term 3 months 
Australia +21 +224 me 1650 16.24 19.50 16.24 13.53 14.65 15.88 14,20 
+ 55 + 94 0 10.50 10.40 13.25 10.20 10.94 10.83 10.56 1076 
Canada * 07 *125 m 31288 13.28 14.25 13.28 10.60 11.35 1300 1290 
France + 74 + 67 nw 10,19 10.63 11.00 10.81 10.33 11.02 10.69 11.09 
W. + 53 + 5.3 dec 7.85 8.30 10.50 7.55 8.95 9.00 B.44 8.99 
Holland + 67 +14.2 Dec 8.56 8.80 10.75 8.80 9.22 9.67 8.94 9.44 
+11.3 +11.0 oe — 13.12 13.64 14.00 na 12.45 13.45 13.75 11.99 
— 06 +11.5 dan 6.53 6.28 4.88 2.04 7.12 6.97 7.25 7.34 
+13.7 +11.8 we 15.13 15.59 16.25 7.25 13.23 14.32 14.63 na 
Sweden na + 6.3 Oe 1475 14.90 15.50 14.57 14.37 15.29 14.68 1493 
Switzerland — 3.9 + 63 De 8.63 9.00 10.88 8.25 6.43 7.06 9.19 6.79 
UK + 58 +18.2 » 1538 15.25 16.00 15.19 11.33 12.96 1522 14.80 
USA T1 + 3.2 Ja 8.19 8.20 10,00 8.28 8.55 9.32 8.38 i 





Other key rates in London 3-mth Treasury Bills 14.5%, 7-day Interbank 14.9%, clearing banks’ 7-day notice 4.0%. Eurooonar 
rales (Ubon: 3 mih 8.96.6 mna à 55e 


SSS — — — — — — — M M M HÀ t€ 
UK MO; M3 except Belgium, Holland, Italy and Sweden M2, Japan M2 plus CDs, UK M4. Definitions of interest rates quoted available on request. 
Sousas: (anco Babee Vacaye, Chase Dadhania Bate de Commence (Eni. CR LCOS Dui Leena bene NEN tans a iq 





TRADE, EXCHANGE RATES AND RESERVES Japan ran a current-account deficit of $636m in January, the first time it has had a monthly deficit since 
January 1984. In the same month France's visible-trade deficit narrowed to $140m. In 1989 Italy's current-account deficit rose to $10.9 billion, twice 
as big as in 1988. In trade-weighted terms the dollar rose 0.796, sterling fell by 1.896, the yen lost 0.296 and the D-mark was unchanged. 


- tradebalancef current- 
Sbn 


trade-weightedtt currency units per $ currency units foreign reservestt 
a exchange rate $bn 
mths latest year ago latest year ago per £ perSDR per ecu Dec year ago 
Jan 88.1 90.5 1.31 1.24 2.17 1.72 1.57 13.4 13.6 


110.4 105.8 








58.4 46.3 42.5 10.8 9.3 

















102.8 101.5 P ; 

France — 0.14 » — — 69 — 984 «€ 104.0 99.1 5.75 6.30 9.49 7.53 6.91 24.4°* 263 
W. + 528 w — t 715 + 51.9 Dee 118.6 112.8 1.70 1.85 2.81 2.23 2.04 60.7 58.5 
Holland — 0.12 oa * 37 * 630 114.5 110.1 1.92 2.09 3.16 2.51 230 16.5 16.1 

— 108 m  — 122 — 109 a 100.9 97.3 1255 1360 2071 1644 1508 . 46.7 34.7 
Japan + 5.04 wm + 730 + 537 san 125.2 150.2 150 129 247 197 180 84.0 96.7 
Spain — 290 »  — 28.0 — 117 m 105.4 103.9 109 115 180 143 131 41.5 37.1 
Sweden +016 oc + 27 — 50 dec 95.0 95.5 6.14 6.34 10.1 8.09 7.38 9.6 8.5 
Switzerland — — 073 »« — 63 + 60 u 109.6 108.1 1.50 1.58 2.48 1.96 1.80 25.1 24.2 
UK — 3.27 m= — 37.7 — 941 » 88.0 95.8 0.61 0.58 — 0.80 0.73 34.8 44.1 
USA — 7.17 tec .— —1087 —113.9 o 68.0 67.5 — — 1.65 1.31 1.20 63.6 36.7 


tAustralia, France, Canada, Japan, UK ard USA imports fob, exports fob. All others cit/fob. t¢ Bank of England index 1985 = 100, Reserve Bank of Australia index 1985 = 100, New series. tt Excluding gold. **November 
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Tokyo closes. 
London opens. 


There's 
no substitute for 
expert advice. 





"Around the world in eighty days" is a Thats why “global presence" is the 
thing of the past. As world markets move essential basis for sound investment advice. 
even closer, distance is no object to today's Being the country's leading bank, UBS has 
investor. made good use of the Swiss inclination to 

A responsible investment advisor will think international. 
not just read the latest information off 
the stock market computer. He will supple- 
ment it with additional data, collected and 
evaluated on the spot. 


of Switzerland 


UBS. The bank of experts. os) Union Bank 


ADVICO YOUNG & RUBICAM 





Worldwide network of UBS 

Europe: Frankfurt, London, Luxembourg, Madrid, Monte Carlo, Moscow. North America: New York, Chicago, Houston, Los Angeles, San Francisco, 
Cayman Islands, Calgary, Montreal, Toronto. Latin America: México, Panamá, Bogotá, Caracas, Sáo Paulo, Rio de Janeiro, Buenos Aires. Middle East and 
India: Abu Dhabi, Bahrein, Beirut, Tehran, Bombay. Far East: Hong Kong, Osaka, Tokyo, Singapore, Taipei. Australia: Sydney. Africa: Johannesburg. 
Head Office: Union Bank of Switzerland, Bahnhofstrasse 45, CH-8021 Zurich. 
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There are about 1,900 car models in th e world. 
Apparently they are all 





technology. Their ................runningengines, = 
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acceleration and ...................... fuel-efficiency. 





All this, no less. And no more 


Missing word list: 





superbly matchless 
bristling state-of-the-art 
smooth breathtaking 
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Saab accounts for less than one per cent of the world car 
output. 

The first Saab automobiles were designed by aircraft 
engineers. They understood that conventional wisdom 
was not what the car industry needed. What was needed 
was innovation. 

Saabs may not look large. Yet the Saab 9000 is the 
only imported car in the USA rated "large" by the 
Environmental Protection Agency. As CAR and DRIVER 
put it, Saabs are "groomed for the job of moving people 


and cargo effortlessly”. 





The Saab 900 Turbo 168 


Saabs may not look power performers. Yet, at the 
Talladega International Speedway in Alabama, USA, 
three standard Saab 9000 Turbo 16's ran at full throttle 
for twenty days and nights. At average speeds of 213 
km/h, including pit stops, they broke the 100,000 
kilometre world speed endurance record. ( That's two 
and a half times around the equator at 213 km/h.) 

In a Saab, you don't buy performance at the expense 
of safety. Saabs ranked first in safety in virtually every 
category in a recent survey by the United States Highway 
Loss Data Institute. 

German auto, motor und sport were moved to write: 
*In snowstorms at the Arctic circle, in rush-hour chaos 
or at full throttle on the autobahn, this car inspires con- 
fidence, and creates a feeling of security and safety." 





Do as this motoring journalist did. Get behind the 
wheel of a Saab, and judge for yourself. : 


For more information contact Saab Response Service, Box 3070, S-6ll 03 Nyköping, Sweden. Fax: + 46155-12484. 
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Whatever I do, 





“Unlike me, my Rolex never needs a rest” 


Wherever his travels may take 


him, Placido Domingo takes a 


series of green bound books. Into 
these he writes his engagements 
three years ahead; such are the 
demands of the major Opera 


Houses of the world on the man 


acclaimed as possibly the greatest 


livi ng tenor. 


Placido Domingo has commit- 
ted some eighty different operatic 
roles to memory. He believes this 
daunting repertoire is necessary to 
attract the widest possible audi- 
ence. For this is his ambition: to 


help more people, all over the 


world, enjoy and appreciate the 


music he loves. 


In recent years, Domingo has 
presented a live video 


THE ROLEX GMT 
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ance of ‘La Boheme’ to an audi- As a student at the Mexico 
ence outside Covent Garden. He City Conservatoire, this was his 
provoked a rapturous ovation in main study. Now Domingo can 
China (until then, Chinese audi- bring all the experience of his 
ences seldom even applauded). singing career to bear on his con- 
And a legendary curtain call in ducting. “The operatic conductor 
Barcelona lasted one hour and is like a Roman charioteer, he 
fifty minutes. "It would have been says. “He has a hundred horses 
easier, Placido has said, "to sing on stage and a hundred horses in 
the opera all over again’. the pit. And he has to control 
Over and above this punish- them all” 

ing Schedule, Placido has sung To keep up with these ever- 
many benefits, has been appointed increasing demands on his timé 
President of the European Youth Placido Domingo, the Ambassador 
Opera, has appeared in films and of Opera, relies on his Rolex. “This 
videos, and has renewed his watch is perfect for me; he says, 
interest in conducting. "because, unlike me, it never needs 
a rest. You could say it's W 


one of my favourite 


instruments.” ROLEX 


of Geneva 





oa E > ~ - JT d 
mbi. t big ea 02M 8e 
—— ZR Fv. - ETS err 
Fa ` f 
>. - * 


MT - 
Economist 


LEADERS * 


— ois eL 


To the boats 
Japan’s island race heads for space 
European reconstruction: Overrated Angst 
The new beat in Latin America 
Spotting a trend 


WORLD POLITICS AND CURRENT AFFAIRS 


EUROPE'S CHRISTIAN DEMOCRATS 
17 Hello, Caesar, this is God 


ASIA 


23 Now Mongolia rejects communism 
24 Hawke ahead i in his election fight 


27 Cambodia looks to Paris 
28 Kim Il Sung about to retire? 
28 Lingering death in Indonesia 


AMERICAN SURVEY 
31 Texas looks Republican 


a plan 
2 Propaganda iier television for Cuba 
banks go 


36 Japanese 
36 — e agis CENE 
37 No middle ground on abortion 
37 — alg nia yAn iiei 
38 Lexington: Richard Gephardt's nationalism 


INTERNATIONAL 
43 One Jerusalem, two Israels 
43 America steps on Israel's toe 
44 Trouble in Jerusalem's suburbs 
44 Haiti loses a general 
45 Colombia picks a president 
46 Orenada votes 
46 Nigeria needs politicians 
48 Hosting the Arab League 
48 Murderous Iraq 


EUROPE 
49 Gorbachev, = ofa crumbling empire 
50 Independen uania 
50 Hungary nh to vote 
51 Kohl's hat-trick of surprises 
52 Ode to Leipzig 
53 Italy’s Communist revolution 
53 The Eurobuzz about EMU, and apples 
54 Green taxes 


SCHOOLS BRIEF 
57 All changed, changed utterly 
BRITAIN 
59 This week 
61 A budget to fight inflation 
62 Extradition and Ir i 
62 Behind the poll-tax prot 
63 Trouble for the Chunnel 1 fast link 
63 The nanny market 
64 Child care across Europe 
65 Bagehot: Michael Heseltine 


PP (Sì 2/12/89 


€" P 9 9" "9 » wm 9" 4" 9 * 9 9 9" ^ 9? 9" ^ *" ee wee ewe eee 9 99 9. 9 9 9 9 o" 9" 9 9 9" 9? 9 oW eee 


W OR * * bo? "oW 9 a BOW 9o" 9" P9? 9" 9 o9 9 9 eer eee 9 * 9" 9? 9 9 9 9" à 9 POR 9 9 9 o9 9 9 P": t: t**'::--:- ttt 


11 
12 
jr RN C ls av» e MN 13 
YT ea TERES 14 
LPs! Aa 15 Whatever he does 
16 The four ways Gorbachev's If 
| Soviet Union might now go, and || - 
BUSINESS, FINANCE AND SCIENCE | akai ; — | 


~ MARCH 17 1990 


Volume 314 Number 7646 























| the president, page 49. What he 


I 

67 BUSINESS THIS WEEK diould do wich i peat T4. | 
UN Lithuania bows € page 50. 

69 The birth of multimedia Hawke again? | 


70 The scourge of Wal-Mart 


Bob soars ahead in the opinion 



























70 Troubled joint ventures in China polls, page 24. Australiaasa 
71 Economics focus: European unemployment little great power, same page. — || 
Ln vrai voi dg on Compa ci 
ope's ers east | 
73 Saatchi & Saatchi struggles to survive e by be ae: ae 
14 The snail's pace of perestroika | 
79 Anheuser-Busch abroad Japan in space 
The pragmatists’ policy, page | 
FINANCE 13. The scientific successes, E 
81 America’s new banking giants page 91. 
82 Fleet/Norstar: A bank for all seasons Giant new banks | 
83 Market focus: Tokyo trembles TUR : 4d 
84 Towards worldwide securities settlements — — | 
84 NatWest pulls the plug on Libra Bank Fleet/Norstar, one of the new 
85 Why Nigeria needs help breed, page 82. Paine Webber 
85 The East European development banx makes a virtue of being a Wall 
86 Dull, but profitable Paine Webber 
89 Drexel and central banks' gold loans 
SCIENCE AND TECHNOLOGY 
91 Japan shoots at the moon 
92 Foetal-marrow transplants 
92 Plastic electronics 
93 Birds: Rumours of my extinction . . . 
ECONOMIC AND FINANCIAL INDICATORS ks 
113 Output, jobs, prices, commodities, bourses, in- es. ae oh 
terest rates, trade, currencies, plus a closer look p 
at beverages, telephones and factorirg To the boats? d 
What Britain's Tories should. — 
BOOKS AND ARTS want of their leader, page 12; 
96 The world's best banks | give them, page 65. 


96 
99 
99 
100 
100 


© The Economist Newspaper Ltd, 25 St James's Street, London SW1A 1HG. Printed in Singapore 
/.— MCL(P3S/8/80 









Miles Davis: The darker side of jazz 
Cleopatra on the couch 
Tom Clancy's Cold War 
New! Improved! Pravda 
Communist collectibles 


LETTERS 
On people power, a bank for Europe, R&D 
collaborations, rice mountains, id, Nepal, 

inte , cash in Britain's 
rooms, the Ukraine, "branded products, 
for everyone, the poll tax 












ae E 
body seems in- 














































granted that because a par- 
cular policy is supported by the 


at it putpotts to represent. 
ncellor Helmut Kohl quite 
arly was pandering to the sen- 
nts of the German people 


many. Yet despite the. popular 


many other places, it is poten- 
dally more threatening to peace 
between nations than the brutal 
repressions. inflicted on their 
own people by despots like 
Ceausescu or Honecker. 

“If we are honest it must be ad- 


can be as bad as the tyranny 
f one man. To a repressed na- 
n like the Poles of the past or 
Palestinians of the present, 
way in which their suffering 
aflicted surely does not mat- 
o them as much as the fact 
iat it ís being inflicted. And in 
the Polish case and the Pal- 


nian case, the repression has 
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acks that" sich n situation - 
resents. It appears to be taken 


st majority ofa nation it isin- 


hen he refused to confirm Po- 


appeal of nationalism in Ger- 
any, Lithuania, Bulgaria and 


itted that a tyranny of a major- 
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enjoyed the connivance of the 
majority of the people. What 
seems to be more important, 
therefore, is the quality of the 
policy and not the number of 
people who support it. 

Hayes, 


Middlesex JAMES LLEWELLYN 





A bank for Europe 


SRAI was interested in your ar- 
ticle (February 10th) on the pre- 
ferred model for a European cen- 


tral bank. While you favour the 


West German model on eco- 
nomic grounds, you thought.the 
Dutch model might be more ac- 
ceptable to European politi- 
cians. One other model which 
tries to balance the economic 
benefits of centralbank inde- 
pendence with the rights of 
democratically elected politi- 
cians ultimately to determine 
economic policy is the Reserve 
Bank of New Zealand Act. This 
took effect from February | 
1990, and its main features are: 
1) The legislation states that the 
only objective of monetary pol- 
icy is price stability. - 

2) Within 30 days of the Act 
taking effect, the minister of fi- 
nance and the governor of the 
central bank have to fix precise 
policy targets for five years 


ahead. (The minister and I have 


now formally agreed on an infla- 
tion target of 0-2%, to be 
achieved by December 1992.) 
These targets have to be tabled 
in parliament and published. 

3) The central bank is given 
complete independence to im- 


do ded eu db Ssqesdeh dtes stes 


$ed AES ES HEH 


96btéto th te tbe t ehtée be té toe 





ernor of the bank. | 
4) At least every six months the 
bank has to publish detailed 
statements of its assessment of 
economic and financial condi- 
tions, and set out how it intends 
to implement monetary policy so 
as to achieve the publicly an- 
nounced target for inflation. 

5) The legislation allows a gov- 


ernment to direct the bank to 
` aim monetary policy at an alter- 


native economic objective, but 
this must be done by an Order in 
Council. This means it is subject 
to parliamentary and public de- 
bate. If such an override of the 
statutory objective were to be 
used, a new set of policy targets 
would have to be agreed and an- 


nounced within 30 days. There- 


fore, at all times the public 
knows precisely what the aim of 
monetary policy is and the cen- 
tral bank will be held account- 


_ able for its performance in trying 


to achieve those targets. 
Professor Charles Goodhart 
of the London School of Eco- 
nomics, in giving evidence to the 
Select Committee of the New 


Zealand parliament late in 1989, 


described this framework as the 
best balance he had seen be- 
tween the desire for consistency 


in monetary policy and the ulti- 


mate right of a democratic gov- 
ernment to determine economic 
priorities. 





DONALD Beas 

Governor 

Reserve Bank of 

Wellington New Zealand 
American R&D 


Sir—The desirability of increas- 
ing industry-university R&D 
collaborations (February 3rd) 
depends on one’s point of view. 
As a graduate student, I see it as 
a double-edged sword. 

The trend is not surprising. In 
1986 the average private-sector 
R&D  scientist/engineer cost 
$138,100, whereas the average 
graduate student performing 
R&D at a university cost about 
$28,000. Of that $28,000, sti- 
pends are about $12,500 annu- 
ally, less than half the starting 
salary of a new holder of a sci- 
ence degree. Industry has been 
capitalising on this differential. 
The fact that these stipends have 
been steadily losing purchasing 
power discourages Americans 
from pursuing doctoral degrees. 


Responsibility rests with the gov- - 


intellectually. 





queries, address 
ae 91, telex: RS 22152 E NS. 














are — tor: riot qui là lified) to 

occupy. fand more power to 
them). This bodes ill for the 
United States—unless it can 
keep talent in the same way that 
it is importing $200 billion an- 
nually to finance our federal def- 


: icit. Some day Americans may 


not be able to control their des- 
tiny, either financially or 


Trade barriers and immigra- 
tion restrictions will increase the 
-account deficit and en- 
danger the supply of academics. 





and researchers. If industry and 


the federal government continue 
practices which give rise to criti- 
cal shortages of American scien-. 
tists and. engineers, no number 


of government-industry consor- 


tia will hel p. 
Cambridge, 


Massachusetts Davip WAGOG! 





Rice mountains 


Sr—The rice growers". associa- 
tion has hit upon a novel way for 
dealing: with the overproduction 
of rice in Japan. Faced with over- 
flowing warehouses, falling de- 
mand and the spectre of cheap . 
imported rice, it exhorts its 


members to eat an extra sack of 
. rice a year. If only such a sensible 


solution were applied to Eu- 
rope's ludicrous common agri- 
cultural policy! Surely the moun- 
tains of butter and wheat, the 


"lakes of. wine and milk, would 


shrink to mole hills and puddles 
if che farmers responsible, or 
better still the Eurocrats, were 
forced to eat and drink them. 
Kanagawa, "^ 

Japan C.SR.D, 





Black and white 


SiR—1 read your article on Nel- 
son Mandela (February 17th) 
with a growing awareness that Í 
am an affected member of the 
“privileged tribe" that happens 
to live in the northern hemi- 
sphere. We may one day be in 
the same boat as white South Af- 
ricans are now. 

At present we can still smile at 
the antics of the "developing na- 
tions" outvoting the "white 
tribes" at the United Nations. 
The votes there do not count for 
much. But how long will it be 
before those who now get our 
support for the “one man, one- 


he last week in December and the first week in January) by The Economist Newspaper Ltd., 25 St. James's Street, — SWIA 1HG. 
lo Times Printers ar Ltd., Times Jurong, 2 Jurong Port Road, Singapore 2261. 


Representative Office, 2 Jurong Port Road, Singapore 2261. Tet: 26 





and requests for 





"a us RUE, — uu =... —  L—— UE Remo. UM oe M MEE — -L mr g oT 


EXECUTIVE FOCUS 


CHIEF EXECUTIVE OFFICER 
















97. "325.5. 








International focus g INTERNATIONA, 
Package from A$115,000 plus performance component ilit PROGRAM OF 
Canberra based — 





With a turnover of $50 million and expanding rapidly, IDP is in the forefront of Australia's fastest growing 
export sector - education. 

They are seeking an accomplished senior executive to provide leadership and continue the development of 
the organisation into a performance based enterprise, operating on a commercial footing. In pursuing this 
objective the successful candidate must be sensitive to the importance of gooc working relations with Australian 
educational institutions. The position will involve regular international travel. 

The ideal candidate will be a visionary with an eye for the bottom line, who has operated at the CEO or deputy 
CEO level: and is an experienced international business operator particularly in Asia and the Pacific Basin. People 
and presentation skills must be of the highest order and be combined with energy, drive and the commercial 
orientation to further establish Australia as a major force in the multi-million dollar international education 
marketplace. 

Our client is prepared to be flexible in terms of commencement to find the right person. 






Written applications, in strict confidence, should be forwarded to Richard Sebel, Human Resource Division, $ 
Coopers & Lybrand Consultants, Box 2650 GPO, Sydney, Australia, 2001, tax (02) 261 4939, quoting MCS 8445E. $ 
initial telephone enquiries may be directed to (02) 285 7356. : 

Coopers Human Resources H 
Consulting Division á 
&Lybrand $ 


Associates 


SO's present Director shortly 
completes his 5 year contract. 

A successor is sought with leader- 
ship and management abilities to con- 
tinue the evolution of VSO in meeting the 
needs of our overseas partners. 

VSO is a registered British charity 
sending skilled men and women to work 
with local communities overseas. Cur- 
rently 1,250 volunteers are working in 
over 40 Third World countries. VSO has a 
budget of £14 million for 1990/91 to be 
raised from government grants and 
voluntary contributions. 

The Director is responsible to VSO's 
Executive, and leads the 5-person senior 

ent team. There are 250 staff 
working in our head office in Putney and 
in overseas field offices. VSO is sup- 
ported by thousands of returned volun- 
teers and other voluntary supporters 


à 

throughout the UK. 

Director requ ormed (by Easter at the latest) with relevant f 

— of the bares —— personal details to VSO's Chairman: Earl 

potential contribution of volunteers to Bridge Rd, London SW15 2PN. Please 4 

development and the capacity to stimu- mark the envelope "Strictly Confiden- 
late and inspire ph igo — will be held e "n 

i une. successful candidate w + 

As an equal opportunities employer ence a 5 year — in 


we welcome candidates from any back- 
ground. The task necessitates out-of- 
hours work, both in the UK and overseas. 
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VSO 


is looking to appoint a new 


DIRECTOR 


Salary £30-35,000 p.a. reflecting 
voluntary sector norms, with a contribu- 
tory pension scheme. 

Candidates are invited initially to write 





October 1990. 
Helping the Third World help itself. 
















ple ona global scale? And ho : 
— and when "one man, one 


















































Sir—Your article on Nepal (Feb- 
ary — reflects, as usual, 





King Birendra is “obstinate” 
er democracy is manifestly un- 
e. The glorious tradition of 
ur kings has always been to re- 
pect the wishes of the people 


even at the risk of the throne. | 


ie king proposed the 1980 
ynstitutional referendum pre- 
cisely because he was aware that 
his people held conflicting views 
on the question of political par- 
ties. In that referendum a major- 
ity decided not to return to what 
is ot described as "democ- 
racy”. Is it obstinate to uphold a 
majority view? 

: BHARAT SIMHA 
London Royal Nepalese Embassy 


Thinking machines 


Sin John Searle’ s philosophical 
magic travelling road show made 
good, _entertaining journalism 
is - Chinese- 























elligence".- 
| the version. you give, Dr 





hin — be said to — 


he muacahis in t ji That 
view of human thinking has 
been unfashionable since the 
aac century, and the 
"(broadly Wittgensteinian) philo- 





i — the following seven-point plan: 





sophical tradition at Oxford, in 
which Dr Searle was raised and 
did his best work, did as much as 
anything to destroy it. 

Consider the consequences if 


|... Dr Searle's views became widely 
accepted. The chess program, 
deep thought, was beaten by 


Anatoly Karpov: we are now 
clearly in sight of some such pro- 
gram being the world champion. 
If we continue to believe that the 
winning machine does not un- 
derstand or think, how will we 
accept that something that does 
not do so can beat all the people 
who do? 

Las Cruces, 

New Mexico Yorick Wilks 
ei ionisation anand 


Cash in the classroom 


. Sin—Your leader on British edu- 


cation (February 3rd) shares the 
doctrinal myopia of the prime 
minister, who seems unable to 
distinguish between those prob- 
lems that lend themselves to a 
market solution and those that 


donot... 


To pay — subjects in 
which there is a shortage more 
than other teachers would be to 
misunderstand the nature of 
teaching. A team of teachers in a 
school is working to a common 


_end, namely the education of the 
child. All teachers are wealth 
. creators. 


‘Schools are not small busi- 


| nesses, ‘but communities. This 
creeping commercialism, which 


may result in differentiated pay 


-scales according to subject | 
specialisation, runs the risk of di- 


viding sta 





f-rooms. The salary 


that will attract the physicist and 


i thematician: must be the sal- 


ary paid to all teachers if the co- 
| "hésion of the profession is to be 
= maintained, 


asks — a machine _ 
oes its task by manipulat- -· 





LM. PHILPOTT 


Sis —In your article about Soviet 
—. local elections (February 24th) 


you mention that for the Rus- 
ans to. “Tose” the Ukraine 
would be a "disaster". Have you 
b ondered how the Russians 









1) They murdered by starvation 
millions of peasant farmers dur- 
ing the 1920s, 1930s and 1940s. 
2) They deported hundreds of 
thousands of innocent Ukraini- 
ans to Siberia (Stalin once said 
that he would have deported 
them all, if there hadn’t been so 
many) and: replaced them with 
Russians. 
3) They destroyed Ukrainian 
Catholic churches, deported the 
clergy and "encouraged" people 
to convert to the Russian Ortho- 
dox faith. 
4) They annihilated Ukrainian 
writers, artists and other 
intellectuals. 
5) They imprisoned in com 
centration camps Ukrainian stu- 
dents, scholars and scientists. 
6) They tortured and murdered 
Ukrainian members of various 
human-rights groups. 
7) They tried completely to dis- 
solve the Ukraine of its lan- 
guage, culture and history. 
Russia will soon be facing an 
important decision. If it wants to 
"keep" the Ukraine, it will have 
to continue the repression of 
Ukrainians. However, if the Rus- 
sians are growing tired of mur- 
dering innocent people, they will 
have to accept the Ukraine's 
freedom and independence. 
Berne 


p—————— — 


Mislabelled 


Si&— We were dismayed to read 
(February 24th) that branded 
products "often are not" found 
on our supermarket shelves. 


Our policy has always been to. 


offer our customers the widest 
possible choice, and all our 
stores offer a range of propri- 
etary branded products along- 
side our own label. Out of some 
4,200 grocery and canned-goods 
lines stocked at our larger stores, 
around two-thirds are propri- 
etary lines. 

——— LEAVER 
London J. Sainsbury 


| : 
For richer, fór poorer 


Sir—The slant of your article on 


bicycles (January 20th) was that 


it is a shame that Africans are so 


short-sighted that they do not | 5 


use this most simple, healthy, 
non-polluting and energy-eff- 


cient means of transport. What I- 
missed was the extension to the | Maneig 


western world (something about 


removing the plank from your . 


WILLIAM SHOTYK | 


Lae PC 
: Te: « 71) 493 em 


brother * a 
| have lived in | Holland for | 
three years and still marvel at the, | 
sight of the bastions.of industry 
pedalling* forth in three-piece 


suits with their attache cases 
strapped ori the back. The bicy- 


cle is a fundamental part of pub- 


lic transport and the extensive 


network of bicycle paths means 


it is possible to get from A to B 


without being blasted from the. 
road by lorries and. ‘speeding 
motorists. 

What a shame that London, 
for example, does not cater to 
the bicycle commuter, and what. 
a shame that your writer was so. 


~ blinkered to not see the obvious. 


extension of his criticisms of Af- 
ricans to include short-sighted 


westerners. | 
Amsterdam MARS. MANTON. 


—— —————Á——— à 
Two-headed 


Si—How startling. to discover 


that not only is Britain's commu- 


nity charge levied on the living, 
but that the deceased also have 
to pay it at double the rate of the 
living. 

My late aunt, who lived alone, 
died last May. As her executor I 
find that her home (which I am 
unable to sell in the present de- 
pressed market) will be levied for 
poll tax as though two people are 
living in the property, even 


though it is empty and has no 


connected services. 
Having. understood that the 
poll tax was to be paid by indi- 


viduals, how. can such an addle- 


pated. and. discriminatory tax be 
justified? . i 
Altrincham, - 


Cheshire © Davin Fish 


Business | 
International | 
ECONOMIC RECOVERY IN 
SAUDI ARABIA: — 


THE ROLE OF THE. PRIVATE SECTOR 


The Saudi Arabian economy is beginning 
to show signs of recovery after a lingering 


recession, GDP is up, the capitalization 
program is improving and consumers are 
Saning Ten freely. This new 


while also revealing emerging market 


I — that will be — in the 


.(EDXL) — 215 Park Avenge South 
: QUE HO 


—— 8* F 
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pes Commonwealth 
Foundation .. 







The Commonwealth Foundation invites. permitir for — post of 
— Dire: "CtOF which will become vacant on, L December 1990. 






n POER the Consol wealth rough. crine protetto 1 
‘interaction and NGO activities: throughout the Commonwealth. 


The Deputy Director will assist the Director across the whole range of : 

~ { the Foundation’s activities, but will have special responsibilities for the 

TE: NGO sector and th elopment of Commonwealth Liaison Units 
E | oughout the Commonwealth. Because of | 

! of the: important contribution that the | 

“makes to the strengthening: of Commonwealth’ 

— “ss, this is a good opportunity for á person with a strong J 
h ommitment to the Commonwealth to make a valuable contribution at 




















Commonwealth in the 1990s and beyond. . 


Applicants should have good skills and must be prepared: to > travel | 
widely. . i 








Commencing basic salary for a UK based appointee is. £29, 652 aplus 
allowances, on a scale rising to £33,432. : | 


For further details of the apr 














, — 30 April 1990. | 






HEN \ ZI C HAIR 1 | 









"OF MATT u 
"ind of California, Irvine - 






) The University of California, Irvine, is seeking candidates for | 

T the Clifford and Elaine Heinz Chair in the Economics and 

; - Publ | Policy of Peace. Candidates should have internationally — 
ognized research in such areas as: the political economy 

of a peaceful international system; the nature, causes and 

| Consequences of military expenditures; the theory and pro- 

|. cess of conflict resolution. Candidates must be economists 

p who are eligible for appointment at the senior professor level. 


jd Send | cv. and names of three references to: Heinz Chair 
Tu Search | Committee, c/o Dr. Harriet Brown, Office of 
- Academic Affairs, University of California, Irvine, CA 92717. 

| The search will remain open until an appropriate candidate is 
|] found, but to insure considera- — — 

tion, apply before May 1, 1990. 

The University of California iS 
an equal opportunity/affirmative — V» 


| action employer. 
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E LE ment. Bank: 
-the time when Governments are actively considering. the role. of the : | 


eH Finance — 


pointment, please eoniac x Senior | i 

Executive Officer (Administration), Marlborough House, Pall |. fj - 
Mall, London SW1Y SHY (Tel. 01-930 3783). losing d date for | |i. MAY Opo 
E jets, preparing Fhe necessary —— identify y! ing : 


: | | ean of the — 6 be Mc mper 


I with commer lagn and amni banks. — if 
d. English and French v wi il | lt | | 


i ` The APDF wil. 









ment Progr 





ns e (UNDP) and ‘the ec 






technical and financial partners and negotiating all 













B with — — — travel i in Af trica anc 


elsewhere — 





Salaries will be competite a net 2 of k loc xal ta xi 
The Facility will also provide benefits — 

nual leave, medical and life insurance. Reloc 
costs will be borne by the Facility. Appli 

should be sent to: Africa Project Developmen: 
Facility, 1818 H Street, N.W., Washington, D.C. 
20433, Attn: Mr. Alexander N. Keyserlingk, The 
Project Manager, Room # Q7011. | 


Closing d date: 20 didis 1990 










UNIVERSITY OF DURHAM 


DURHAM UNIVERSITY - 
BUSINESS SCHOOL 


The City of Durham ranks as one of the most attractive cities in 






sougnt after Universities in the Country. Within this attractive 
environment Durham University Business School is undergo- 






the order of £6 million. 








inviting applications for the post of 


BUSINESS SCHOOL - 
DEVELOPMENT DIRECTOR 
Salary circa £25,000 per annum 
The person appointed will report directly to Dr J. W. Marshall, 


the Director of the Business School. Appropriate support staff 
will be appointed. : 


Further particulars may be obtained from the Personnel 
Officer, University of Durham, Old Shire Hall, Durham DH1 
3HP, to whom applications (12 copies) should be submitted 












20 Apri 
submit one copy only.) 














Lope and is the home of one of the most prestigious and © 


ing a major expansion programme which will require funds in | 


An office is being set up to raise this money and we are now 


— the names of three referees, not later than Friday . 
1990. (Candidates outside the British Isles need — 





WORLD WIDE FUND FOR NATURE 
requires 


A PROJECT MANAGER 


for a Rainforest National Park 

He/she will manage a multi-disciplinary, multi-national team in the 
establishment and development of the Cross River National Park, 
Nigeria. 

Duties essential in implementing the innovative park manage- 
ment plan include ensuring community and government participa- 
tion in a programme of sustainable rural development and forest 
conservation. The successful applicant would be at the forefront 
of current programmes to conserve rainforests. 


Essential qualifications include a degree in agriculture, forestry, 
or other related profession and a minimum of 10 years’ experi- 
ence in integrated rural development. Applicants must be adapt- 
able, resourceful and energetic. 


A remuneration package reflecting the responsibility of this post 
will be offered. 


Closing date for applications will be 6 April 1990. 
Please send a full curriculum vitae, a recent photograph and - 
an SAE to: 


Marion Peters 
WWF-UK Ltd 
Panda House 
Weyside Park 





| WWE World Wide Fund  Godalmin 


| Surrey GU7 1XR 
For Nature y 





THE ECONOMIST MARCH 17 1990 









—E 











The Economi: 


ona range of ‘business js 
manegertal financial E 
are e pleased to briag io, — 
your attention c our. : 
second series of. — 
conferences to be held 
in London and 
featuring the world's 


leading management 
Q Winning in the Global Game 
experts. l South, h Lodge, Nr Horsham, ii did -3, 1990 





If you would like further information on any of these conferences please 
complete the form below and send it to: 

Angela Durnford, The Economist Conference Unit, 25 St James's Street, London 
SWIA IHG. Telephone: 01-976 6565, Fax: 61-931 0228. 


Sut ING aos vom Pes ex UE Ebo VEDO ka e ra edd First NaMe Los re rores a Era Six SR T———— Gà 
Posit Orgenisation 
dC BREMEN sy enarenani ten? — USATIOP) uuo — P m— " 


PHO PONG ccc csccareecsneescerecengaennerneseneeenenaeraneusearenss annan FAX we peracsetasvrvrres rus eaytresc ao t6 W*darerure4RWABARYARAERDKRAT  - 








SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. AND THERE NEVER WILL BE. 


was 


BLANCPAIN 


the rarities in the watchmaking art. Only 
a very limited quantity of these indivi- 


A Monument To The An Of Watch- 





making 
dually-numbered watches leave the 
workshops of the oldest watch name in 
A World First: Blancpain presents the the world every year. 
exclusive ultra-thin automatic chrono- The movement is writing a page today in 
graph with split-second hand - one of tomorrow s watchmaking history. 


LONDON Asprey, Carringtens, Mappin & Webb, Davis Morris, Garrard, London Hilton Jewellers, The Watch Gallery GUILDFORD Nina Phillips JERSEY Robert 
Fardon MANCHESTER Hancock & Son Lid READING Bracher & Sydenham RUISLIP CS Bedford, and at branches of Watches of Switzerland 
informations by Blancpain SA - CH-1348 Le Brassus - Switzerland - Fax 01041-21 845 41 88 Tel. 01041 021 845 40 92 





Bit 


Economist & 


Whatever he does, clap 


ERHAPS it is time to take a holiday from 

guessing what will happen next in the So- 
viet Union. This week President Mikhail Gor- 
bachev, asking his new parliament for extra 
powers to over-ride the country's conserva- 
tives, had to wait while liberals mused about 
the merits of so strong a presidency. Lithua- 
nia announced its intention to leave the So- 
viet Union, and the,chief conservative in 
Moscow said nobody would use force to stop 
i  stonia and Georgia repeated that they too 
were on the impending departure list. And 
the Soviet economy continued to slide. 

Six months ago that combination would have made jaws 
drop. This week jaws merely quivered. Instead of trying to 
guess what comes next, look at the three different ways 1990's 
tumult in the Soviet Union might go, plus one it now almost 
certainly won't; and realise why, for those with good nerves, 
the tumult looks a Good Thing. 

Of the three still possible outcomes, the least likely is a 
Restoration, the return of the old monarch to his throne. The 
pre-Gorbachev Communist party is not yet definitively 
beaten. The Central Committee can still exact concessions 
from Mr Gorbachev (last month, though giving up the party's 
"leading role", it insisted on keeping a "stabilising role", and 
by implication a permanent share in government). The party 
still runs several republics and much of the Soviet hinterland 
exactly as it did before 1985. The apparatus of party control 
now being dismantled in most of Eastern Europe—the 
"name-list" of jobs reserved for party men, the party cells in 
^ ories and offices—remains intact in the Soviet Union. 

For all that, the old monarch appears to be in a terminal 
dither. Most party members dislike what Mr Gorbachev is 
doing, but most of them also probably admit to their wives 
that the pre-Gorbachev state of affairs was a disaster; so they 
offer no real alternative to Gorbachevism. In many cities and 
regions, the theoretically one-party system now contains two 
or more separate lots of Communists, with sharply different 
ideas about the Soviet Union they want. This spring's elec- 
tions are speeding up the disintegration. If the coming sum- 
mer's party congress leads to a formal split, the last chance of 
a Restoration will have vanished. 

The best possibility is the opposite of restored party 
power: a swift, damn-the-torpedoes break-out to pluralist 
politics and a market-led economy. This is no longer incon- 
ceivable. Mr Gorbachev may have learnt the lesson of last 
year's upheaval in Eastern Europe, which is that no real eco- 
nomic transformation is possible until there has been a politi- 
cal transformation. In one way or another, the party's will to 
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reinforced presidency he eventually extracted 


sees itself as a rival to the Communist party 
bureaucracy—has given him a new base of op- 


final assault on the opponents of a pluralist 
Soviet Union. The eye gleams, yet the doubt 


determined to preserve the one-party system. It is also a mat- 
ter of the Gorbachev technique. 
For the past five years Mr Gorbachev has operated on the 


principle of getting the best possible compromise out of each — 


successive crisis. The break-out theory assumes that he is now 
abandoning compromise in search of total victory: in short, 


rule has to be broken. He has made the party _ 
drop its claim to a monopoly of power. The 


from parliament on Tuesday—and the fact _ 
that a largely Communist parliament now — 


erations. From this new base, he canlauncha 


persists. The puzzle is not just that until a cou- 
ple of months ago Mr Gorbachev was plainly _ 


changing his whole method of operation. Moreover, he | 


would be doing this at a time when he is weak, and getting 
weaker. The continuing decline of the Soviet economy (one 
result of those successive compromises) has made him increas- 
ingly unpopular among ordinary Soviet people. In taking on 


the party, he would be relying on a fragile alliance with a par- — 


liamentary majority that has to face those people at an elec- 
tion in four years’ time. He is a bold man—but that bold? 


The smooth fudge, and the tooth-breaker 


— 


— 


So possibility number three is that Mr Gorbachev's latest of- 


fensive will end as all his previous ones did, inconclusively. 


The Communist party will go on quarrelling inside itself, and —— 


will allow nationalist movements in some of the non-Russian _ 
republics, but this will fall short of a true multi-party system. — 
The private sector of the economy will grow a bit, but Mr — 


Gorbachev will continue to believe in that non-possibility, a 


"planned market economy”. Lithuania may get its freedom 


but other would-be seceders will be stopped by rigged voting — 


rules, or by threats to cut off their oil. 


But this fudge could lead in two very different directions. — 
One is a few more years of relatively gentle decline: the Soviet _ 


Union loses a small republic or two, the shortages in the 
shops get worse, the politicians bicker, but the long-enduring 


Soviet people keep their temper more or less under control. It _ 
is not impossible. It is likelier, however, that tempers will — 
snap, perhaps quite soon. The long-delayed crisis of the Gor- _ 


bachev era will then have arrived. 

The crisis could include simultaneous insurrections in five 
or six of the non-Russian republics; the final break-up of the 
Communist party; President Gorbachev's discovery that, 
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structions put into effect in much of the country: and there- 
fore a widespread breakdown of order, even inside the Rus- 
sian republic itself. The Russians, half the population of the 
Soviet Union, have always been frightened of the anarchy 
they think they feel just under their skin. If this is how the 
crisis came, they might swing all the way from Leninist dic- 
tatorship to some anarchy-quelling new authoritarianism. 

— This week's events could point in any of those directions. 
‘The one way they do not point is the way Mr Gorbachev 
signposted for himself when he came to power in 1985. Back 


cient and self-confident Soviet Union under the continued 
rule of an unchallenged Communist party. In bleak 1990, he 
must see that that is out of the question. 


And the reason for saying, despite the bleakness, that 














the boats for the 


party shouldn’t rush to abandon her 


QVE is in serious trouble. Ensnared by a string of misjudg- 
\J ments and misfortunes, Mrs Margaret Thatcher has lost 
much of her awesome political momentum. In the suburbs, 
_ shires and county towns, her Conservative faithful are angry, 
confused, even rebellious. At Westminster many members of 
_ Parliament are close to panic. Ministers privately discuss the 
. succession should she decide to retire later this year. Keen 
- supporters of Mr Michael Heseltine, the favourite to succeed 
_ her if she went, have had a spring in their step for weeks. And 
the case for her going is at least arguable. Look at 
_ Thatcherism's early agenda: much of it—the privatisations, 
_ the supply-side reforms of the labour market and taxation, 
. the rout of some of the worst producer-bastions—has been 
"accomplished. So how should Mrs Thatcher's continuing 
-Value to Britain now be assessed? — 4 
Not by the latest opinion polls, with Labour 21 points 
ahead and a majority wanting her to quit now. The real dan- 
ger, for the Conservative party and even more for the coun- 
y, is that this unpopularity will be taken as proof that mar- 
et economics has failed. In fact its difficulties are being 
used by (a) the poll tax, which has no free-market pedigree; 
id (b) high interest rates, which the government belatedly 
had to impose after it neglected the first rule of market eco- 
omics: give inflation no quarter. 
: Both these failures can be put right without abandoning 
e essential spirit of early and middle-aged Thatcherism: 
aller government, lower taxes, and above all the insistence 
at people and companies should be responsible for the con- 
quences of their own actions. That spirit has started to take 
tain off the critical list of the world’s sick economies. If it 
were to be abandoned by any prime minister in the 1990s, the 
results would set back the economy's recovery far quicker 
an most people now realise. And once the underlying 
rowth rate slowed down again, all Britain's other woes—ur- 


142 


then, he believed he could create a strong, economically eff- Union. 


something desirable is happening in the Soviet Union? Any | 
Tories? | 


Never before has Margaret Thatcher been under such pressure to quit. Her Conservative 


. outcome, except that unlikely restoration of the old order, 


will bring a freer and richer life for at least some of the coun- 
try s inhabitants. All of them will get ieif Mr Gorbachev does 
lead a triumphant breakthrough to pluralism. If he does not, 
the people of half-a-dozen or more non-Russian republics will 
break away from a Russia where the lights have gone out. 
Most of the outcomes would also make this an easier place 
for the world to live with. A free-market democracy would 
have fewer reasons to quarrel with other democracies (though 
it would still have some). A failure to make the leap to free- 
market democracy would produce a smaller, weaker Soviet 
There are things to worry about: an authoritarian na- 
ionalist Russia could be a pugnacious Russia, a free-market 
one could afford more guns. The escape from the disaster that 





| happened in 1917 was never going to be easy. But that it wasa 


disaster, and that escape is desirable, has now been under- 


stood by 1917's heirs; which is an excellent thing. 








ban decay, poor industrial relations, low standards of public 
services—would be much harder to tackle. 

The economy is thus the first issue on which Mrs 
Thatcher and her potential rivals deserve to be judged. It 
should be joined by two others: Europe and education. All 
the rest may capture the headlines from time to time, but they 
are essentially second-order stuff. 

For Britain in the 1990s, the importance of Europe does 
not lie just in its offering a role to replace an empire. The 
European Community is likely to become a wider and freer 
market, likely to develop its own political clout, likely to be 
the lamp round which the countries of Eastern Europe flutter 
as they struggle from the chrysalis. But even if none of this 
happens—if the Community breaks up in disarray—Europe 
will retain its economic and geographical primacy in British 
affairs. To pretend otherwise and stand aloof is to miss out — ^ 
shaping Europe's unstoppable influence upon them. 

These two central issues—the economy and Europe—are - 
closely related. Had sterling become a full member of the Eu- 
ropean monetary system three years ago, Britain's inflation 


rate would not now be nudging 896. The education issue is 
linked too: unless a higher proportion of British teenagers 


become less parochial and go on to universities and other 
higher education, the country will find it hard to keep up with 
better-educated competitors in continental Europe. 

How do Mrs Thatcher and her rivals now rate on these 
few issues? One conclusion looks odd, but is inescapable: Sir 
Geoffrey Howe comes closest to offering the economic sense 
and European vision that Britain needs; Many Conservative - 
MPs accept that he would be a good prime minister. But what - 
they want is someone who will win them the next election, 
and Sir Geoffrey would not be good at that. So there is really 
only one challenger: Mr Heseltine. His views and ambitions. 
now need the close scrutiny for which he has waited patiently 








since his resignati ti om the T tatcher cabinet over the 
Westland affair in 1986. "c NC 

Mr Heseltine would. offer Britain a suitably ambitious Eu- 

ropean vision. He has thought deeply about the kind of Eu- 

. rope he wants, and. “expounds his vision with passion and 

= some persuasiveness—even if some of his ideas, like his en- 


- thusiasm for a European senate, are flawed. 





| The temptation to meddle 
_ Mr Heseltine has another sweeping vision, o of what he sedd 
- like to do to Britain's economy. Here his virtues are mixed 
-with some unnerving weaknesses. On macroeconomic policy 
his record is reassuring. He was never part of the wet wing of 
he Tory party that argued for fiscal. reflation. in the early 
1980s. He has long favoured full membership of 
- sterling. He has. recently advocated. independence. for the 
. Bank of England. These measures would put a lid on infla- 
 tion—provided a F leseltine government was prepared to ac- 
cept the. transitional pain that would surely be involved in 
riddin Britain of its inflationary ways. - y: 
. .. He has other economic virtues. He. has. come e close—as 
|. seas any politician dare, in public—to saying that tax relief 
on mortgage interest should be scrapped. In government he 
did much to improve the efficiency of the bureaucracy; he 
was, for example, behind the establishment. of the Audit 
Commission, and would now like to see its powers extended. 
But his experience of government has convinced him of 
something that is far more suspect: the need for an activist 
industrial strategy (see page 65). 

Without such a strategy, says Mr Hains Britain will be 
finished. His political testament, published in 1987, is enti- 
tled “Where there’s a will”. Chapter after chapter makes clear 
the rejoinder: the government will find a way. I want, he says, 

“to dispel the false belief . . . that there is a heresy called ‘ in- 
tervention' to which unsound Conservatives have in the re- 
cent past been prone but which sound Conservative adminis- 
trations eschew." In other words, a Heseltine government 

- would be better at intervention than the Heath government 
~ was. Better—but just as keen. 

. . : Mr Heseltine does not share Mrs Thatcher's healthy scep- 
. ticism about the limitations of the state's role in the economy. 






























ds Vhen Japan gains i in space, nobody loses 


CT EXT week, if all goes to plan, the moon will have a new 
LN companion. A small Japanese spacecraft will go into or- 
» bit around the moon, the first visitor from here since the last 
` Russian probe in 1976. The spacecraft is barely the size of a 
football. But it is the harbinger of things to come. Japan has 
wee big plans for space—as big as anybody's. = 
— -. So far its greatest extra-terrestrial successes have = sci- 
a entific, not commercial. Its scientific space agency, ISAS, has 
... proved clever at making a small budget go a long way—as far 











as Halley's comet, in fact (see page 91). Japan's astronomical . 





neers, doctors) i into the same room as a cabinet minister 


| power in the next year or two and promptly returned to its 


- building or launching satellites. So far it has not mad 



















































— ebore get involved, he says: lo 
West Germany, France. He would do better to. 
whether their intervention works because it runs v 
grain of their societies, and whether. the British gra 
different that intervention is bound to produce not gre 
efficiency but greater idleness. Put a bunch of. British. 
nessmen and trade unionists (and academics, scientists, : 





they will all expect him to pay for lunch. - A 
“ That is the danger of Captain Heseltine, tha 
dnve the ss Britain. cnto the interventionis 
Thatcher may also be heading for troubl 
sooner; but it would be trouble. only of an ek 
only fot. the ss Conservative. That coi 
awkward for Tory MPs. As they ponder the 
ship, they should. remember. the words of | 
great clergyman-wit: "There is only one princ 
conduct. Do what you think right, and take place a 
as an accident. Upon every other plan, office i is 
labour and sorrow.” e g 
Those words — to qum EN one cen 
democracy: it would not be the end of the world if the Lab 
party were to form the next. government. Labour now. 
claims its acceptance of market economics and has dit 
much socialist baggage. Some of its senior figures. think 
talk like a Michel Recard o ora Felipe Gonzalez. If Labou 
truly changed, well and good: at one 
political party which can be trusted to form a governmen has 
a sickly vestige of democracy. - : 
But what if Labcur hasn't. ely — Supposejà 
its agonising self-appraisal during the 1980s, that it gain 























bad old ways. It wou:d harm the economy, undoubtedly—but 
it would then be finished as an electoral force for a genera- 
tion, perhaps for ever. That would open the way for another 

: icalism from the Conservatives. But i 
the Conservatives now fudged their free-market views in a 
panicky reaction to hard times, what choice would Britain be 
left with? Pink interventionism or pale-blue interventioni 
a lousy choice, for which this newspaper coined the term 
Butskellism. Britain. has come too far to return to that. . < 





satellites are not as grand as America's but have prox 
first-rate results, chronicling the lives of supernovae, 
holes and other cosmic exotica. The moon mission is : 
run for more ambitious journeys to distant planets. 

Nobody worries about Japanese research into 
Space has more than enough new mysteries for every 
puzzle over. The Japanese have been exemplary in sh 
their findings with the rest of the world. But some west: 
feel twitchy when Japan gets mixed up in the busin 
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; ee fears that hide an investment opportunity 


LS THE countries of Eastern Europe prepare to join the 
? talist system, western financiers might be expected 





erg | 
pe's bond markets have slid, as inflation-fearing investors 
e pushed up yields. For the first time since 1976 the West 
erman government is offering a higher interest rate on a 











. equipped with the capital stock o 


miss out on the technological benefits that work at the sharp 


end of space transport can bring to more mundane businesses 
such as making aircraft. Yet there may ttot be much in the way 
of a commercial pay-back for a long while. Space is not a huge 
business yet—it is worth about the same as American car- 
repairs. The H-n will be a costly launcher. It is unlikely to be 
able to match Russian rockets over the next ten years as the 
low-cost rival to Europe's Arianespace, now the dominant 
commercial launcher. — 
Nor are there other obvious immediate profits waiting in 
space, beyond those of the now-established communications- 
satellite business. The near-weightlessness of an orbiting satel- 
lite may let materials be made that are unlike any seen on 
earth. But because of the cost of launching the ingredients for 
them into space, and the costs of processing in orbit, materi- 
als made in space are unlikely to be cheap enough to compete 
with earth-made alternatives in the near future. Japan’s exper- 
tise in materials science stands it in good stead to develop 
what can be developed—materials research will take pride of 
place in its module on the space station—but big profits from - 
space-based manufacturing are a long way off. 
So what drives a pragmatic nation to the stars? Perh 
the Japanese, as an island race, appreciate the insularity of the 
earth. They have been accustomed to looking overseas for 
their raw materials, not always with happy results. The unlim- 
ited raw materials, in the form of metals and solar power, in 
the great—and unowned—sea of space must look tempting. 
The Japanese urge for security and self-sufficiency may drive 
them to start exploiting space as soon as they can. Their for- 
midable abilities in industrial research may make them par- 
ticularly good at it. But they will not spoil space for anyone 
else living on island earth. Unlike other lands of opportunity, 
the great cavity out there is big enough for all. 








aged D-mark has been the bedrock of European finance. Now 

it will go soft as East Germans are given ten times as many D- 
marks as their Ostmarks are really worth. So all interest rates 
must climb, causing recession everywhere except in united 
Germany. Recession and eastern distraction will block the 
European Community's brave plans for 1992. Yesterday 
West Germany and Japan seemed set to finance a lively re- 
shaping of Western Europe and America's ingrained excesses. 


Tomorrow they may have no money to spare. 


Toosmallforadrought = . |. | 
A skein of truth runs through this vision, but its gloom is 
overdone. If the 112m people of the six countries of 
Comecon (ie, excluding the Soviet Union) were to be 
xk of the average West German, 
lion. But nobody is going to 
emories of the West's lending 
Capital does not automatically 












that would require some $10 
throw trillions at them, afte 


to Latin America in the 197 Os. 
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nlock tio nd is ‘unlikely to do sO — the 
vested i interests of corrupt command economies must be dis- 
mantled. Loose talk of a second round of Marshall aid forgets 
the malleability of tbe French and West German economies 
after the second world war. In postwar West Europe a market 
system was installed, workers were unusually mobile, and re- 
construction could. be closely directed by a dominant and 
physically present America. 
There should be infrastructure lending, CS — 
to avoid the propping up of public bureaupolies. West Eu- 
rope should keep markets open to East European 
-exports—chiefly via the freer-trading agreements being 
ruck with the European Community—and scrap redundant 
-rules on the eastward flow of western technology. But, in the 
. main, Eastern Europe will just get the modest flow of what- 
“eyer direct investments and joint ventures western business- 
men will risk there. East Germany aside, these capital flows 
will amount at most to a few billions of dollars a year. That 
won t bring capital drought in the rest of the world. 
| ia many will get more billions than that, because its 
J — ire uniquely able to vote for West German wealth with 
— sir feet. The investment needs of East Germany could plau- 
: 'sibly be equivalent to one-tenth of West Germany's annual 
- capital investment, or to some 214% of West Germany's GNP, 
or roughly half of its 1989 current-account surplus, flowing 
continuously over the next 15 years. A diversion of West Ger- 
man capital is likely, but so is fruitful use of that money. The 
involvement of West German managers in this spending will 
be intense, and the resulting demand for capital goods will be 
spread across the Weste- — 
^5 Will the new united Germany be an inflationary place? If 
- the entire stock of East German — in n Ostmarks were 


The new Latin beat 
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- Dictatorial Chile’s radical reforms — democratic Brazil the right way forward | 





— AHE Chileans have done it. On. March llth the duly 
“elected president, Mr Patricio Aylwin, took over from 
General Augusto Pinochet, and the only riots were small 
. ones. Mr Aylwin's road is tough, and his predecessor has 
—strewn it with elephant-traps—a rigged Senate, a packed 
-bench of judges, the general himself still in charge of the 
army. The new president must temper the anger of those who 
"want revenge on the servants of the old regime. He must sat- 
_ isfy the workers’ cry for proper wage bargaining without un- 
`: dermining the economy. He must renew public services—no- 
tably the neglected. schools—without busting the budget. 
<o> Yet he starts from a good place. The Pinochet regime was 
. oppressive and often cruel (though less so towards its end). 
But it left behind an admirably restructured economy, Latin 
- America's best, newly directed to the outside world, with low 
inflation and a mass of brand-new jobs. Mr Aylwin, a Chris- 
tian Democratic lawyer, is no radical. He and his friends lived 
through the populist spendthrift revolution that ended, 17 
-years ago, with the n ruin of Chile and death of its last elected 




































































anver to D narka at a rate of 1-to-1 tomot 
will in fact be phased—it would boost West Geri 
money supply by 16%. Even at the beginning, unificati 
would add roughly 1796 to the West German real gross. 





est 
tional product, and in a free system the productivity of E 
Germans will be going up and up. In this sense there i 
great “overhang” of worthless East German savings ready 
leap into inflationary life. The danger is mainly that East C 
man workers, if initially overpaid at Ostmark 1 equals 24 


1, will be priced out t of jobs. 








A Pohl to treasure 


The fearful also forget the obsession of Wes 
sound money. The independence of the Bu 
imposed upon them by a crusty constituti 
popular demand through ordinary law. Th 
will suffer an inflationary blip because of the u 
of German reunion, the Bundesbank will insist t 
tion be choked off. Ir: anyt 
German government bonds yielding almost 276. o: 
be a bargain. — A 
As for 1992, » the constr uction. of Europe's si great 





— interest in an open — makeri in — a 
nomic push to the east. New horizons bring unc t 
which can make markets sad. But today’s uncertainty is over 
pessimistic, over-wrcught and filled with bargains. 





president, Sidor Allende: They learnt the. — 
tragedy, and of the subsequent years of military counte 
lution. Now they can acknowledge the good the grump 
chet bequeathed them: an economy in which the spell o 
two ancient evils of Latin American En S -re 
lation and overspending-—has been broken. © 
If—the Lord forfend. -the Aylwin team gets it wr 
plenty of Latin Americans and their cheerleaders v ill sa 

civilian rule does not work and the Chileans need thei 
diers back. But most soldiers have not been. Pinochets : 
to take smart economic advice. In Brazil Mr Fernando C 
de Mello took office on March 15th as the first d 
elected president since the generals' coup of 1964. 

. Brazil's generals failed to cure the ills that provoked th 
to seize power. They stole and fumbled and interfered, 4 
tecting business, subsidising consumers, tilling the soil 
day’s hyperinflation. They were not even decisive 
squabbles frustrated the able civilians who took service 
them. After their overt rule ended i in. 1985 their pick 

























Collor inherits. 

. .. Voters can choose badly too. Mr Collor is playing the 
. cracked populist record with which democratic Mr Alan Gar- 
. cia (who leaves office in July) beguiled the poor Peruvians into 
. disaster, and which democratic Mr Carlos Menem, next door 
. in Argentina, has practically worn out. It sings of higher 
. wages, more domestic demand and production, greater “ gov- 
ernment initiative". This policy reinforces the Latin curse of 
-. bureaucratic interference, and increases the concentration of 
; wealth and power in the hands of a few who abuse it. 


. Democracy's chance 
— Latin America needs one instant reform, and then a longer- 
term one. The instant reform is for governments to stop 
_ printing and spending money they have not got. Populists, 
military or civilian, try to devise smart wheezes for disguising 
. the decline in the value of money; but, without sharp cuts in 
_ government spending, those wheezes always fail. After each 
“plan”, when Brazilians and Argentines swap their cash for 
fresh notes with fancy names and fewer zeroes, an overspend- 
ing government always lurches into the next hyperinflation. 
- Dwindling tax revenue is spent to pay public-service workers 


Spotting a trend 


Uh 
| Come in number three, your time is up 


YT WAS Sam Goldwyn who said never forecast, especially 
A about the future. This has not deterred economists from 
trumpeting trends, and then explaining why events do not 
‘conform to them. Other forecasters need to absorb their 
gc lden rule of threes. The first time something happens is a 
b ip; the second is a coincidence; the third makes a trend. The 
trend can be extrapolated until the revised figures come 
along, and show it to have been a blip on an earlier one. Sea- 
sonally adjusted, the Great Lakes never freeze. 
. A coincidence is a trend waiting to happen. More simply: 
trouble often comes in threes, despite the best efforts of luck 
to stop the rot at two. Here nature has provided a powerful 
forecasting tool that can be applied to business, the natural 
world and all sporting endeavour. Mr Alan Bond had no 
hope once the corporate empires of his fellow Australians, Mr 
George Herscu (Hooker) and Mr Christopher Skase 
- (Qintex), had crumbled. On the Alpine ski-slopes of Europe 
the dearth of early snow in the past two winters meant that 
any skiing economists worth their salt were, this season, prac- 
tising their tennis backhand at Christmas. In bars from 
Argentiére to Zermatt, global warming had become a fact of 
.. Canny stockmarket investors, hurt by the blip in October 
.1987 and the coincidence in October 1989, have already 
| marked next October in their diaries as a moment for massive 
put options. (Spoilsport chartists talk of those two Octobers 
past as the most horrendous "double top" in history: they 
remain blind to the business potential of the rule of three.) 
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an illusory compensation for lost purchasing power. The de- 
sirable parts of the public sector—schools, roads, water, 
health—are starved of investment.  * 

Across populist Latin America, public spending and em- 
ployment must be slashed, social services cut back. Mr Aylwin 
in Chile finds that unpopular but necessary work already 
done for him. And General Pinochet also made a start on the 
longer-term reform that all Latin America needs. The poison- 
ous legacy of its Iberian colonisation was a belief in economic 
and social management through detailed state regulation. 
This rewards the rulers’ friends who masquerade as industri- 
alists, while stifling the initiative of the enterprising. It raises 
prices, suppresses growth and keeps the poor down. For all 
his autocratic bent, General Pinochet leaves behind a state 
less able to crush its citizens in this way. 

A less spendthrift and less interfering state is exactly what 
Brazil needs too. Mr Collor probably suspects that the Brazil- 
ians would not have elected him if he had spelt this out to 
them. But the ability of Latin America’s democratic govern- 
ments to pursue radical reform will be their great test. Brazil is 
the world’s third-largest democracy. Mr Collor should +a- 
member that, if freedom fails there this time, it will set b: 
the hopes of the whole continent. 





Now that England has knocked the West Indies for six at 
cricket, and thrashed several countries at rugby, its soccer 
team is a shoo-in for this summer’s world cup. Canny British 
touts have already cornered the stadium. 


Even upside down 


Politics, too, provides fertile ground for threecasters. Within 
less than four months, two of the rich world’s longest-serving 
finance ministers—Britain's Mr Nigel Lawson and Sweden's 
Mr Kjell-Olof Feldt—have both quit. Both were respected 
home and abroad, both walked out after policy rows, and 
both left their economies with soaring inflation, yawning 
trade deficits and high interest rates. Is there another rich 
country in similarly parlous state, with a much respected and 
long-serving finance minister ready to make a threesome? 

Australia's springs to mind, with the biggest current-ac- 
count deficit as a proportion of GDP of any OECD country, one 
of the highest inflation rates, and interest rates of almost 
2096. The Labor party of the long-serving Mr Paul Keating is 
forecast by the polls to be set for another election victory on 
March 24th. But note that the last pre-election poll said Mr 
Daniel Ortega would win in Nicaragua; the second says Chris- 
tian Democrats will win this Sunday in East Germany; if they 
don't, in Australia on March 24th... 

Turn quickly to the next golden rule in the economist's 
handbook. "By all means predict a number. By all means 
specify a date. But never do both." 
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EUROPE’S CHRISTIAN DEMOCRATS 





De Gasperi... 


Adenauer... 


Schuman... 


dello, Caesar, this is God 


Much of Europe is run by Christian Democratic parties. Will they stay true 
to their religious roots, or become just another variety of the centre-right? 


INCE 1945 Christian Democracy has 

been Western Europe’s most successful 
political movement. In Belgium, Holland, 
Luxembourg, West Germany, Austria, Swit- 
zerland and Italy, Christian Democrats have 
seldom been out of power. Yet many Chris- 
tian Democratic parties today suffer, just as 
do Socialist and Communist ones, from 
doubts about their identity. 

The idealists among them want to pre- 
serve the movement's original, Christian in- 
spiration, which distinguishes it from liber- 

‘ism or conservatism. The pragmatists, in 

ntrast, argue that it should line up with 
European conservatives to confront the left. 
History seems to be moving the pragmatists' 
way. For the time being, though, Christian 
Democrats are a very different breed from 
conservatives such as Britain's Tories. 

The movement springs from the nine- 
teenth-century (and later) quarrels in main- 
land Europe between clerical parties and lay. 
What would today be broadly called the 
right was deeply divided. Clericals thought 
the church should be integrated into, and 
privileged within, the state; liberals that the 
two should be kept firmly apart. The church 
itself—essentially, the Catholic church— 
was happy to influence the mighty, but had 
little zeal for democratic politics of any sort, 
seeing democracy and the socialist parties 
that it bred as the road to atheism. 

The aim of Luigi Sturzo, the Catholic 
priest who founded Europe's first Christian 
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Democratic party, in Italy in 1919, was to 
reconcile Catholicism with democracy. His 
party was independent of the church and in 
favour of social reform. Similar parties were 
founded elsewhere in Europe and in Latin 
America. When fascism drove Sturzo into 
exile in 1924, he set up an international 
grouping in Paris. Among those active in it 
were an ltalian aide, Alcide De Gasperi; a 
Frenchman, Robert Schuman; and a Ger- 
man, Konrad Adenauer. In the 1920s they 
talked of a common market and of Euro- 
pean integration as a means of preventing 
further wars. In the 1950s these men were to 
achieve their dreams. 

After the second world war, the Chris- 
tian Democratic parties were refounded and 
immediately won elections. They had an ob- 
vious appeal in countries where Christian 
values had suffered from nazism and were 
now under threat from communism. Chris- 
tian Democrats adopted from Jacques Mari- 
tain, a French philosopher, the principle of 
"personalism": the idea that an individual 
should fulfil his development through 
responsibility to other people, especially to 
the family and to the community. Personal- 
ists oppose both liberal individualism and 
socialist collectivism. 

Christian Democrats took the rest of 
their doctrine from the social teaching of 
the Catholic church. They are thus set apart 
from conservatives by their principle of 
"solidarity" —the solidarity, that is, of all 






they all learned from Sturzo 


parts of society with each other. This means 
working to improve social conditions and, 
not least, accepting the role of trade unions. 
Most Christian Democratic parties (though 
not the West Germans) have strong trade- 
union wings. The European People's party 
(EPP—a get-together of the European Com- 
munity's Christian Democratic parties) sup- 
ports the EC's social action programme. Op- 
posing class-consciousness, Christian 
Democrats claim to represent all social 
groups. They get votes from all, though rela- 
tively fewer among industrial workers. 

Another principle, which the Christian 
Democrats accepted long before the Vati- 
can did, is “subsidiarity”: the notion that 
power should be decentralised as far as pos- 
sible—but may be exercised at high, if need 
be even supranational, levels, when that 
makes sense. Thus Christian Democrats 
have always been federalists. 

Christian Democratic theorists never 
got round to economics. But it was a Protes- 
tant member of West Germany's Christian 
Democratic Union (CDU), Ludwig Erhard, 
who dreamed up the “social market econ- 
omy"—the free market with a social con- 
science. His success as West German finance 
minister during the 1950s helped persuade 
Christian Democrats elsewhere to rein in 
their interventionist instincts. This was, by 
the way, Protestantism's one clear contribu- 
tion to Christian Democracy. The move- 
ment is dominated by Catholics, though 
4096 of CDU members are Protestant and the 
Dutch party is a union, formed in 1980, of 
one Catholic and two Protestant parties. 


Decline and revival 


The wave of secular liberalism in the 1960s 
both threatened the Christian Democratic 
parties and changed their character. The 


Catholic church, in the past a firm believer 
in its right to a privileged role in the state, 
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UR OPE’S CHRISTIAN DEMOC Ri 


a n : gradually closer to the liberal concept 
of their "pet. In Italy the Vatican 


— offering direct advice to voters. 
Voters were listening less to it anyway. 
"Church-going declined, while church views 


machine to rival that of the Social Demo- 


crats. Membership rose from 355,000 in 
1971 to 734,000 in 1983. The cpu also 
adopted a popular new programme that 
combined lower taxation with welfare pay- 


matters such as contraception 

were widely disregarded. 
—. The Christian Democratic par- 
ties were slow to catch up with such 
E trends. And though their 
lea in the 1940s and 1950s 
m ostly had been men of vision who 
ook their ideals seriously, the new 
ones tended to be quite simply poli- 
ticians, some of them pretty cynical 
pe oliticians at that. 
3 Christian Democracy’s hold on 
'r only just survived. As the ta- 
hows: in Belgium and Holland 
the Christian Democratic share of 
the vote dropped sharply during 
e Thie fall was less sharp i in 
West Germany. But the Social 
D emocrats there got more votes in 
th : 1972 election, for the first time, 
ind kept the Christian Democrats 
out of government for the next ten 
years. France’s Christian Demo- 
e s had won 28% of the vote in 
946, but later slid, under the 
W Mig at of Gaullism, to 10-1596. In 
the 1970s they traded their inde- 
pendence for a place with Mr Va- 
léry Giscard d'Estaing's centrists. 
— n Italy, where De Gasperi's 
party, Democrazia Cristiana, has 
been in government since 1944, its 
support held up, close to 4096, until 
th 1980s. The Dc is expert at using 
its permanent hold on power in lo- 
cal government and in state indus- 
ries to win votes. But it was on the 
los z side in the referendums on 
divorce and abortion, held in 1974 
d 1981 respectively, and its vote 
ell to 3396 in the 1983 parliamen- 
ta y elections. In the 1984 Euro- 
a ections it fell behind the Commu- 
ists, for the first time ever. 

Yet by the late 1980s the rot 
hac d stopped. Socialism, as a way of 
ru the economy, has been 
largely Disceedited, and left-of-cen- 

e parties, little as they may have 
b. lieved in it, have suffered. The 
pragmatism of power has helped 

istian Democratic politicians to 
i * ot, in time, the liberal reforms 
puer disagree with. And voters 
re less about, say, abortion, than 

al out jobs, wages and prices. 
= Party reform too contributed 
to the revival. The West German 
. CDU, for instance, at one time did 
little more than run election cam- 


paigns. While in opposition, Mr 

‘Helmut Kohl supervised its trans 

formation into a mass party, with a 
18 





Holding the voters 
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ments s — in Italy, (iem Mr 
Ciriaco De Mita, the DC party secretary 
since 1982, had less success. His attempt to 
shift authority from ^ae competing factions 
to the party directorate was blocked by the 
old guard, who last year removed 
him first from his party post, then 






Christian Democratic % of vote in lower-house parliamentary elections from the prime ministership, which 
Belgium’ Holland? W Germany? Austria! Italy he had held since April 1988. 
NL | | posuer 
EN] oc NAM For alli its success at the polls, many 
a7 ro res RR REM C Democrats feel their 
4| | 594 | — | ]495 || movement has lost its way. Mr 
49 —— eget doti E — pow 
1950 ective EPP members of the Euro- 
p M Dico 
e — gian economy minister, speaks for 
li. xw se aN such people: "Christian Democ- 
— | | 452 | as |41 || racy has lost its soul and should go 
sear [P| me opposition, The leaders now 
55 194€ 5 DTE LER Se er. accept anyt to stay in power, 
and they disregard our principles 
NM s LIN MR L| d traditions Ther arnat tek 
s Rupe i eae PRE Tee EE ing to renovate our doctrine. V 
8|45 | | |  [|244 || were the first federalists, but now 
WIL MES RAS Rises” TEM PRIMER m focus un nm on —— 
1960 politics, and leave it to socialists 
OS ERS Pe Sls eal ONE Dos Ds end Mümescend to Dod 
Hus puo e odor c 
forward European integration." 
= PC Ea EEK, Wet E It is true thar the movement 
PS e YE ey See Sa not pr any politi- 
64 Bi TERE EE Peery oe See cal thinking since the 1940s, and 
e|. —]|wus | |. j| "x Fries d cien ed 
ers— u r$ ), 
E ee ec 
ois Mock (Austria), Mr Giulio 
ise | | |  — [20 || Andreotti and Mr Kohl—is one of 
et E ier an ile emend car 
1970 rather than inte vision- 
B M zn 
EM UM M uie mb anb 
age of poetry," says ranco 
^| — | — | | | || riaMalfati, a former president of 
[mi | — | — | — [| the ec commision who now head 
75 42.9 the octats 
ED Ee 
ee | ie 
the responsibility to govern." 
DIA e obiret o asi 3o b ee eee The argument between the ide- 
Ns (bue 9n dub 3. alists and the pragmatists will deter- 
w as ff] me the fuae of Chrisian De 
mocracy. its more left-wing or 
ETE] ee ae 
movement should remain true to 
8| — | — | 49 | ao |329 || its origins, neither conservative, 
u | | | 
85 camp, inclu most of the Ger- 
ee Se 
F ment, more overtly right-wing and 
= KE D nul és ens NÉ. les Christan, that could cover the 
ESOS T SENSN ee ete aa whole ope. 
B| | s | | |  ] Sparks flew beween these two 
wel ff | — -]| ames in 1978, when a group of 
{Parti Social Or | r 3 ten, mostly conservative, 


parties, 
including British Tories and 
French Gaullists, set up the Euro- 
pean Democratic Union. To the 
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Cathay Pacific. 


The Airline for a world where a Chinese American 


wears a French crown. 


He conquered the French 

Open at 17. His fame and 

fans transcend both borders 

and nationalities. Michael Chang 

is the perfect symbol of the new 

world of international travellers. 

The world of Cathay Pacific. We 
pioneered ultra long-haul inter- 
continental flight. Bringing the 
world closer to our home, Hong 
Kong. Our every flight is international, 
with flight attendants from 10 Asian 
lands whose service is almost as 
legendary as Mr. Chang's. And who 
are single-mindedly dedicated to one 


task: helping you arrive in better shape. 


P 
CATHAY PACIFIC 


Arrive in better shape. 





An Encounter with Tenderness. 
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horror of Italian and Benelux 
Christian Democrats, the CDU 
and the Austrian People's party 
also took part, while remaining 
in the European Union of 
Christian Democrats (first 
cousin of the EPP, but Europe- 
wide, not just EC-wide). 

[n the European Parliament, 
the need to compete with the 
left has already spurred the EPP 
to embrace Ireland’s Fine Gael, 
Greece’s New Democracy and, 
last year, the Spanish People’s party, none 
of which has religious origins. But Christian 
Democracy's purists still carry some weight. 
After last year’s European elections, British 
Conservative Euro-mPs applied to link with 
the EPP. Though the Germans were sympa- 
thetic, the Tories were told that their poli- 
cies on EC integration, monetary union and 
the social charter made them unacceptable. 


Holier than thou 


» more Christian of Christian Democrats 
ifisist that religious inspiration could once 
again drive their movement. They rest their 
hopes on Eastern Europe, where 
50 years of persecution have 
made the new or revived Chris- 
tian political groups unasham- 
edly forthright. 

In the brief gap between lib- 
eration in 1945 and the imposi- 
tion of Stalinism, Christian 
Democrats flourished in Poland 
and Hungary. In Poland they are 
now split between the re-estab- 
lished Labour party, the new 
National Christian party and 
Rural Solidarity. After the com- 
ing Hungarian elections, there is a chance 
that three Christian Democratic groupings 
will work together. Two of them, the Chris- 
tian Democratic People's party and the 
Smallholders party, did well in the 1947 

' «tions, while the third group is one of the 

J angest elements of Democratic Forum. A 
new Christian party is set to become a lead- 
ing force in Slovakia. In Romania the re- 
vived Peasants party has merged with a new 
Christian Democratic group. 

Even in Western Europe, for all its 
secularisation, the Christian Democratic 
parties retain a firm religious base. Religion 
determines voting behaviour more than 
class does. In last vear's Dutch elections, for 
instance, 8596 of Christian Democrat voters 
described themselves as religious; for the So- 
cialists, Liberals and Democrats '66, the fig- 
ures were 5596, 4096 and 2596 respectively. 
In Italy in 1988, 3096 of adults claimed to 
attend church at least once a week, but 50% 
of DC voters and 7596 of delegates to the par- 
ty's congress did so. 

In Italy social and religious movements 
still play a big part in drumming up support 
for the pc. The Christian Democratic trade- 
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Wily Andreotti 


members. Comunione e Liber- 
azione is a group of (a claimed) 
100,000 religious activists who 
say they want to put Christ at 
the centre of life and society. It 
runs radio stations, businesses, 
publishing houses and "solidar- 
ity centres", which offer training 
for the unemployed; and an an- 
nual festival of political debate 
and entertainment at Rimini, 
the latest of which drew 700,000 
people, most of them young. of 

For Mr Roberto Formigoni, 
Comunione e  Liberazione's 
charismatic leader and a Euro- 
MP, “Faith means action. Other 
Christian Democrats have rele- 
gated faith to an abstract senti- 
ment. While laicising the party, 
they've forgotten about the 
poor.” This concern for the less 
fortunate did not stop Mr For- 
migoni being one of those who 
played a big part in bringing 
down the relatively laic but no 
less concerned Mr De Mita, and 
in restoring to the prime min- 
istership the wily Mr Andre- 
otti—one of the old guard, and a 
daily attender at mass. 

The West German parties— 
the CDU and its Bavarian equiva- 
lent, the Christian Social Union 
(CsU)—Trepresent the pragmatic 
pole of European Christian De- 
mocracy. The founders of the 
cDU included people who before 
1933 had been liberals and con- 
servatives, as well as Christian 
Democrats, and these mixed ori- 
gins still mark its political com- 
plexion. The CDU and csu do 
not always see eye to eye, but the 
differences are over policy—the 
Bavarians are more nationalist, 
and less keen on European inte- 
gration, for instance—not about 
the place of religion in politics. 

The West German parties 
think it inevitable that, in time, 
the EPP and the European Dem- 
ocratic Union, complete with its 
Gaullists and Tories, will merge. 
Projecting their own essentially bipolar poli- 
tics on to Europe, they see socialism as the 
enemy. In Italy, Belgium and Holland, in 
contrast, Christian Democrats are used to 
working with socialists. Seeing themselves as 
centrist, they do not want to sink into the 
European centre-right. 


Which way now? 

Which of these tendencies will win? The 
continuing trend to a more secular society 
favours the Germans—and it seems unlikely 
to abate. The triumph of free-market eco- 
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union confederation claims 3m. 


Dutch Lubbers 


CDU's Kohl 


" 


EUROPE'S CHRISTIAN DEMOCRATS - 


nomics makes it hard for Christian Demo- 


crats to maintain an economic policy dis- 


tinct from that of conservatives. And the — 


shift of Europe's left-wing parties towards 
the centre encourages some Christian Dem- 
ocrats to take a more right-ofcentre line: 
they have to appear different. 


Both the Italian and West German par- — 


ties veered rightwards last year, mainly for 


their own internal reasons. In Italy the Com- 


munists' identity crisis helped to weaken Mr 


De Mita and his friends on the left of the d 


DC, who would have accepted an alliance - 


with the Communists. The now 
dominant centre factions prefer 
close links with the Socialist 


party. They feared that Mr De 
Mita's struggle against faction 


the DC's hold on power. 


friends, the cpu in West Ger- 


gery. Mr Kohl got rid of the 
powerful party secretary, Mr 
Heiner Geissler, and many of his 
followers. Mr Geissler's strategy had been to 


win votes from the centre-left. He had also 


been a fierce critic of the Csu's leader, Franz 
Josef Strauss. After Strauss's death in 1988, 
Mr Kohl feared that the cpu-csu ticket 
would not look right-wing enough to get 


conservatives to bother to vote for it, nor to _ 


mask the far-right charms of the new Repub- 
lican party. 

The rightward shift of the German and 
Italian parties will encourage the EPP to be- 
come a broader centre-right grouping. Mr 
Thomas Jansen, its (German) secretary-gen- 
eral, used to think it should stay a purely 
Christian Democratic 
But last year he changed his 
mind: “The success of our link 


leaves Britain the only big EC 
country where we are not repre- 


sented. In view of the new devel- 


worrying if we kept the British 
out. We must try to persuade 
them to change their attitudes." 


ers of the European Parliament. The ab- 
sence of the British from the Epp, which al- 
lows the left to dominate the parliament, 
will then matter more than it does now. The 
replacement of Mrs Margaret Thatcher as 
Tory leader, whenever it comes, will proba- 
bly tilt the EPP towards opening its door. 
That would leave many Christian Demo- 
crats in Italy and the Benelux countries 
grumbling; for the founding fathers’ vision 


of the movement would then be blurred bee — 


yond recognition. 
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and patronage could endanger . 


While the pc was purging . 
Mr De Mita’s leftish-leaning — 


many underwent similar sur- 


group. . 


with the Spanish conservatives — 


opments in Europe, it would be . 
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The coming intergovern- — 
mental conference on monetary - 
union is likely to boost the pow- ~ 
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du ope h has; a i number € of f features 







. acqt : sition activity, : —— economic 
reform in Eastern Europe, and an attractive 
valuation of financial assets. The large size of 
the European equity: warrant markets and the 
attractive premium rating of equity warrants 

! could make this a most exciting form of 
investment... 


The g gearing inherent in warrants will 
increase the rísk and potential reward to- 
investors in the Fund, we therefore 
recommend that investors do not expose 
more than 1-2% of their total portfolio: 
to the European Warrant Fund. | 








P.O. Box 271, MIM Britannia House, Grenville Street, | S Heller, Jersey, Cd. 


Please send me the prespectus for. 
The MIM Britannia European Warrant Fund 


(on the terms of which ‘alone SPRHCRHORE x will be accepted). 


NAME 






l 1 wish to be contacted by Financial Adviser who is familiar with — proces [| 


MM 





c NEA ur A {Britannia House 
$3 Bs 2. Greaville MI St Helier, fersey, Channel | 
: (03 34) 73i l4 


Islands. 


phone: 2 Felevopter: (0534) 73174 

























U.S.$5,000 - 

The Fund is denominated in U.S. dollars 
and was launched on 12th February 1990 at 
U.S.$5,00 per share. Investment can be — 
accepted i in any freely convertible currency 
through the Currency Conversion Service. 


It should be noted that past performance 
is not necessarily a guide to the future. 
The value of shares can fall as well as rise. 


Investors. may not get back the amount. 
| originally i inv 'ested. 


. The Fund. has an — charge of 6% and 
annual ch larges of 2.675%. | 


The Fund i is an ‘open-ended investment 
company (SICAV), based in Luxembourg 
and its shares are listed on the Luxembourg 
Stock Exel lange. UE 


Registered Office: 14, Rue A Aldringen, 
Luxembourg - R. C Luxembourg B24400. 


MIM BRITANNIA INTERNATIONAL. 
LIMITED 


MIM Britannia International Littined is 
the General Portfolio Manager and has been 
appointed distributor of the Fund having - 
received a permit to act as functionary to the 
stment 





Fund under the C DANS Inves 
Funds (Jersey) Law 1988. 
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Warming to freedom in Ulan Bator 





And now Mongolia 


T FIRST glance there may be little amid 
Mongolia's high rolling steppes, snow- 
clogged mountains and sprawling deserts to 
remind the traveller of the clamour of Ber- 
lin, Budapest or Prague. But listen carefully 
in this remote, sparsely populated Asian 
d, and you will hear a familiar sound— 
tne sound of communist power collapsing in 
the face of people power. 

The echoes from Mongolia may travel 
far beyond its own borders. So far Mongo- 
lia’s northern neighbour and protector, the 
Soviet Union, has not raised an eyebrow at 
the upheavals in Ulan Bator. Mr Mikhail 
Gorbachev is busy trying to manage the So- 
viet Communist party’s own retreat from 
power. But what is happening in Mongolia 
does alarm its other neighbour, China. As 
Eastern Europe showed last year, a little peo- 
ple power is a dangerous thing. Still a bas- 
tion of communism in a rapidly de 
communising world, China sees a new 
danger to its own restive border regions. 

The speed of Mongolia’s revolution has 
been impressive. On March 12th, less than 
four months after the first anti-government 
demonstrators braved bone-chilling tem- 
peratures, the leadership of the Mongolian 
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People’s Revolutionary party resigned. Mr 
Jambyn Batmonh, Mongolia’s party boss 
since 1984, has been replaced by Mr 
Gomboshaviyn Otshirbat. Mr Otshirbat, a 
former trade union leader with a name to 
rally to, spent the past two years in Prague. 
A party congress will meet in April. Mean- 
while, on March 21st, Mongolia’s parlia- 
ment, the People’s Great Hural, is expected 
to put what may be one of its last party-in- 
structed rubber stamps on a constitutional 
amendment ending the communist party's 
monopoly of power. This could pave the 
way for the first free elections since Mongo- 
lia turned communist in 1921. 

Last month saw the founding of the first 
independent party, the Mongolian Demo- 
cratic party. Several other groups have also 
sprung up. They started out politely request- 
ing the removal of the Stalin statues that still 
dotted the capital (all have been toppled) 
and the return from the Soviet Union of 
Mongolia’s former party boss, Mr 
Yumjaagiyn Tsedenbal, to stand trial. (The 
procurator's office reckons it already has 
enough evidence to charge his Russian-born 
wife with dipping her hand unlawfully into 
the Mongolian Children’s Fund.) But their 


demands have since grown to include not 
only removal of the party leadership but also 
an end to the communist system of govern- 
ment, the return of religious freedom, the 
introduction of a market economy, the re- 
privatisation of animal herds and an end to 
foreign (ie, Russian) exploitation of Mongo- 
lia’s natural resources. 

Such cheek might have got Mongolia’s 
opposition nowhere, except perhaps in jail, 
were it not for the changes in Russia. Of late 
Mr Gorbachev has positively encouraged 
Mongolia to find new friends and financiers 
in the non-communist world. Until now the 
Soviet Union has been pouring aid worth an 
estimated $800m into Mongolia each year, 
roughly $360 for everyone in a country 
where the annual average income per head 
is between $500 and $900. In search of 
developing-country status, and thus other 
sources of foreign aid, Mongolia has re- 
cently moved closer to the non-aligned 
movement and the Group of 77. 

Mongolia still does 8096 of its trade with 
the Soviet Union and almost all of the rest 
with other communist countries. Doing 
business in the hard capitalist world will not 
be easy. But a start has been made. Last 
month Mongolia's prime minister, Mr 
Dumaagiyn Sodnom, paid a visit to Japan, 
his first call on a capitalist country. Mongo- 
lia's trade with Japan is small (in 1988 its ex- 
ports to Japan were worth only $30m), but 
in surplus. During his visit Mr Sodnom not 
only played a little volleyball and met Em- 
peror Akihito; he also received promises of 
help to build a steel plant back home. 

In yet another sign of the times, this 
month the Soviet Union agreed to pull all its 
combat troops out of Mongolia next year 
(some of the 70,000 have already gone). Any 
remaining soldiers will leave in 1992. The 
agreement is more a sign of Russia's warmer 
relations with China than of Mongolia's in- 
dependence. Nonetheless, it will be popular 
in Mongolia. So will the decision to chop 
out of the national anthem those memora- 
bly unlyrical words, “Having linked our fate 
with the country of the Soviets, and having 
united with progressive society, we are going 
steadfastly towards communism”. 

China would be happy to see Mongolia 
take a step or two out of Russia’s shadow, 
were it not for fears about resurgent Mongo- 
lian nationalism. More ethnic Mongolians 
live over the border in China (more than 
3m) than in Mongolia itself (just over 2m). 
For them the new cult of Genghis Khan, 
Mongolia's  thirteenth-century empire- 
builder, may arouse thoughts of more than 
just the extra tourist dollars flowing from 
projects like the new hotel in Ulan Bator 
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cross othe China-Mongolia ! bo i 
‘eased and trade encouraged. That may 
change if noxious nationalist thoughts”are 
brought in with the cross-border freight. 

‘It also worries the Chinese government 
: hat | some Mongolians have long practised a 
form of Lamaist Buddhism like that of the 
'ibetans. . Calls, in Mongolia for gteater 
eligous freedom may stir up more bother 
rom Tibet's already fiercely militant monks. 
n the past two months China's leaders have 
xpressed alarm at growing nationalist un- 
est in China. Some of the disturbing new 
nfluences come from the Soviet Union, 
ome from Mongolia. The Mongol hordes 
nay have settled down more peaceably with 
heir sheep anc horses, but for China they 
an still mean p trouble s hu rs 





Lc rding it over the So | th Pacific 


L VEN — lust — P. Australians 
A would hesitate to call their country a 
| great power. Yet it is the nearest thing to 
one in the South Pacific. Australia has 
I. never shrunk: from. sending troops into 
-. foreign fields; its men have fought in two 
- world wars, Korea, Malaya, Malaysia and 
_ Vietnam. Some. see in the slaughter of 
. Gallipoli the making of the Australian na- 
tion. But the closer to home the conflict 
& Jis, the more awkward involvement be- 
comes. , Consider Papua New. Guinea's 
- problem with. Bougainville, a copper-rich 
_ island whose secession Papua New Guinea 
ods trying to prevent. | 

~ Australia has close ties — PNG. Iti isa 
- former Australian colony. Many Austra- 
-lians work there, some as advisers to the 
government. The Bougainville. copper 
mine whete the trouble started is man- 
aged by the Australian subsidiary of a 
|. British company. - 

- Yet, when invited by Papua | New Guin- 
ea’s government to send soldiers to fight 
. the estimated 1,500 rebels in the “Bou- 
gainville Revolutionary Army”, Australia 
declined with a shudder. Around 100 peo- 
ple have been killed in Bougainville dur- 
Ang the past 15 months, and Australia is in 
no mood now to see its boys get trapped 
in the island’s tropical forests. On March 
6th it even refused to help monitor a 
ceasefire that a Swedish intermediary ar- 
anged. The Australian foreign minister, 
Mr: Gareth. Evans, said that, because of 
Australia’s interests in. Bougainville, it 
would not be seen as neutral. 

^ This week Bougainville was virtually i in 


ment had withdrawn its soldiers in a possi- 
bly mistake ; fort to find some common 


als: An Australian re- 





tebel hands. Papua New Guinea’s govern- 


Soaring Hawke 


FROM À CORRESPONDENT IN MELBOURNE 





THREE opinion polls this week give Mr 
-A Bob Hawke's Labor government a lead 
over the opposition by margins that vary 


from i two points to 11 points. They cannot 
; but they are unanimous in mak- 
drew Peacock, leader of thè oppo- 


all be right 
ing Mr SA. 
sition Liberal party, the expected loser in 
the election on March 24th. 






Mr Peacock has failed to explain why, as 


his: advertising puts it, “The answer is Lib- 
eral". The acid Mr Paul Keating, the finance 
minister, said that if the answer is Liberal, 


"jt must be one helluva question". But La- 
bor i is s doing no better at offering oie : 


porter had been — to leave the is- 
land. A gun was fired close to his head to 
show the rebels meant business. An at- 
tempted coup on March 14th by a part of 
_ the army critical of the government’ s han- 
dling of the Bougainville crisis did not 
help, although it was soon put down. 
What will Australia’s prime minister, 

Mr Bob Hawke, do? He has said that Aus- 
tralian soldiers would go to Bougainville if 
Australian lives were in danger. But, with 
an election at home on March 24th, Mr 
Hawke is understandably reluctant to 
send in his men. 


Australia had already learned some- . 


thing about the limits of power back in 
1987, when the elected government of Fiji 
was overthrown in a military coup—the 
first, and so far the only one, in the Pa- 
cific. Fiji was assumed to be within Austra- 
lia’s area of influence. Mr Hawke sternly 















- answers to the economic questio: 


ordered the 
government. 


“sea birds. Last month Australia si 












































hanging over the onceducky country. =- 
In 1986 Mr Kaating warned Atistralia 
that it risked becoming a “banana repub- - 
lic". What at the tinte seemed a throwaway 
remark has come to be believed by home- 
owners struggling with 18% mortgage rates, 
Workers whose real wages have declined dur- - 
ing Labor's seven-year tenure, and exporters 






braying abou! too-high Australian dollar 
and too-expensive Australian labour... - 


.. With a record like this Mr Hawke 
‘should be easy to dislodge. Mr Peacock 
promises that his Liberal coalition govern- 
ment would see that future wage increases 
were tied to productivity. But he would not 
scrap the national wage-fixing system which 
is central to the accord the Labor’ ‘govern- 
ment has made with the trade unions, = 


The Liberal,c alition pledges Ag. 6 bil 


















eader to restore. E — | 
he had deposed. Australian - 
warshi ips loomed — Mr aie was 








ly un ie to^ op dif 
— The 60 mile t nets used by Japanese 
and Taiwanese boats are superbly efficient 
at catching fish, so much so that the small 
island-states which depend on fishing fear 
that in a few years there will be few fish left 
in the Pacific. The netsalso trap any other _ 
sea life in their path, dolphins, whales EDS | 

ed a 
convention banning driftnet fishing, and 
said it would use.its aircraft to monitor 


 driftnet boats and report them to the 


United Nations. It can do no more, "We 

can't shoot up the boats," said an Austra- 

lian official irritably,. responding 1 to criti- 

cisms that Australia is being weak with ie 
pan and Taiwan. 

Australia's chastening experiences as 
lord of the south Pacific do not seem to. 
have humbled it. The country continues | , 
to be rather: pleased that with a popula- | 
tion of only 17m it can be at least nomi- 
nally supreme in the vastness of Oceania 
(where no other country has a population 
of more than 342m and some have as few _ 
as 1,000 people). Being a big power, how- 
ever little, means that. Australia is con- 
sulted in the wider world. Its promotion: | 

ofa plan to get theUNtorun | 
Cambodia‘until a free elec- 
3 tion is held there is, quite 
X rightly, getting a lot of atten- 
tion. The idea has run into’ 
difficulties, but it has given - 
us Australia esteem. The coun- — 
> try is discovering that diplo- 
* macy can be safer than: J 
rg deployment, | 

















84th NORTH-WEST-GERMAN STATE-LOTTERY, WEST GERMANY 
84. STAATLICHE NORDWESTDEUTSCHE KLASSENLOTTERIE 
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ow: each and every Friday 
2 million to win... 


This extraordinary chance and others are offered 
to you by the state-controlled NORTH-WEST-GERMAN 
STATE-LOTTERY. Extraordinary! More than every 3rd 
ticket-number wins guaranteed within the period of the 
lottery. Total winnings for the 84th lottery will amount to 
about 273 million DM or S 151 million. The Super- 
Jackpot by itself amounts to 32 million DM. 


The maximum Super-Jackpot 





alone comes to 1x 4 million DM. 


The prize-money is paid in DM, one of the strongest cur- 
rencies in the world. The lottery runs over a period of 26 
weeks. One drawing every week. That means 26 draws 
and 26 chances in total to become a millionaire! The price 
money increases from draw to draw. All draws are super- 
vised by state auditors. 


The 84th NORTH-WEST-GERMAN STATE-LOTTERY runs from March 30th to September 21st, 1990 


State- 


controlled 
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It's easy to participate: * 

@ Please send us the order coupon - or if missing - a 
letter. 

@ Attach payment for the tickets you want, using either 
cash by registered airmail-postage, international post- 
al order, personal cheque, cheque drawn by bank or 
travellers cheque. You can also pay for your ticket after 
receipt of the invcice. 

@ We send you the tickets, further information and the of- 
ficial draw schedcle. After each class you receive the of- 
ficial winning list as well as your ticket for the next class. 


Within days you will be notified each time you win. Your 
prize-money will be transferred by cheque to any place 
you wish to. The prize-money is paid to you free of Ger- 
man Tax and the whole amount will be paid without any 
deductions. You remain absolutely anonymous. 

@ We guarantee fast, reliable and confidential service 
world-wide. 











This is why it is interesting for you to join 
the lottery: 273 million DM prize money 
1 x 4 million DM as maximum prize-money 
1x 3 million DM 
2x2 million DM 


22? x 1 million OM 
ond in addition 


320.333 prizes up to 500.000 DM 





Only 800.000 tickets from the basis of the lottery. Out of these 
tickets 320.359 numbers win in the course of the lottery: So, we can 
guarantee winnings for more than every 3rd ticket-number! 








Mail to: Walther Ruge - Heidenkampsweg 32 : D-2000 Hamburg 1 - West-Germany 





Mail to: Walther Ruge * Heidenkompsweg 32 - D-2000 Homburg | + West Germany 














Please write in German O English O Mr. O Mrs. © Miss O 
Clear letter-printing pleose 

First nome — — — — — — — — — 
Surnome A — nd 
Street ee ye 
P. O. B. 

City 

Country 

Charge my O DINERS CLUB O AMERICAN EXPRESS O EUROCARD O VISA 
Handling chorges for payment by credit card 6%. 

Nome of Cord Holder 

Acc}. No. —— —— —— — — — — — 
Expiration m ^ 

Signature = E EY LL EUR ulis 





Telex: 211904 trcon d - FAX: 2342 


-s — «ae «eb  —  — 0 —  — c —  — c — € — — — — XO = S— — — — 
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Win 100% with a 1/1 ticket, or 5096 with a 1/2 ticket or 25% with a 1/4 ticket. Don't 
forget: either way, every 3rd ticket number wins guaranteed! Try your luck! 


Please fill in the number of tickets you want to order with 
this coupon 


p) ee ee 
For exact exchonge rates please ask your bank 
1/1 ticket DM 741,- (approx US $ 455,- ou £ 277 ,-)* 


Feri us V/2ticke! | DM 381,- (approx US $ 235,- ou £ 143,.)* 
| [V4teke. | DM 201 (approx US $ 130,- ou £77," 


Mail your coupon today! 










Secure your chance to win now! 


* Your prize money will be transferred confidentially by cheque to any ocressor bank in 
any port of the world. Poymeats through personal cheque in OM, £, or US $ will be 
accepted or through o bank droft, American Express, Diners Cord, Eurocard, Access, 
Moster Cord or Visa 

All prices are for the whole lottery including air mail postage and winning list ofter each 
month. No additional charges! Valid only where lego!! 


Valid orty where legal Not available 
to residents of 
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DEVELOPMENT BANK 


FOR THE SEA TRANSPORT OF FROZEN SACRIFICIAL MEAT 
TO SOME COUNTRIES IN ASIA AND AFRICA DURING THE. 
HAJ SEASON 1410H ( nu AUGUST 1990 ) 


. THE. ISLAMIC DEVELOPMENT BANK is pleased to invite, on , behalf of His committee fer the Sacrificial : 

- Utilization Proj fen specialized maritime transport companie to submit their bids: for tr ofrting - 
zen meat during t e Haj season 1410H ( July / August, 1990. aie he framework of the Kingdom of | 
Saudi. Arabia’s Sacrificial Meat Utilization Project. The meat. will be. transpoted by refrig rated — E 
. from Jeddah Islamic Port for distribution to poor and needy persons in the following Islamic countries. <4 
Quantities will range between 205,000 and 210, 000 carcases. Shipments will be as follows. 


. Approximate | l PONE A — s 
— | Port No. of Heads Remarks County Uo et Ne. of Heads | | Remarks | 


= 1 Bangladesh Mongia 65, 000 12 Burkina Faso Dakar 5, 000 By Air bom Dakar. 
j . Chittagong to Ouagadougo © 
2 Eoypt | I : 35. e: ( Burkina Faso )by Jumbo 
-.4 Djibouti Djibouti — 10,000 p tiger Dakar 5,000 s. Niamey (Niger by Jumbo 
5 Somalia e 3, ced 
ogadishu ; A 
Faveranl ; m ( 14 Gambia Banjul 
6 Tanzania — | 15 Guinea Bissau Bissau 


Zanzibar 16 Guinea Conakry Conakry 


: — sr — 17 Sierra Leone Freetown 5 000 


ek Mauritania NE Nouakchott 10, 0 3 M" The following country might be 
8 2v. o QUaket | added to the list | i 
y Air r from 18 Mozambique Nacala ^ —1,000-1,500 


‘Dakar to Bamako | 
(Mai ) by. Jumbo  Beira — 1, 500- 2, 000 


: | ins inii willing to undertake the operation are invited to — their bids and 
proposals in sealed e pes no later than Tuesday 15 Ramadan 1410H, in accordance with Um Al 
Qura Calendar C correspon: ding to — 1996 ). 


The ca pacity. and 
a Bion each ship . 
n "cisesification of the ports of i 
| ; East. Africa and Bangladesh,with sp: and 
TEM MECRY "of | the € cost o of the Mosen bine route if it is to be added, The bid s hould- : om- : 
panied by a bid guarantee amounting to 1 percent of the total bid value. On award of ti € contract, the 
guarantee will be raised to 10. percent of the contract value., ITEM " 


“Documents and other details, including terms and conditions of the tender, may be obtained from the 
|. Office of the Sacrificial Meat Utilization Project at the headquarters of the: 


|. ISLAMIC DEVELOPMENT BANK” 
 AlKhuzam Palace Area 
P.O.Box 5925, Jeddah 21432, 
| Kingdom of Saudi Arabia 


| id € op ined. at the Bank headquarters in Jeddah at 10 a.m. , 16 Ramadan 1410H, according to 
Um Al Qura Calendar { corresponding to 11 April 1990 ), | 


. Transport. of. shipinents will commence on the third week of July 1990 in accordance with a schedule to 
| be agreed on by the contracting parties. Transport of shipments to Bangladesh will commence in late 
> September. or early October. 


Interested maritime trans) ort com anies are requested to submit th bid f th ears 1410H, 
1411H and 1412H. = " E c d RN 





lion ($2 billion) in tax cuts for middle-in- 
come families, together with an ambitious 
public-works pr e. Mr Peacock has 
not explained where F money will come 
from, though he predudes cuts in educa- 
tion, health or defence. More than once his 
numbers have not added up. 

Labor believes it will earn a fourth term 
despite breaking its promise of lower inter- 
est rates, and even though it has presided 
over a monetary squeeze that has led to a 
number of spectacular corporate crashes. 
Mr Keating admits he needs at least three 
years to get the country’s current-account 
deficit under control. Nonetheless, Labor 
promises new spending on social services 
and (borrowing the opposition’s clothes) tax 
cuts for middle-income earners. 

Observers tallying the promises reckon 
that Mr Peacock would give an average fam- 
ily A$49.20-worth of tax cuts and benefits 
each week. Mr Hawke would give them 
A$50-worth. The opinion pollsters ac- 
V^^wledge that many voters are still unsure 

əm to support. The environment could 
be the vote-decider. The government has 
some credibility with an increasingly green- 
minded Australia, the Liberals less so. Labor 
expects to win the greens' "preference" (sec- 
ond-choice) votes. All in all, Mr Hawke can 
afford to look confident. 





Afghanistan 


New pastures 


FROM A CORRESPONDENT IN KONAR 


NYONE trying to make sense of Af 
ghanistan soon discovers that at least 
three lots of people are claiming the coun- 
try. The two obvious ones are the Russian- 
backed government in Kabul and the Amer- 
ican-backed resistance, whose “interim 
government" squats in the Pakistani border 
n of Peshawar. This week both were 
ming to have benefited from the at- 
tempted coup against the Kabul govern- 
ment mounted on March 6th by the defence 


minister, General Shahnawaz Tanai. 


SOVIET UNION | 
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Kabul’s men come up for a breather 


The Kabul regime said it was well rid of 
General Tanai and the other “traitors” who 
were reported to have fled to Pakistan. The 
ruling People’s Democratic party was being 
purged of anyone suspected of sympathising 
with the general. In Peshawar the resistance 
took the view that any trouble in Kabul was 
good news, but it declined to call General 
Tanai, a communist, an ally. Only Mr Gul- 
buddin Hekmatyar, a hardline resistance 
leader not in the interim government, said 
he would back the general; he was criticised 
by other resistance men for opportunism. 

Then there is the third group of people 
with a say in Afghanistan: the resistance 
commanders who are trying to consolidate 
their fiefs in the country. Now that the Rus- 
sians have pulled out, they are less interested 
in fighting than in creating areas of peace 
and even prosperity. In the little eastern 
province of Konar, Afghans have enjoyed 
the luxury of an election this month. 

In the town of Asadabad the men slung 
their guns over their shoulders and lined up 
to cast their votes. Voting was by secret bal- 
lot and confined to males of 15 and over. To 
prevent any tampering, the ballot boxes 
were designed without locks or hinges: the 
only way to open them was to break them 
apart once voting had finished 

Voters had a choice of 12 parties, but 
only two were reckoned to count: the local 
Wahabi party, which gets financial backing 
from Arab countries, and the radical Is- 
lamic party of Mr Hekmatyar. Count- 
ing has been slow. Although voting 
started on March Ist, the results had 
still not been disclosed this week. 
When they are, a shura (council) will be 
formed consisting of 100 members ap- 
pointed by the competing parties, according 
to the number of votes they received. The 
election commission will add another 20 
members “whom it thinks should be in- 
cluded”. A governor will be chosen by the 





shura, and Konar will become the only Af 
ghan province to be ruled by a roughly rep- 
resentative government. 

Other areas controlled by the guerrillas 
may follow Konar’s lead. In Konar the 
spring fields are green with new crops, and 
the main road is being improved, Some 
guerrillas go off to fight around Jalalabad to 
the south, but the Konaris’ chief interest 
now is picking up where they left off when 
war broke out more than a decade ago. 





Cambodia 


Here’s UNTAC 


FROM OUR PARIS CORRESPONDENT 


OW many times can the Cambodian 
"peace process" be rescued? After the 

Paris conference on Cambodia broke down 
last summer, the five permanent members of 
the United Nations Security Council— 
America, Britain, China, France and Rus- 
sia—started looking for a peace plan of their 
own. Last January they agreed on a plan to 
give the country a temporary UN administra- 
tion while an election was organised. They 
got nowhere at a second meetíng soon after, 
over how to disarm the factions 
and choke off arms from abroad. kp tha 
word is that the plan remains 

At a third meeting on March 12ch-13th 
in Paris, representatives of the five filled in 
several details of the proposed settlement. 
The idea is to set up a United Nations Tran- 
sitional Authority for Cambodia (UNTAC). 
This would run an interim government and 
supervise an election. There would also be a 
Supreme National Council on which the 
Cambodian factions would sit. The council 
would take Cambodia's seat in the UN. 

The aim is to blur the contradiction that 
has caused all previous peace attempts to 
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. want the Hun Sen government dismantled. 
Mr Hun Sen wants as little as possible to do 

' with the Khmers Rouges, under whose rule 

in 1975-78 more than Im Cambodians died. 
. To the question of which side runs Cambo- 

. dia in the pre-election period, the answer 
. given in the plan of the big five is neither. 
What is needed, they say, is "a neutral politi- 

~ cal environment in which no party would be 
- advantaged”. 

/ In practice, that comes down to how 

. much of Mr Hun Sen's administration 

A UNTAC would take over. The talks this week 

almost broke down over this. In the end, the 

— Russians and the Chinese dates to paper 

= over their disagreement. Mr Hun Sen may 
-take comfort in thinking that the UN could 
not replace his entire administration. On 
(Se eder hand, Soviet support for Mr Hun 

has begun to wobble. The Russians 
Ce like to spend less money on Vietnam 

. and its clients. 

_ There were other disputes. Thousands 

. of Vietnamese settlers followed the Viet- 
- namese army when it invaded Cambodia to 

- drive out the Khmers Rouges. The Chinese 
say they should not be allowed to vote. But 
they were prevailed upon not to insist that 
voters show they were living in the 

country before a specific date—December 
12 1978, for example, the day the Vietnam- 
ese army moved in. The Chinese managed 

.. to prevent mention in this week's communi- 
qué of genocide by their Khmer Rouge cli- 


| Begonia-speak 


FROM OUR EAST ASIA CORRESPONDENT 


ORTH KOREA'S official news 
agency has been making much of a 
new strain of begonia called kimjongilia. 
Hundreds, perhaps thousands, of these 
beautiful flowers have been propagated 
— iR the world, the agency says 


A ree clue to the hidden world of the 
|| North is examined with care by Korea- 

. watchers. This may be one of the reasons 
for the current speculation that Mr Kim 
Jong Il (the “Dear Leader"), after whom 
the begonia is named, may soon take 
over the running of North Korea from 
his father, the Great Leader, Mr Kim Il- 
Sung. 

Supporting this theory is the an- 
nouncement that the four-yearly elec- 
tions to the Supreme People' s Assembly, 
which appoints the country's president 
and prime minister, are to be brought 
forward from November to April. The el- 
der Kim's birthday is on April 15th, 
when he will be 78. Could this be the 
date of the transfer of power? Some Ko- 
rea c— believe that the visit to 


Hun Sen had a word for it 


ents. The Hun Sen side wanted the word in. 

The five will meet again in May to tackle 
the questions of how to arrange a ceasefire 
and how to check the flow of arms to Cam- 
bodia's assorted armies. They would also 
like to arrange a face-to-face meeting with all 
four Cambodian factions. It is hard to know 
just what good that would do: the four met 
face-to-face in Jakarta earlier this month and 
got nowhere. 


Pyongyang ori March 14th of Mr Jiang 
Zemin, China's party chief, was part of 
the process of ensuring a smooth 
succession. 

Mr Kim Jong Il has certainly been 
groomed for the top. He already has a 
number of senior party positions. But 
whatever preparations are made now, 
the younger Kim may find it hard to 
hang on to the leadership once his father 
dies. A power struggle is likely. It won't 
be a battle of flowers. 
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The sense of urgency over Cambodia 





_ has weakened somewhat, because the 


iari 


Khmers Rouges haye proved militarily less 
threatening than people expected when 
Vietnam pulled out most of its soldiers last 
autumn. Yet Mr Hun Sen’s position is not 
as firm as it might seem. With the rains com- 
ing soon to the battlefields, the Khmers 


Rouges’ fight will turn to the negotiating ta- 


ble, where the Chinese are patient and skil- 
ful patrons. Mr Hun Sen has not won as 
much support abroad as he would have 
liked. The fact that Vietnamese "volun- 
teers” are in Cambodia stiffening his army 
has not helped his cause. His ultimate pa- 
trons, the Russians, are preoccupied with 
their own problems. Peace in Cambodia still 
looks a long way off. 





indonesia 


Slow death 


FROM OUR SPECIAL CORRESPONDENT IN JAKARTA 


MAGINE spending more than two de- 
cades on death row, wondering each time 

the door opened if the time had come. Eight 
men are doing just that in Indonesia. On 
March 8th six of the eight were told they 
were to be executed by firing squad on 
March I Ith. At the last moment the govern- 
ment decided to delay the executions. 

These six men, now aged between 53 
and 70, were convicted of membership of 
the Communist party and of violence 
against the government in the attempted 
communist coup of 1965. They were sen- 
tenced to death after President Suharto 
came to power in 1966. Art least 20 other 
people sentenced around the same time 
have been executed over the past five years. 
It is thought that the reprieve granted to the 
six—possibly as a result of protests from 
overseas—will be only temporary. 

Why have their executions been del: 
for so many years? On March 11th Gen... 
Try Sutrisno, the Indonesian army chief, 
dismissed foreign protests as interference in 
the country's affairs. The prisoners’. sen- 
tences had previously been put off, he said, 
because they might have been needed as wit- 
nesses in other trials—and to allow them ev- 
ery chance to appeal. But there have been 
no more communist trials, and the appeals 
process appears to have been slipshod. 

President Suharto has lately been mak- 
ing diplomatic overtures towards China and 
Russia. He met China's foreign minister at 
Emperor Hirohito's funeral last year, ending 
25 years of enmity caused by China's role in 
the failed coup of 1965. He visited Moscow 
in September. Executing communists, some 
might say, would be a way of persuading the 
army that the government has not gone soft 
on communism. 
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P lead in investment management 
is an achievement. 


To lead consistently is an art. 





THROUGHOUT 1989, our North America The results speak for themselves — success for 
Fund was, on average, Number One for one-year our private investors, right around the world, 
performance against all other Swiss-based North time and time again. 
America funds. To find out more, please contact: 

An impressive record — but it doesn’t end there. Steve Ushiyama, 2901-4 Admiralty Centre, 
It reflects a combination of outstanding investment Tower 1, 18 Harcourt Road, GPO Box 10126, 
skills and dedicated teamwork. The very com- Hong Kong, or telephone (852) 823.2122. 


bination which we apply across all markets and 
throughout our entire international network to 
the individual portfolios of our clients. 
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TAX HAVENS AND 
THEIR USES 1990 


f you thought that tax havens were sunny places for 

shady people you would be only partly right. While 
some havens’ reputations are tarnished by their 
connections with international crime, most provide an 
orderly environment for legitimate investment. 
















Tax Havens and Their Uses 1990 analyses and compares 
the advantages and disadvantages of the major players on 
the tax haven stage. 





This special report identifies: 

> essentials of a tax haven — reviews the fiscal, political 
and geographical characteristics required to make 
countries qualify as tax havens 

> choice of havens — describes the comparative 
advantages of a number of havens for particular types 
of investor 

> uses for companies — reviews the offshore banking 
industry, offshore funds, captive insurance, shipping 
companies and free ports 

> pros and cons for emigrants — describes the fiscal 
and financial hurdles to be overcome, retirement and 
other incentives offered by leading havens 

> fiscal authorities'countermeasures — investigates the 
cat and mouse relationship between haven seckers and 
fiscal authorities 

> what tax havens offer — analyses the political 
background and tax advantages of twelve leading 
havens. Gives insights into cultural nuances and 
general quality of life 
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AMERICAN SURVEY 





Williams, the smile; Richards, the wit 


Choosing a star for the 


lone-star state 


AUSTIN 


HE 1990 Texas governor’s race con- 
firms that Republicans prefer winning 
to in-fighting over their choice of candidate; 
Democrats the reverse. Hence the over- 
whelming vote in the Republicans’ primary 
on March 13th (by 61% to 15% for his 
est rival) for a businessman, Mr Clayton 
illiams, who has no political experience 
and at first blush looks ill-fitted to carry the 
Republican banner. And hence, too, the 
Democrats’ failure to unite behind a promis- 
ing front-runner, the state treasurer, Mrs 
Ann Richards. With only 40% of the Demo- 
cratic vote, she faces a punishing extra 
month of mudslinging with the attorney- 
general, Mr Jim Mattox (who got 37%), be- 
fore a run-off for the Democratic nomina- 
tion on April 10th. 

The Democrats discovered new depths 
of nasty and negative campaigning. First 
Mrs Richards was pounced on for injudi- 
cious racial language—references to “white 
women" and to "wetbacks" (Mexican 
immigrants)—though she foiled these 
thrusts by securing the endorsement of Tex- 
as’s most prominent Hispanic, the former 
mayor of San Antonio, Mr Henry Cisneros. 
Then Mr Mattox and the third main Demo- 
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cratic candidate, a former governor, Mr 
Mark White, attacked Mrs Richards, a self- 
confessed former alcoholic, for refusing to 
say whether she had ever used illegal drugs. 

Mrs Richards responded with vicious 
advertisments that cast doubts on both her 
rivals’ honesty (Mr Mattox was once acquit- 
ted of bribery and has some dubious asso- 
ciates). Nobody knows if this worked, and as 
usual all sides claim not to have cast the first 
stone. But those who wanted witty epigrams 
in the style of Mrs Richards’s keynote 
speech to the 1988 Democratic convention 
("George Bush was born with a silver foot in 
his mouth") were disappointed. 

Nor have they seen edifying debate of 
political issues. The Texan economy has 
diversified enough to escape from the roller- 
coaster of the 1980s, though its banks are 
still mired in bad loans. The chairman of the 
state Commerce Department, Mr Ed Vet- 
ter, disarmingly admits that Texas is "over- 
built". Small businessmen cannot easily get 
loans; unemployment, at 6.396, is a full 
point above the national average. But the 
state's dependence on oil and gas is dimin- 
ishing; they now produce about 1096 of state 
revenues compared with 2596 ten years ago. 


Public policy is, however, a shambles. 
Thanks to inaction in the state legislature, 
Texan courts have stepped in, ordering re- 
forms in prisons, mental-health facilities 
and school finance. None of these court 
mandates will be easy to fulfil without extra 
taxes, probably including the state's first in- 
come tax. No candidate of either party ad- 
mits this (so much for the belief that it is 
easier to raise state than federal taxes). Mrs 
Richards speaks piously of using natural rev- 
enue growth. Mr Matrox's slogan is "Lot- 
tery yes, income taxes no." 

The contest showed the power of 
money. Between them the candidates on 
both sides have spent nearly $30m. Mr Wil- 
liams spent a third of that, including over 
$6m from his own pocket. Most of his 
money went on television commercials, bril- 
liant enough to have satisfied the most de- 
manding car company. In them Mr Williams 
avoided issues, concentrating instead on 
establishing himself as a tough, endearing 
symbol of Texas—a shorter version of John 
Wayne, seldom without cowboy hat and 
boots. In debate with other candidates, Mr 
Williams showed an ignorance of govern- 
ment that would have done Ronald Reagan 
proud. But he had a terrific smile. 

Many see Mr Williams—‘‘Claytie” to 
his friends—as a throwback to an earlier 
Texan age. Others draw a parallel with the 
present (currently unpopular) Republican 
governor, Mr Bill Clements, who spent his 
way into the job in 1978 after it had been in 
Democratic control for a century. But it 
would be foolish to underestimate the man. 
He is bright enough to have made fortunes 
in oil, farming and construction. He forced 
the Republican establishment, at first be- 
hind the railroad commissioner, Mr Kent 
Hance, to accept him. If money were all that 
counted, Mr Tom Luce, who had the back- 
ing of the rich Mr Ross Perot, would have 
done better: but he admitted to needing a 
charisma transplant. On the other hand, Mr 
Jack Rains, the candidate who had the most 
original thoughts, lost partly because he 





Mattox, a cowboy manqué 






necessary cash — 
Mr Williams lacks neither chátísma : nor 
ish. His fierce talk on drug users— sending 
em off to "boot camp " where they can "be 

troduced to the joys of bustin’ rocks" — 
as enormously popular. On state finance, 
he concentrates entirely on eliminating 
waste, without explaining how. Ask him 
about his plans for education or prison re- 
rm and he launches into an odd-sounding 
plan for shaking up the whole of govern- 
ment through a grassroots system of 





constitution, drawn up after the state's ex- 
perience with northern governors during 
Reconstruction, imposes on its governor. 
For the post that these high-spending 
candidates want so much has little power be- 
yond the veto and the ability to appoint. 
Even appointments are limited: most impor- 
tant offices are elective, and they are often 
filled by someone from a different party. 
The real significance of this year's 
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^ AUSTIN 


s magic wins 


ATRIOTIC Texans love their sym- 
CA bols. None more than the treaty oak 
in Austin, under whose spreading leaves 
Stephen Austin supposedly signed a 
treaty with some Comanche Indians in 
1836. Never mind that there is no evi- 
. dence of any treaty being signed under 
the oak or that Austin’s treaty, like all 
"Others in the American West, was soon 
torn up. The tree remains a great sym- 
- bol—and is undeniably a fine specimen 
f a 500-year-old live oak. 

Or rather was. About a year ago 
somebody poisoned the treaty oak. To 
make sure of success, the vandal used a 
whole gallon of a powerful weedkiller, 20 
imes as much as is normally needed to 
dll a tree. Over the next few months the 
weedkiller made the tree put out and 
hed six successive sets of leaves. — 





life: hig ha screens to protect it ron 
— and heat, injections of os wa- 


Beyond chicken soup 
































life sentence for poisoning.a tree may 


Cheaper methods have included hun- 
dreds of get-well messages, meditation 
sessions and the dumping at the tree's 
foot of tins of chicken soup, a traditional 
all-purpose cure for human ills. 

Texas has other live oaks that are 
older and just as fine as the treaty oak, 
but both state and city have been losing 
them fast. Texan developers have gaily 
chopped down trees that stood in the 
way of their shopping malls. And oak- 
wilt, a fatal disease, has spread across the 
state: Mr Perot's money might have been 
better spent on research into that. 

The man allegedly responsible for the 
poisoning, Mr Paul Cullen, seems to 
have been indulging in a black-magic rit- 
ual. He was arrested last June and, having 
failed to produce $20,000 in bail, has 
been in jail ever since waiting for a trial 
that is expected later this month. Be- 
cause Mr Cullen has been convicted 
twice before, under Texas law he faces a 
possible life sentence if found guilty of 
the charge of criminal mischief. But even 
in Texas, where gubernatorial candi- 
dates have fallen over each other to en- 
dorse as many executions as they can, a 





seem a bit stiff. 





| O volunteers. He « wants to use é these E 
volunteers to lift the shackles that the Texas 



















Texan election lies outsic 
mansion. The state Republican party chair 
man, Mr Fred Mayer, points out that 
though Texas has usually voted Republican 
in recent presidential elections, his party 
had in 1978 won only one statewide election 
in 100 years. It held only 92 elective posts; 






and just two of Texas's 24 congressional 


seats. This year the Republicans have the 
governorship and one senator, Mr Phil 
Gramm (once a Democratic congressman); 
eight of 27. congressional seats; and more 
than 725 elective posts. Ar 








And the president is 
a Republican Texan. As more Democrats 
follow Mr Gramm’s party switch, the Re 
publicans are on the brink of becoming the 
majority party in Texas. 

The timing is good. Redistricting will. 
follow the 1990 census and Texas is ex- 
pected to gain at least three House seats. 
Democrats say that if they control the re- 
districting they can keep a 20-10 majority; 
but Republican boundary-setting could turn 
that into 15-15. The governor can veto t' 
plans of the state legislature, which is certo 
to stay under Democratic control. _ Respon- 
sibility then falls to a five-man board: the 
speaker of the state House plus four other 
elected | officials-—lieutenant-governor, at- 
torney-general, comptroller and land com- 
missioner. So the races for these posts mat- 
ter almost as much as the governor's. 

Will Mr Williams help or hinder the Re- 
publican drive to majority? It is hard to say, 
though he will start the favourite for the 
governorship itself. In a fight with Mrs Rich- 
ards, he might lose votes on abortion, which 
he opposes except in cases of rape, incest 
and to save the life of the mother. His lack of 
experience may also count against him. Mrs 
Richards might gain from being a 
woman-—Texas was the first state to elect a 
female governor, in 1924—and a charming 
and witty speaker, but her refusal to answer 
the drugs question will continue to haunt 
her. Mr Williams might do better against Mr 
Mattox, whose effort to be tough pales | 





` side the real cowboy’s. It should be an ent... 


taining campaign. 





The budget 


Hosty to the 
rescue 


WASHINGTON, DC 


N SPRING congressmen' s thoughts turn 
to budgets. By mid-April they are sup- 
posed to have written a budget resolution 
for the next fiscal year. By autumn congress- 
men's thoughts are still with budgets: the fis- 
cal year — and m. are usually still 














































D? you need to know more about the 
countries you deal with? Around the 
world, changes in the political and 
economic environment are affecting 
your business. ° 

To help you stay in touch with your 
international markets, The Economist 
Intelligence Unit publishes 92 Country 
Reports. Every quarter, up to 40 pages 
give you facts, analysis and short term 
forecasts for 165 countries. 

By reviewing important political and 
economic developments, evaluating 
growth prospects, investment and 
consumer spending trends and by 
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problems, the Country Reports alert you 
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various schemes to make the deficit bigger— 
when something unusual happened. 

A senior Democrat, Representative Dan 
Rostenkowski, chairman of the House Ways 
and Means committee, stepped boldly into 
the vacuum. Writing in the Washington 
Post on March 11th, Mr Rostenkowski set 
out a cunning package of $24 billion in 
spending cuts and $29 billion in tax in- 
creases. This roughly follows the 50-50 for- 
mula of past budget compromises. 

Mr Rostenkowski's spending cuts come 
from a 3% real chop in the defence budget, 
holding domestic programmes to zero real 
growth and—the boldest part—scrapping 
the 1991 cost-of-living increase for most 
pensions and other social-security benefits. 
He matches this on taxes by scrapping the 
1991 indexation of most income-tax thresh- 
olds. He also wants to eliminate the 
bubble—the point in the income-tax code 
where the marginal rate falls from 33% to 
28%—and to raise petrol, beer, wine and 
"'garette taxes. 

Mr Rostenkowski’s plan has had a sur- 
prisingly warm reception from the adminis- 
tration. That is partly because he is a close 
friend of President Bush. Almost certainly, 
he discussed his ideas with him. It could also 











Boldly going where no man has gone 


be because the administration sees a chance 
to drive a wedge between him and other 
Democratic leaders. Habitually wary of bud- 
get compromises, these leaders have been 
lukewarm, though the chairman of the 


Wall-to-wall Dallas for Fidel 


T'S wrong with three hours a 
day of American television soaps, 
news and game shows? Quite a lot, says 
the Cuban government, if you never 
asked for it. An airwave war between 
Cuba and America may break out when a 
new Washington-based station, TV Marti, 
crackles unbidden on to Havana's screens 
later this month. 
TV Marti, named after a Cuban anti- 
imperialist hero, is controlled by the State 
Department through the nominally inde- 
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pendent United States Information 
Agency and the Voice of America. If the 
initial test period is successful, the station 
will get an annual budget of $16m and the 
chance to broadcast longer hours. 

The television onslaught follows Radio 
Marti which started a 24-hour Spanish- 
language news and entertainment service 
in 1985. Ironically, Radio Marti has just 
lost its founding director, Mr Ernesto Be- 
tancourt, who hàd succeeded in prevent- 
ing the station from being a mere mouth- 
piece for exiled Cubans. Mr Betancourt 
was forced out by a group of Cuban exiles. 
As he left he pointed out that “it is not 
feasible to find a legal way to broadcast a 
TV signal to Cuba." 

Nor is it easy technically. Programmes 
will be sent via satellite from studios in 
Washington, DC, and picked up by a huge 
barrage balloon moored 10,000 feet above 
Cudjoe Key, off the Florida coast. The 
blimp, known as Fat Albert and normally 
used by the air force to spot drug smug- 
glers, will transmit into western Cuba. 
Technical hitches and tropical storms 
have delayed the start several times since 
last November. 

The Castro regime is furious about TV 
Marti. In January the foreign minister told 
the UN Security Council that the United 
States was trying to mutilate Cuban sover- 
eignty, while breaking almost every inter- 
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House Budget committee, Mr Leon Panetta, 
has been bolder in his support. | 
The administration is quick to stress - 
that its welcome for the Rostenkowski p 
signals no more than willingness to use it as 
a basis of negotiation. Mr Bush still sticks o 
his tax pledge, though some of his official: 
have been using an intriguing variant. 
say they cannot accept any tax — a 
would inhibit economic growth. Probably 
none of those proposed by Mr Rostenkow 
ski would do that; but the growth Goera 
may imply an especially favourable view of | 
the consumption taxes. It is also code for } 
Bush’s capital-gains tax cut and his tax 
break for family-savings accounts, both of 
which the administration claims will boost — 
growth. Neither is in the Rostenkows 
plan. Nor is Senator Daniel Patrick Moyni- | 
han's proposed payroll-tax cut. 
Mr Rostenkowski's committee has al. 
ready voted to take the social-security sur- 
plus that Mr Moynihan wishes to eliminate - 
off-budget. That means amending or scrap- - 
ping the Gramm-Rudman targets. Mr Ros- 
tenkowski recommends scrapping them. __ 
Can Mr Rostenkowski solve the budget 
problem? The cynics who have watched 
both Congress and the administration re- 
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national broadcasting law in the book. 
The Cubans can jam television signals 
with ease (the government proved this re- 


^ 
: 

cently to an NBC film crew). But rather | 
| 
| 


than do that, they are threatening to re- 
taliate on a grand scale. 

Cuba has assembled half a dozen gi- 
gantic radio transmitters. These, they 
claim, could jam American radio stations 
in 30 states as far away as the Canadian 
border. The Cubans have rejected the 
idea of drowning Radio Hicksville with 
one of their leader's speeches, though the 
thought must have seemed tempting. 

The administration is not for turning. 
Aware of the harm that a radio blackout 
would do to business, the National Asso- 
ciation of Broadcasters urged Congress to 
scrap TV Marti. Nothing doing. The gov- 
ernment argues that Cuba made similar 
noises before Radio Marti but never did 
anything about it. 
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peatedly run away from the challenge say 
not. The fact that the administration can, if 
it chooses, sit tight and allow automatic 
Gramm Rudman cuts to chop $18 billion 
off defence and $18 billion off other spend- 
ing supports the cynics’ view—for it is clear 
that nothing can succeed without adminis- 
tration backing. Nevertheless there could be 
two arguments for cautious optimism this 
. time round. 

he first is that everybody is utterly fed 
up with the budget, which for eight years 
has cast a pall over all Washington activity. 
The prize of getting away from it might be 
worth a little pain (such as the income-tax 

i and the pension freeze), even inan 
- election year. After all, the voters too are fed 
up with the deficit, and they might be dis- 
- posed to reward those who solve it. And if 
the challenge is ducked this year as it was 
last, it may be ducked right the way through 
to the 1992 presidential election. 

— The second argument is the current 
monetary policy of the Federal Reserve. 
Mindful both of continuing inflationary 
pressure and of rising German and Japanese 
interest rates, the Fed is clearly not reckon- 
_ ing on cutting American rates soon. It will 
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Pieces of eight 


AST year, in a spectacular discovery of 
treasure, a group of private investors 
located, explored and got legal ownership 
. of the wreck of a side-wheel paddle- 
= steamer that sank in 1857, 160 miles off 
the Carolinas in water 1'2 miles deep. 
|| The ss Central America was carrying 
|| gold miners and three tons of newly dis- 
covered Californian gold when it sank. 
Columbus America, the explorers' com- 
pany, brought up a third of it last year and 
| plans to get the rest later. As bullion it 
would fetch $28m; but much of it was in 
the form of rare coins from the San Fran- 
| cisco mint and so would fetch far more, 
perhaps up to $1 billion. 
| But whose gold is it? The moment the 
|J. gold hit the news, Columbus America was 
slapped with law suits from insurers who 
| claimed they had insured the Central 
America's cargo. The federal judge in 
| Norfolk, Virginia, who granted owner- 
| ship of the wreck to Columbus America 
|] last year under Admiralty Law, will decide 
| these new claims in April. 
| The insurers argue that they paid out 
Ll claims as a result of the disaster (the loss of 
| . the gold caused a financial panic in New 
|| York) and therefore own the gold just as 
i . they would own a car insured against theft 
$ 
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if it were stolen, claimed on and recov- 
ered. The insurers’ claim depends cru- 
cially on their ability to produce evidence 
of the policies they issued. They have 
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not be moved by the increasingly desperate 
prodding from the White House, which now 
includes rumours that the Fed chairman, 
Mr Alan Greenspan, may not be reap- 
pointed next year. But an agreement now to 
go for something like the Rostenkowski plan 
would surely trigger lower interest rates. 
That prospect should be enough to tempt 
even the most hardened. 








Japanese banks 


Yellow, black, red 
and green 


LOS ANGELES 


HE letter began softly. California’s 

blacks and Hispanics, wrote a minority 
pressure group to Japan’s minister of foreign 
affairs, have no fear of the spreading influ- 
ence of Japanese banks, even though these 
banks have already snapped up one-quarter 
of the commercial-loan market in Califor- 
nia. The sting came at the letter’s tail. The 
San Francisco group, which calls itself the 





found one in a museum; most of the rest 
were thrown away long ago. 

Nonetheless, about ten insurers have 
persuaded the court they have a case. 
They include Lloyd’s of London, the Lon- 
don Salvage Association, Atlantic Mutual 
Insurance and the state of New York, 
which says that it has inherited the claims 
of long-bankrupt insurers. They maintain 
that the gold has merely been in storage 
for 132 years. 

The investors in Columbus America, 
after spending $10m getting the gold off 
the bottom of the sea, view things differ- 
ently. As salvors they are due a share of 
the treasure even if the wreck had not 








Leaving gold in storage under the sea 
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Greenlining Coalition, would expect the 
banks to make “appropriate commitments” 
to the state's racial miporities. 

The coalition was formed in response to 
the practice of some eommercial banks of 
"redlining" certain neighbourhoods: that is, 
marking them as too risky for loans. Under 
federal law, regulators who have the job of 
evaluating proposed bank mergers—and 
Japanese banks are expanding their Califor- 
nian beach-head by merging with American 
ones—must make sure that the banks lend 
in all the areas, including poor ones, where 
their depositors live. Regulators these days 
are not inclined to pay much heed to the 
complaints of redlined residents. But the law 
entitles residents to a public hearing. And 
the Japanese, sensitive to the charge of racial 
bias, might not care for that. 

The letter was delivered some months 
ago and its only result, so far, has been a 
meeting between the greenline group and Ja- 
pan's consul-general in San Francisco. But 
Mr Robert Gnaizda, a lawyer who works fc 
the greenliners, claims that the exchang 
has "pierced the myth" that the Japanese 





been "abandoned" — which it presumably 
was, since nobody knew where it was until 
Columbus America searched the sea floor 
with wide-swath sonar. In reply, the insur- 
ers argue that they had their own plans for 
seeking the treasure. They point out that 
the relevant technology has only just be- 
come available. The salvors’ lawyers aim 
to prove in court that the insurers spent 
not one penny looking for the wreck over 
the past century. 

Mr Richard Robol, who represents 
Columbus America, sees the issue as 
philosophical as much as commercial. 
Like John Locke, he believes that property 
rights in a free society are more earned 
through the effort of individuals who cre- 
ate, use and maintain resources than ac- 
quired through status. 









Japanese-owned) bought Union Bank, the 
greenliners, talking of David and Goliath, 
claimed some credit fer the $84m that the 
bank invested in poor neighbourhoods. 
Bank officials crosslyedeny that they were 
browbeaten into anything. 

Japanese public officials have, over the 
past few years, been amazingly tactless in 
their comments on America’s minorities. 
Mr Yasuhiro Nakasone, when he was prime 
minister, offended people right and left by 
suggesting that the low intelligence of blacks 
and Hispanics pulled down the American 
average. Complaints from these minorities 
reached a crescendo about 18 months ago. 
Mr Mervyn Dymally, the chairman of the 
black caucus in the House of Represen- 
tatives, said he was fed up with “quiet meet- 
ings, nice teas and visits to Japan.” Leaders 
of the black-led Urban League muttered 
about a boycott of Japanese goods. 

The Japanese embassy in Washington 
sent out alarum signals and soon friendly 

'ssions were criss-crossing the Pacific. A 

legation of Japanese women came to meet 
black women, eat soul food in Los Angeles, 
and to insist that Mr Nakasone’s comment 
must have been a slip of the tongue. A Japa- 
nese company withdrew a “Black Sambo” 
line of dolls and beachwear, and company 
officials gave away trinkets worth $60,000 to 
black and Hispanic children in Los Angeles 
and San Francisco. Mr Dymally remained 
unimpressed. 





Abortion 


Middle kingdom 


MINNEAPOLIS 


IGHT months after the Supreme Court 
said states could pass laws restricting 
abortions, thus delivering the topic back 
into politics, most states have rejected re- 
ictive abortion laws. Florida, Michigan, 
diana, Utah and Missouri have all turned 
down anti-abortion laws. Only Pennsylvania 
and South Carolina have passed new restric- 
tions, though Idaho was this week on the 
brink of joining them. 

That “pro-life” laws would prove to be a 
relatively empty threat became clear once 
the silent “pro-choice” majority awoke in 
the aftermath of the Supreme Court's rul- 
ing. What is perhaps more surprising is that 
hardly anywhere has a middle course on 
abortion found favour. Absolutists still 
dominate the debate, even though most vot- 
ers probably hold moderate views. 

Take the case of a recent bill in the Min- 
nesota legislature. After the legislature re- 
jected a restrictive bill by a large margin, Mr 
John Brandl, a Roman Catholic university 
professor and a Democrat, introduced a 
"middle-ground" bill, which would have 
banned most abortions after the 23rd week 
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of pregnancy. This is the kind of law other 


countries, unencumbered by bills of rights, 
have passed, and it represents a position 
that probably most Americans support. lt is 
also close to the spirit of Roe v Wade, the 
original 1974 Supreme Court decision that 
made most anti-abortion laws illegal. 

But it was clobbered by a | 3-to-3 vote in 
the Minnesota legislature. The pro-lifers 
said it would prevent few abortions and that 
to codify Roe v Wade was the last thing they 


wanted in the guise of compromise. The 
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pro-choicers saw no advantage in letting the 


camel's nose of an anti-abortion law into the 
tent, and possibly opening the way for fur- 
ther restrictions. 

Finding middle ground is difficult. This 
is bad news for politicians, many of whom 
ere searching for a mushy middle in which 
they can hide. To European ears what is 
astonishing about the abortion debate in 
America is how rare attempts like Mr 
Brandl's are—how absolutist the two sides 
are. No laws or no abortions. 





Aspen 


Love lost in the snow 


ASPEN 


The fur that drove off the ski bünis 


URING one of the heaviest snowfalls 

of the winter, the people of Aspen, 
Colorado, trudged back to the polls. In two 
referendums, just four weeks ago, they had 
voted not to ban the sale of fur and to allow 
a new hotel at the foot of the ski slopes. Now 
the mayor, Mr Bill Stirling, and three mem- 
bers of his council were facing a recall—a 
vote of no confidence on their performance. 

Mr Stirling and two of his colleagues 
squeezed by. The fourth was slung off the 
council. The mayor, now in his fourth two- 
year term, won just 5296 of the vote after a 
spirited campaign against him by Miss Terry 
Butler, who runs a gym and beauty salon in 
town. Surrealism was heightened by the 
New Age language they all used. “Those 
who find acceptance and friendship here," 
said the keynote speaker at Miss Butler's 
eve-of-poll rally, ^will go out and find love in 
the world." But the challengers were 
smarter: the mayor's men wore plain old 
blue jeans; Miss Butler and her supporters 
had on stone-washed denim. 

And there lies the the difference. Aspen 
is a small town with fewer than 6,000 peo- 
ple. Mr Stirling has made it plain that he 





does rot like the unfettered development 
that new money may be bringing to the 
town. His supporters do not care for the 
holiday homes of movie stars and diplomats 
with their 15 bathrooms. They do not like 
ankle-length fur coats being flaunted. 

But the old latter-day hippie Aspen is no 
more, its denizens dispersed throughout 
Colorado. Many who once lived in Aspen 
can now afford to stay only in caravans out- 
side town where they rub shoulders with a 
new class of Latino immigrants. 

By setting his face against development 
and by espousing green issues (Aspen was 
quick to ban smoking in public places), Mr 
Stirling, say his opponents, gives the impres- 
sion that the town is anti-everything. They 
want harmony and healing, they say. Mr 
Stirling snorts that Aspen has always had 
factions and has never found it easy to reach 
a consensus on what it should look like. 
Merchants complain that their takings are 
well down from last year and they blame 
politics. They could as easily blame the 
weather. To add to its woes, Aspen has had 
its worst winter for ski-ing since 1982. 
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i EN Richard Gebi the D Denoi majority leader 
in the House of Representatives, finished a breakfast 
-speech on March 6th, his audience rose in a standing ovation. 
-Nothing too surprising about that, perhaps; standing ovations 
are common, even at breakfast. k was only later that the ap- 
. plause seemed odd. It had been led by a group of tables well- 
stocked with Democratic congressmen. 
. Those men, ambitious in the way that all politicians are, 
-were not applauding because Mr Gephardt the orator had sum- 
: moned up their blood. He is a wooden speaker, who tries too 
hard to mint fresh soundbites. (At breakfast, he said that Presi- 
dent Bush ran a government “of the polls, by the polls and for 
the polls", which made the president hopping mad. Say this at 
least for Mr Gephardt: he knows how to get up Mr Bush's nose.) 
His appearance is too perfect by half: the golden hair, piercing 

















has his fans among many - 





























oun, t style: when Der listen 
o him — can see à a way. 
of winning power, For. 
where foreigners see 
someone who, they be- 
lieve, is prepared to play 
ast and loose with sor 
thing do a 
: — 

















cans. Mr Derka t ih 3 
| man who first deser ui 
legislation to ‘require - 
| ^ American retaliation 
|..against those countries - 
-(read Japan) with which 
] America’s balance of 
| trade seems to be in struc- 
tural deficit. He says he 
"wants to see American- | 
apanese trade brought — into — sidin five years. 
It is precisely because Mr Gephardt takes the "tough" posi- 
ions that he does, on trade with Japan, on foreign investment, 
an Industrial policy for high technology—on all that is now 
d “economic nationalism"—that some think he can lead 
Jemocrats back to the White House. Pretty clearly, Mr Gep- 
rdt thinks so too. He ran for the Democratic nomination in 








ong as he was majority leader, he has equivocated enough of late 
put that declaration in doubt. 

Indeed, his speech on March 6th, in which he took the presi- 
o task. for his lack of policy towards Eastern Europe, was 
iately greeted by his enemies (and rivals) as evidence of 
ed presidential ambition. Senator Alan Simpson called Mr 
t a frustrated font of trivia who lusted after the presi- 
jb. Senator Bill Bradley said it was a bad idea to pour 
ney down a Soviet rathole,.as Mr Gephardt had suggested. 
Translation: the Soviet Union is my issue, Japan is yours.) 

< Inthe two years since he won the lowa caucuses by criticising 
South Korea. for i egpartin out ‘not ot importing cars, Mr Gephardt. 































Relations) capitalist cold war. 


d eyes, and unexaggeratedly muscular frame, so that he seems ingly, they work for Japanese companies and find them to be — 


88, and, while he once said that he would not run again so- 


has seen “his” issue mature. Distrust of — has waxed as fast 
as fear of communism has waned. In the past few months the 
success of Japanese money in buying sympathetic lobbying in 
Washington has become a fresh issue. The trade talks with Ja- 
pan, taking place to a deadline partly fashioned by Mr Gephardt, 
are on the brink of collapse. Moreover, he has, better than any- 
body, helped to separate the terms “economic nationalist” and 

“protectionist” in the public mind. Economic nationalism, to its 
protagonists, means level playing fields; to its detractors it means 
(in the words of Mr Shafiqul Islam, of the Council on Foreign 









It is easy to argue that economic nationalism need : not be a 
political winner. Mr Gephardt, after all, did not in fact win the _ 
Democratic nomination two years ago, despite his success in | 
lowa, Americans like their vCRs, their Japanese cars. Increas- 








good employers. On the west coast the Japanese are welcome 
economic partners, not a new yellow peril. 

And yet. Consider, first, what it has been like to be a Demo- 
crat for the past 20 years. 
Ever since the party allied 
itself with those who op- 
54. posed the Vietnam war, 
4. Republicans have been 

-handed a huge advantage. 
‘Whenever the Grand Old 
Party feels threatened, it 
can’ play the patriotic 
card, as Ronald Reagan, 
George Bush, Oliver 
North and every other Re- 
publican in a fix has 
proved only too willing to 
.do. And when this has 
not reduced Democrats to 
silliness (Mr Michael Du- 
: kakis sallying forth in a 
- tank), they have been able 
f to do nothing in return 
but seethe. They insist 
that they are as wedded to 
America's interests as any 
Republican, but so long as the — of that matrimony was mea- 
sured in unqualified support for the armed forces they have been 
unable to prove it. Now along comes economic nationalism, giv- 
ing Democrats a chance to seem patriots. 















































The memory of moral leadership 


Consider, next, the streets in which Mr Gephardt grew up, in 
south St Louis. Built a century ago, those neighbourhoods were 
once one of the unsung wonders of the world—in the same way 
as, say, the north-west side of Chicago or Brooklyn was. For the 
first time, anywhere, they housed an industrial working class in 
comfort and. spaciousness; At a time when the industrial shock 
troops of London's rancid slums were teenage matchgirls, Amer- 
ica offered working men and their families a quality of life about 
which millions in Europe could only dream. 

Nobody should doubt that the memory of that kind of 
American economic greatness still strikes a chord. The bien- 
pensants may mock those who want America to be “number 
one" again; but the mockery would have more impact if their 
alternative had fewer — than muktipolarity. 
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| How the legend unfolded. 
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MANDARIN ORIENTAL 
THE HOTEL GROUP 


In the East, hospitality is an art, 

much like the graceful calligraphy which 
the world has long admired. And this 
tradition of perfection was Asia’s legacy 
to Mandarin Oriental Hong Kong, 

when it first opened its doors Over a 
quarter century ago. Today 

Mandarin Oriental is a legend, and 

like its sister The Oriental Bangkok, it is 
consistently voted one of the 





finest hotels in the world. Our 

pride in such achievements led us to 
create a select group of hotels, each 
with an atmosphere of understated 
splendour. Each providing superb, 
unobtrusive service. So that your stay at 
any Mandarin Oriental hotel 

will be nothing short of perfect. 


Our story began as a quest for perfection. 


And lives on as a legend. 


The Oriental, Bangkok * Mandarin Oriental, Hong Kong * Mandarin Oriental, Jakarta « Mandarin Oriental, Macau 
Mandarin Oriental, Manila « Mandarin Oriental, San Francisco * The Oriental, S re * The Excelsior, Hong Kong. 
Reservations: Hong Kong 881 1288, Singapore 339 0033, Kuala Lumpur 339 0066 (Singapore collect), your travel agent, 
*The*]eadingFHotels of thé*World or Utell International. 
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In schools, hospitals, offices and homes — 
carpets everywhere are holding up better, thanks 
to high quality ActionBac" polypropylene 

carpet backing from Amoco Chemical. 

Outstanding strength, lasting stability, and 
excellent anti-static characteristics make 
ActionBac the material of choice for virtually 
every Carpeting application. Unlike jute, it's 
completely waterproof, so mould, mildew and 
shrinkage are never a problem. 

Amoco Chemical is the world’s largest 
supplier of woven polypropylene fabrics. And this 
material is just one of the high quality products 
Amoco supplies directly and through licensees 
and joint ventures. Other products Amoco supplies 
include isophthalic acid for use in corrosion- 
resistant pipes, tanks and irrigation systems; 
trimellitic anhydride for making vinyl plasticisers; 
and terephthalic acid for producing polyester. 

So often, materials from Amoco Chemical are 
the story beneath the story, one of the underlying 
factors that enable your success. 

For more information on our activities in Asia, 
write to Amoco Chemicals Far East Limited, 
16th Floor, Great Eagle Centre, 23 Harbour Road, 
Hong Kong. Telephone: 5-8328899, 

Telex: 75657 AMOCO HX; Fax: 5-8381810. 


Amoco Chemicals 


© 1989 Amoco Chemical Compan 
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In days gone by. airline tickets were issued manually: a tedious, time- — 
consuming affair. Today. we've revolutionised the process. Our 
computerised reservation and ticketing system is on a par with that of the 
world s leading airlines. allowing us to make your international reservations, 
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FROM OUR ISRAEL CORRESPONDENT 


HE two-headed monster Israel called its 

“national unity’ government had a 
short but stormy life, and when the end ap- 
proached it was messy, unpleasant and bit- 
ter. The 15-month-old coalition went into 
critical condition on the morning of March 
13th, when the prime minister and Likud 
leader, Mr Yitzhak Shamir, sacked his La- 
` ur party deputy, Mr Shimon Peres. 
— Mr Shamir's move was tactical, de- 
signed to prevent the Labour members of 
his cabinet from keeping their jobs during 
the transition before a new general election 
is held, or while the rival parties seek to 
make new alliances and form a new govern- 
ment without an election. Two days earlier 
Mr Shamir had refused Mr Peres's demand 
to say yes to America's proposal for talks in 
Cairo between Israel and a delegation of Pal- 
estinians. With that refusal Labour's coali- 
tion with Likud ceased to have any purpose. 

The two parties hold incompatible 
views about the fate of the Israeli-occupied 
West Bank and Gaza. Labour favours a “his- 
torical compromise" with the Palestinians, 
based on swapping land for peace. Likud, 
committed to the concept of a Greater Is- 
rael, swears never to yield an inch of occu- 
pied territory. Yet in May 1989 the parties 
united behind a peace plan. 
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Neither was willing to negotiate with the 
Palestine Liberation Organisation, despite 
Mr Yasser Arafat's declaration at the end of 
1988 that he was renouncing terrorism and 
recognising Israel's right to exist, and was 
willing to settle for a peaceful Palestinian 
state alongside Israel. Instead, Israel offered 
to allow the Palestinians of the occupied ter- 
ritories to elect non-PLO leaders. These lead- 
ers could then negotiate an interim period 
of self-rule under Israeli supervision, fol- 
lowed after three years by negotiations on 
the final status of the territories. 

Everybody read the plan differently. For 
Likud, Palestinian "autonomy" would be Is- 
rael's maximum concession. Labour saw au- 
tonomy as the confidence-building prelude 
to a compromise on territory, with a Pal- 
estinian "entity" short of full statehood. 
The Americans saw the plan as a means of 
getting some Palestinians into talks with a 
broad-based Israeli government. The PLO 
was persuaded by Egypt to see the plan as a 
way of smuggling itself, and its hopes for an 
independent Palestine, into the talks. 

This careful edifice of ambiguities col- 
lapsed before the first brick could be ce- 
mented in place. That brick would have 
been a meeting between Israel and a delega- 
tion of Palestinians who were not members 


of the PLO. The meeting's ostensible pur- 
pose would have been to discuss technical 
arrangements for elections in the occupied 
territories. It would also have been the first 
direct, official negotiation since 1948 be- 


tween Israel and Palestinian Arabs—a truly — 1 


historic encounter. 

Too historic, Mr Shamir evidently de- 
cided. In recent weeks he has come under 
increasingly fierce attack from fellow 
Likudniks, like Mr Ariel Sharon and Mr Da- 
vid Levy, who claim that the Cairo meeting 


would be the first step on a road leading to — 


statehood for the Palestinians and, conse- 
quently, mortal danger for a diminished Is- 
rael. When the United States, after months 
of patience, began to sound the alarm on the 
sensitive issue of Jerusalem's suburbs (see 
next story), Mr Shamir seized the opportu- 


nity to wriggle out of the peace plan while 


risking a minimum of domestic damage. All 
Israelis think all of Jerusalem should be 
theirs forever. 


Labour claims that the peace plan is still 


alive. But first the Israelis must work out- 


what sort of government they want. Their 
unwieldy system of proportional representa- 
tion has always made it difficult to form ma- 
jority coalitions. Since 1984 the balance has 
been held by smaller parties that mercilessly 
extract promises on sectional interests in re- 
turn for their support. This time the balance 
will be held by two ultra-orthodox parties, 
with seven of parliament's 120 seats. Labour 


and its allies have 55 seats, the Likud and its. 


supporters 58. 


The future is cloudy. Public opinion - 


polls reveal no great shifts that would pro- 
duce a more decisive Israeli government. Mr 


Yitzhak Rabin, Labour's hardline defence 
minister and a devout believer in national — 


consensus, could not conceal his dismay 
that the coalition was dying. 

And the Palestinians? After all che sacri- 
fices of their uprising, they now see yet an- 
other peace initiative fail. "The Americans 
put all their eggs in the Shamir basket," 
quipped one dispirited West Banker, "but it 
proved to have no bottom.” 





America kicks the 
tenderest toe 


MERICAN administrations have a 
habit of barking crossly at Israel but 
then rolling over, contrite. The Bush admin- 
istration shows that it is prepared t6 snap, 
even to bite. Mr James Baker, the secretary 
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of state, had negotiated a laborious proce- 
dure for Israeli-Palestinian talks, pursuing 
formulas that might not only have got pre- 
_ liminary negotiations going but also kept 
the Israeli coalition together. But the Ameri- 
can administration was not so dedicated to 
the success of its proposals that it forgot the 
 land-for-peace principle that lay behind 
them. A sharp reminder to Israel of this 
principle helped to fuel the row that has 
. overturned the Israeli coalition and, per- 
haps, the talks. 
Neither Mr Baker nor President Bush 
.. deviated from official American policy. But 
Mr Baker pushed the policy a logical ga 4 
= further when he told a congressional s 
-. committee that the administration would 
not guarantee a $400m loan to Israel to 
build houses for Soviet immigrants, unless 
Israel froze new settlements in the West 
. Bank and Gaza. American money of that 
sort is not supposed to be used directly for 
_ Jewish settlement in the occupied territories, 


but previous i ions, unlike this 
. one, have turned a blind eye to the fact that 
it is used indirectly. 


Then came the addendum that broke 
. the camel's back. A couple of days later Mr 
.. Bush, saying what is usually left unspoken, 
. told a press conference that he did not be- 
lieve there should be new settlements in the 
West Bank “or in East Jerusalem". The 
. United States, which has never officially rec- 
ognised Israel's annexation of East Jerusa- 
— lem and a chunk of surrounding West Bank 
— land in 1967 (see map), supports a united 
. city whose final status, and presumably size, 
should be decided by negotiation. This posi- 

. tion has been kept a pretty good secret: it 
. was not much aired when Democratic presi- 
dential candidates were competing in their 
44 
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promises to move the American embassy 
from Tel Aviv to Jerusalem. 

But American patience had been 
stretched by Israel’s insistence that no Pal- 
estinian delegate from East Jerusalem (which 
all Israelis regard as part of Israel) should at- 
tend the Israeli-Palestinian talks. The presi- 
dent felt he had been misled by Israel’s 
prime minister: Mr Shamir had told him 
that fewer than 1% of Soviet Jews would set- 
tle in occupied territory, which is true only if 
" fortress-suburbs of East Jerusalem are 
ex 

Israelis, and American Jews, put the 
Baker and Bush statements together and 
were dismayed. A swarm of protest b 
around the administration’s head. Some of- 
ficials allowed it to be understood that the 
president had mis-spoken. But Mr Bush, 
though he does muddle words, seldom 
makes a mistake of substance. Israel's settle- 
ment policy arouses his temper. He was not 
saying that Israelis, including the new immi- 
grants from the Soviet Union, should not 
live in all parts of their united capital; he was 
signalling that even Jerusalem will, in the 
end, be subject to some form of negotiation. 

The Bush administration has been an 
even-handed mediator between Israel and 
Egypt (which, in this context, represents the 
Palestine Liberation Organisation). It has 
made no side-agreements that only Israel 
knows about, no secret understandings. 
America's special relationship with Israel 
continues—three-quarters of the Senate 
wrote in protest when Senator Robert Dole 
proposed that Israel (and a few other coun- 
tries) should get a bit less foreign aid so that 
others might get more—but the relationship 
is no longer set in the concrete of a contest 
with Russia. In the Middle East, too, the 
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to found a new suburb, Pisgat Ze'ev East, on the eastern side of 
Jerusalem. It is meant to house some of the tens of thousands of Jews 
who hope to reach Israel from the Soviet Union this year. Yet most 
of the world holds that Jerusalem's new suburbs are not part of Is- 
rael: their status is yet to be decided. 

Jerusalem was undivided until the war that brought Israel into | 
existence 42 years ago. At the war's end Israel got the western, pre- 
dominantly Jewish, New City, and Jordan annexed the mainly Arab 
Old City; Britain and Pakistan recognised the annexation. In the six- 
day war of 1967 the Old City too was taken by Israel, along with the 
West Bank, the Gaza Strip, Sinai and the Golan Heights. Israel then 
annexed the Old City, its suburbs and a large swathe of land around. 

r recognised that annexation. 

The Israelis declared Jerusalem their "eternal and indivisible" 
capital, made it their seat of government, put parliament and the | 
high court there, and built to the east of it a ring of almost 30,000 | 
new steel-and-concrete high-rise flats. Of these, 450 were destined | 
for Arabs, the rest for Jewish tenants. The new suburbs already | 
house some 10% of the new arrivals from the Soviet Union. Israel's... 
government wants the Americans to help pay for more. 


United States is now the only superpower. 

But control of Jerusalem is the most sen- 
sitive issue of all in Israel. This is why diplo- 
mats have long argued that it was best left 
until most of the rest of a peacemaking deal 
had been agreed upon. The harder-nosed 
half of Israel's coalition has now pushed it to 
the top of the agenda, because the issue is 
likely to be difficult for Israel's peace-for- 
land compromisers. 

Mr Baker's predecessor, Mr George 
Shultz, who had his share of Middle Eastern 
frustrations, wrote recently in the Washing- 
ton Post that America's support for Israel is 
founded on a moral commitment, not on 
strategic co-operation. With other parts of 
the world changing, the unchanging nature 
of Israeli politics begins, for many Ameri- 
cans, to look like a weary treadmill. 


Haiti 


Exile again 


T LOOKED like a remarkable turnabout. 
Haiti's military ruler for the past 18 
months, Lieutenant-General Prosper Avril, 
was forced out of office and replaced, on 
March 13th, by Mrs Ertha Pascal-Trouillot, 
a justice of the Supreme Court, who 
promptly vowed to hold free elections as 
soon as possible. The army chief of staff, 
General Hérard Abraham, ordered the 
army "to return to its barracks and stay 
there", and declared: "Madame President of 
the Republic, the armed forces of Haiti are 
at your command." But hold the cheers: 
Haiti is still Haiti. 
It is still controlled by the loyal servants 
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General Abraham keeps an eye on the president 


of Francois (Papa Doc) Duvalier and his 
son, Mr lean-Claude (Baby Doc) Duvalier, 
who between them ruled from 1957 to 1986. 
The Duvalierists held on to power after 
Baby Doc fled to France. They do not in- 
tend to let go without a fight. They have 
guns. 
Occasionally they retreat. General 
Avril, an arch-Duvalierist, resigned the pres- 
idency in the face of widespread anti-govern- 
ment demonstrations and the threat of a 
general strike and flew to Florida, courtesy 
of the American air force. The Duvalierists 
had wanted the president of the Supreme 
Court, Mr Gilbert Austin, who is one of 
their own, to take over. The civilian opposi- 
tion alliance, known as the Group of 12, 
turned him down. Mrs Pascal-Trouillot, 
who is 42, is to rule with a 19-member civil- 
ian Council of State. She says her "essential 
task is electoral preparations at a national 
' rel and to pass power to a democratically 
‘cted government". 
The Duvalierists know about elections. 
In 1987 they sent their soldiers to shoot at 
polling booths; 38 people died and the elec- 
tion was annulled. They blatantly rigged the 
election of 1988, which was "won" by a pup- 
pet politician. In January they considered 
that the parties were getting dangerously 
well organised for the forthcoming elec- 
tions, so General Avril had several party 
leaders beaten up and sent to Miami. Even 
now General Abraham may not be in entire 
control of the army; powerful Duvalierists 
hold on there and in the bureaucracy (such 
as it is), as well as in the gangs of thugs called 
the tontons macoutes. 
An election is now due within 90 days. 
It will probably be delayed to give the parties 
time to organise. The Americans hope to re- 
peat the international monitoring that 
worked so well in Nicaragua's recent elec- 
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tion, which was blanketed by observers from 
the United Nations, the Organisation of 
American States and elsewhere. 

The Americans' favourite in the race 
will be Mr Marc Bazin, who worked for a 
while at the World Bank and leads the 
Movement for the Installation of Democ- 
racy in Haiti. If he or any other civilian dem- 
ocrat wins freely, the United States, France, 
Canada and other donors seem certain to 
restart their economic aid to the govern- 
ment; the little they now give is channelled 
through voluntary agencies and charities. 

Given the size of the problems, the new 
boss will need a clear mandate from the vot- 
ers. Haitians have almost as many parties as 
they have lawyers, but no experience of free 
elections. They need help to survive, let 
alone to beat the Duvalierists. 





Colombia 


They insisted 


FROM A CORRESPONDENT RECENTLY IN COLOMBIA 


ATIN America's most violent country 
has done its bit for voter power in the 
1990s. In the ruling Liberal party's primary 
election on March 11th, Colombians voted 
in convincing numbers for the man they 
have long told opinion pollsters they want 
as their next president, thus ignoring the ad- 
vice of many of their political bosses. 

The exit polls and early results sug- 
gested that Mr Cesar Gaviria, a middle-of- 
the-road economist, had won about half the 
votes (which were not restricted to Liberals). 
His main opponents—Mr Hernando 
Duran, an elderly right-winger, and Mr 
Ernesto Samper, a pinkish populist—were 
quick to accept this verdict as definitive. Mr 


INTERNATIONAL 


Gaviria is now almost assured of succeeding 
Mr Virgilio Barco as president in August. 

The Conservative candidate at the 
presidential election on May 27th will be Mr 
Rodrigo Lloreda, a Cali businessman. The 
last time his party won the presidency, in 
1982, it did so only because the Liberals 
were divided. They will not be divided this 
time. A Liberal party convention on March 
24th will anoint Mr Gaviria. 

Mr Gaviria, who is 43, began his politi- 
cal career by being elected to Congress at 
the age of 25. A year later he was mayor of 
his home town, the coffee-growing city of 
Pereira. He won a reputation for compe- 
tence as a minister, first of finance and then 
of the interior, under Mr Barco, with whose 
policies he is closely identified. 

He is still young to be president-pre- 
sumptive in a country where Buggins's turn 
has ruled. For this he owes a double debt to 
Luis Carlos Galan. A leonine orator and 
Colombia's most popular presidential can- 
didate, Galan was shot dead by the hired 
guns of the Medellin cocaine traders last Au- 
gust. Named as successor by Galan's family 
at his funeral, Mr Gaviria stepped into a 
huge campaign lead on a wave of emotion. 

It was at Galan’s insistence that the Lib- 
erals introduced open primary elections in 
the 1980s. Candidates had been chosen by 
party cabals ever since the Liberals and Con- 
servatives decided, in the 1950s, to stop kill- 
ing each other and to share power. That was 
good for stable government and economic 
management. But it bred lazy politics, and 
helped to push opponents out into the jun- 
gles and mountains as guerrillas. It also pro- 
duced a herd of meddling ex-presidents. 
Even worse, the system handed influence 
over jobs, housing and other perks to the 
"great electors", local political bosses who 
owned blocks of up to 200,000 votes which 
they traded in the presidential market. 

Now the parties genuinely compete at 
elections. But Colombia provides no official 
ballot slips, and the vote is not very secret. 
Voters use a slip provided by the candidate, 
normally specifying a slate from senator 
down to mayor. This time Mr Duran had 
hoped that his support among the Liberal 
"great electors" would prevail over public 
sympathy for Mr Gaviria. It did not, partly 
because Galan had insisted that the presi- 
dential primary vote be kept separate from 
the congressional and municipal elections 
held on the same day. 

Yet Mr Gaviria is, in a sense, a product 
of the svstem Galan had rebelled against. 
His election rallies, like everyone else's, 
flowed with the fire-water aguardiente and 
with flowery tributes to the local political 
boss. Now he must come up with some poli- 
cies. On political violence, he may benefit 
from the recent decision by a once-strong 
left-wing guerrilla force, M-19, to hand in its 
weapons. On the drugs trade, Mr Gaviria 
has courageously supported Mr Barco's bat- 
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tle against the drugs barons, and hopes for 
the defeat of the main surviving enemy, Mr 
Gonzalo Rodriguez Gacha. If that can be 
achieved he may settle, as so many Colom- 
bian politicians would, for live-and-let-live 
deals with the peaceable traders who are left. 





Grenada 


- Butterfingers 


FROM OUR CARIBBEAN CORRESPONDENT 


OB DESCRIPTION: prime minister of 

small tropical island with beautifully sited 

capital overlooking volcanic crater (ex- 
tinct). Waterfalls, beaches, rainforests, nut- 
megs, bananas, only 100,000 people to man- 
age. Sounds a treat? Maybe not. It can be as 
hard to run tiny countries as big ones. 

On the delicious island in question, 
Grenada, a four-party election on March 
13th produced no clear winner. Grenada's 
troubles were supposed to be over when the 
previous election was held in December 
1984. The American-backed interim gov- 
ernment led by Mr Nicholas Brathwaite 
handed over power to Mr Herbert Blaize's 
New National party, which had 14 of the 15 
seats in parliament and a fine set of friends 
at home and abroad. But when Mr Blaize 
died in office five years later, his band of 
friends had dwindled and some of those still 
in government were pretty jaundiced. 

The treasury was empty. A big slice of 
the telephone company had just been sold 
for cash to settle a damaging public-sector 
pay strike. Piles of garbage were rotting in 
the streets. The ruling party was split three 
ways. The late Mr Blaize’s faction, now 
called the National party, was still in office. 
A former minister, Dr Keith Mitchell, had 
taken over the New National party's title. A 
third group, with Mr Brathwaite at its head, 
calls itself the National Democratic 
Congress. 

Mr Brathwaite’s party did best on Tues- 
day, winning seven seats, one short of a ma- 
jority. A mild-mannered public servant in 
the Fabian tradition, honest and methodi- 
cal, Mr Brathwaite represents 3,000 voters 
on the offshore island of Carriacou. He will 
not get along at all well with the leader of the 
party—the Grenada United Labour party— 
that came second with four seats. 

This is Sir Eric Gairy, the picturesque 
veteran who won Grenada’s first universal- 
suffrage election in 1951. Now almost blind, 
he rarely leaves his pink colonial villa. When 
he does emerge, dapper as ever in a white 
suit, it is pure street theatre. He is deeply un- 
popular with most of the island’s loftier 
minds; but last Christmas there were 1,200 


at his children’s party and 2,000 at his old ' 


people's lunch. 
This year's election was held on the 
lith anniversary of the revolution that 
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overthrew Sir Eric's government in 1979. 
"It had to be cosmically arranged by divine 
power," he said. “The gate through which I 
was pushed out is the one that I will come 
back in." Not quite. His party gained seats, 
but he lost his own. 

The National party and the New Na- 
tional party won two seats each. Frantic co- 
alition talk broke out. The barrier to a grand 
four-party coalition is not policies—all share 
mild social democratic leanings—but per- 
sonal dislikes. 

Caribbean voters, fearing indecisive 
government, often opt for a single, strong 
leader. But Grenadians have had their fill of 
that too: cosmic Sir Eric, the folly of Mau- 
rice Bishop's "people's revolutionary" re 
gime, the self-destruction of Herbert Blaize's 
government through personal rivalries. 
Now they have several would-be leaders but 
have given the crown to none. That, per- 
haps, is democracy. 





Nigeria 


Won't work 


FROM OUR SPECIAL CORRESPONDENT IN LAGOS 


EMOCRACY, says Nigeria's President 

Ibrahim Babangida, is a state of mind; 
which is a bit rich, coming from a military 
dictator and master coup-strategist who has 
had a hand in more than one Nigerian revo- 
lution. Nigerians have been allowed pre- 
cious few opportunities to cultivate that 
state of mind. Six of the eight governments 
since independence in 1960 have been mili- 
tary regimes. They are promised their third 
experience of democracy at the end of 1992, 
when the soldiers will hand back power to 
civilians—if only they can find some civil- 
ians they trust. 


That is proving difficult. Vhen the tran- 
sition plan was first announced in 1987, 
General Babangida called for the establish- 
ment of a two-party "political system from 
which all participants, in past and present 
parties and regimes would be excluded. Last 
year 13 political associations applied for rec- 
ognition under the guidelines laid down by 
the military government. The National Elec- 
toral Commission thought six of them were 
qualified. The Armed Forces Ruling Coun- 
cil would have none of them: the council 
suspected that former politicians were form- 
ing new organisations and picking un- 
knowns to front them. 

General Babangida decided that politi- 
cians could not to be trusted to set up new 
parties. Last October he rewrote the transi- 
tion programme. Government officials were 
instructed to draw up manifestoes for two 
parties— "one a little bit to the right of cen- 
tre, and one a little to the left". The manifes- 
toes have now been published, and are hard 
to tell apart: a main difference seems to be 
that one is in favour of fish farming, wh 
the other ignores this vital question. Civil 
servants are busy buying cars, opening re- 
gional officies and -appointing adminis- 
trators for-the new parties. There is a small 
problem. The parties have no leaders and 
nò members. 

According to the Babangida theory of 
grassroots democracy, voters should join the 
party of their choice and then elect leaders. 
The result, he says, will be a "new breed" of 
politicians; this will break old habits of cor- 
ruption and old barriers of race and religion. 
The public reaction has been bored indiffer- 
ence. Two anda half years before a presiden- 
tial election is due, no new-breed political 
leaders have emerged. 

Imposing "grassroots democracy" from 
above is proving both contradictory and im- 
—— Nigerians might just as well join a 





How old will they be when it's time to vote? | 
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tivity: why itis: important, ‘and how to manage and 
measure it. . "deals in a stimulating way with such 
productivity improvement. programmes as action 
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business clinics. Managers, management consul- 
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human resources will find this book a valuable, 
practical guide to productivity . 
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social club as either of the artificial parties, 
which have neither ideology nor shared in- 
. terests to define them. Worse, allowing only 
. two parties threatens to revive Nigeria's old 
dichotomy— north versus south, Christian 
versus Muslim. 
Already the slightly-left Social Demo- 
. cratic party (SDP) is being called the party of 
. the south and of Christians, while the right- 
of-centre National Republican Convention 
(NRC) is associated with the Muslims and the 
. north. Without smaller parties, no coalition 
. can emerge to bridge those divisions. Reluc- 
. tant though he is to concede that his pro- 
. gramme is on the rocks, President 
1 Babangida has begun to ponder his next 
. move. Three main options are mooted. 
— The first is to postpone the handover 
| until 1995, in the hope that after local gov- 
. ernment elections at the end of 1990 and 
state elections next year some serious new 
civilian politicians will emerge. This would 
lease foreign creditors and the World 
E since it would keep the soldiers, who 
have run the economy rather well, in charge 
for three more years. 

Second, General Babangida could go 
public himself, standing as the presidential 
- candidate of the NRC; but for this he would 
— have to rescind the laws precluding mem- 
bers of his and previous administrations 
— from public life after 1992. Lastly, Nigeria 
could go the (ill-omened) Brazilian way, with 
General Babangida installing- his own man 
in one of the new parties, while retaining 
command of the army to keep control of the 
new government. 

Any of these unsatisfactory alternatives 
would be better than the installation in 
.. 1992 of a weak and inexperienced civilian 
regime which, before long, would become 
— the target of yet another military coup led by 
an ambitious major with five years' experi- 
ence as a state governor. As it stands, 
eral Babangida's transition plan is a recipe 
— for more rather than less instability after 
1992. A lot of Nigerians are resigning them- 
. selves to yet another postponement of the 
= return to civilian rule. 
































. The Arab world 


League winner 


EING the home of a big international 
| organisation is as prestigious as it is 
. profitable. Tunis has been home to the 22- 
. nation Arab League for 11 years, and would 
like it to stay. Cairo, the league's base for its 
first 35 years, wants it back and looks like 
. getting it. On March 1 Ith Arab foreign min- 
-isters agreed in principle that the league will 
— go back to Cairo. They did not say when. 

| Cairo lost the league in 1979, when the 
— other Arab states boycotted Egypt for mak- 
~ ing peace with Israel, and Tunis was chosen 
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rary” headquarters. Before 1979 








as a “tempo 
Egypt had dominated the league—all three 


secretaries-general up to then had been 
Egyptian—and some Arabs resented the 
fact. Since Egypt rejoined last year its diplo- 
mats have lobbied for the league’s headquar- 
ters to return to Cairo, pointing out that its 
founding charter states that Cairo is its 
“permanent” home. The confident Egyp- 
tians have refurbished the league’s old head- 
quarters by the Nile. 

Most Arabs now accept that moving the 
league out of Cairo, like the rest of the boy- 
cott of Egypt, was a mistake. Yet some wrin- 
kle their noses at the idea of returning to 
Cairo while the Israeli flag flies over an em- 
bassy there. Others dislike the idea of tuck- 
ing the league under Egypt’s wing again. 

Having the league in Tunis helped the 















— states, out in — Arab 
world, to feel more involved in Arab affairs. 
Tunisia got money and jobs for servicing a 
council, a secretariat and 16 standing com- 
mittees—plus sundry diplomats, business- 
men and journalists. Tunis will now become 
the league’s “alternative” headquarters 
(rather like the United Nations outpost in 
Geneva), keeping several of its institutions. 
Egypt will find the league a less weighty 
organisation than it once was. In the 1980s 
the Arab nations set up four regional orga- 
nisations; the once enticing idea of Arab 
unity has been abandoned as a practical goal 
by everyone except Colonel Qaddafi. For all 
that, the Egyptians will be glad to have the 
league back. It will symbolise, as nothing else 
could, their return to the Arab centre. 














The man who went to see 


HE cruel and wilful despot who rules 
Iraq usually confines his villainies to 
his own citizens—to gassing Kurds and 
sustaining a secret police force as intru- 
sive and arbitrary as Hitler's or Stalin’s. 
On the morning of March 15th Presi- 
dent Saddam Hussein cast his net wider. 
He had a foreign journalist hanged as a 
spy, despite appeals from practically ev- 
eryone with whom Iraq has relations. 
The late Farzad Bazoft, a freelance 
who sometimes worked for Britain's Ob- 
server newspaper, was an lranian exile 
travelling on British papers. Last Sep- 
tember he went to Iraq (with which Iran 
was at war until 18 months ago) on a gov- 
ernment-o press trip. While he 


was there rumours spread about an ex- . 


plosion in a military area south of Bagh- 
dad. The press set off to investigate. 

Other journalists were turned back 
by the Iraqi security people. Bazoft per- 
sisted. Posing as a doctor, and accompa- 
nied by a British nurse, Mrs Daphne Par- 
ish, he got through, took photographs 
and collected soil samples. Back in Bagh- 
dad he told other journalists (including 
complete strangers) what he had done, 
not exactly the conduct of a spy. At the 
airport he was arrested. On October 
31st, looking dazed, he “confessed” on 
Iraqi television to spying for Israel. On 
March 10th an Iraqi military court con- 
demned him to death. Mrs Parish was 
sentenced to 15 years in prison. 

The British government, backed by 
its partners in the European Commu- 
nity, cautioned the Iraqi government 
against carrying out the execution. Mrs 
Margaret Thatcher appealed for clem- 
ency; her foreign secretary's offer to visit 
Baghdad was turned down. The British 
sought help from Iraq’s allies, King Hus- 


— —————— —— ———À 





They wee Bazoft 
sein of Jordan and Mr Yasser Arafat of 
the Palestine Liberation Organisation. 
The Iraqis said it was a “fabricated fuss”. 
Once the sentence was passed, Presi- 
dent Saddam alone had the authority to 
change it. It was in his — interest 
to do so, since Iraq needs goodwill, 
meaning credits and contracts, to rebuild 
itself after the war with Iran. Yet his offi- 
chose to compound their offence 
with insults. (“Mrs Thatcher wanted him 
alive. We gave her the body,” said his in- 
formation minister.) The Iraqis hold Mrs 
Parish (and a British businessman) hos- 
tage in their jails. They may think they 
can carry on with business as usual. But 
western firms know now that their peo- 
ple cannot be safe in Iraq, and western 
governments should show their disgust 
by a stiff and united boycott. Will they? 
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at to Mr Mikhail 
ight was empty because the 
Lithuania n chap who should have sat there 
-< -as refusing to take part in the parliament 
ca country from which his republic had de- 
clared its independence the day before. 
There were more indignities to come. Be- 
hind Mr Gorbachev, the old statue of Lenin 
had been removed to make way for a por- 
trait. The founder of the Soviet state and 
the Soviet Communist party appeared to be 
looking nervously over his shoulder. ^... 
Well he might. On March 13th, bs 
1,771 votes to 164, the congress ended the 





constitutional guarantee of the Communist. 
party's monopoly of power. By an even big 


ger majority it set up a new state presidency 


whose incumbent will enjoy wide powers in- 
dependent of the party. As new president, 
Mr Gorbachev (the only candidate, elected 

by 1,329 votes to 495) will be able to send in- 


troops when authority breaks down; he will 
have personal control over a council that ap- 
parently will replace the party's Politburo as 
the country's chief policy-making body. 

The future shape of Soviet politics is be- 





r Georgi Sapien one ' Mr 






Soviet Union now has à 


A draft law rrt ne 


Es party, but didus. of: many o i sr maining. | 


privileges. Mr Gavriil Popov 


ter-regional Group of deputies who act as an. 
informal parliamentary opposition, pro- 


posed disbanding the Communist commit- 
tees that exist in almost every factory and 
form the base of the party's power. He also 
wanted members of the KoB, the police and 
the army to be banned from holding party 
. «ards. His demands were referred back to 
he Supreme Soviet, the Congress's sub- 
group that meets regularly. 


or.a French-style system, with a strong pres- 


Tsar of a crumbling empire 


ident, 1 a — assembly 
and a prime minister whose 


ming clearer. For all practical purposes, 


The Soviet Union seems to be heading” 


main job will be to carry out 
domestic policy. For the 
time being, the. president 
will be formally. indepen- 
dent of the Communist 
party (though a motion to © 
bar the president from © 
holding party office failed 
to win the. necessary. two- 
thirds «majority. He will. 
also be independent of the . 
voters." Mr Gorbachev re- 
sisted an attempt by radi- - 
cals to impose a direct elec- 
tion. Instead, he willbe- 
elected by © the Congress 
and—barring accidents— 
will not have to face a popu- 
lar election for another five 
years. He is aiming both to- 
distance himself from the 
wreck of the party and to 
prevent the ungrateful electorate from using 
its new democratic powers to kick him out. 
He needs to use the power of the new 
presidency to shore up the collapsing au- 
thority of the government. Speaker after 
speaker this week referred to rising crime, 
mass disorders and the likelihood of wide- 
spread strikes as the weather warms up. At 
one point a furious prime minister, Mr 
Nikolai Ryzhkov, threatened to resign when 





 adeputy linked his name to an arms scandal. 


Mr Gorbachev's powers will be more 
limited than he would have liked. Although 
he will still be able to issue presidential de- 


crees, these: must now be in accordance with 
_ the constitution and existing laws. He had 
wanted, but did not get, the right to send 
any law. for which the Supreme Soviet had 
mustered the necessary two-thirds majority - 


to over-ride his veto back to the Congress of 
People’s Deputies for a final ruling. And he 
had originally asked for an almost unre- 


stricted right to declare a state of emergency, | 


The law now says that he must gain either 
the assent of the local parliament in the re- 


 gion, or, failing that, the backing of two- 


thirds of the Supreme Soviet, 
The question is whether the wide-rang- 
ing powers he. did get will let him do the 


things he has been unable to do so far. Over 





— — have given Mr Gorbachev 


had little impact on the two biggest prob. 


egy of economic reform, bureaucrat 


"many of Mr Gorbachev's troubles. spi 
from the unintended consequences 
policies, “such as democratisatioi 
- giasnost, 


| cluitenges | is Lithuania, the first but prob 
-bly not the last of the Soviet republics to à 





the p past five years repeated: purges m. 




















not seen since he days of Stalin. Yet he hà 


lems now facing him: economic decline a 
the upsurge of nationalism. 4 
: Because there has been no overall ta 


been. able to ‘sabotage the  piecemea 
changes. A new economic prograr 
needed (see page 74). As for nation: 


that have allowed lo 
resentments to surface. V 
"The most urgent of these natio 


nounce its independence. Although M 
Gorbachev quickly dismissed Lithuania 
claim as "invalid and illegal", talks with th 
Lithuanians are expected to begin almo 
immediately. Mr Gorbachev seems to | 
counting on the fact that, whatever it says 
public, Lithuania is not yet ready for the 
dependence it has proclaimed. - 

The handling of Lithuania: will: set 
precedent to be- watched c losely bu th 


d 


.. tO the secessionist gauntlet has been to en- 


— queue of disgruntled republics 


rgia has now declared invalid the vari- 


= ous treaties under which it joined the Soviet 
‘Union and has demanded negotiations for 
X its own secession. Estonian deputies say they 


never joined i in the first place, and want to 
— take part in the talks alongside Lithuania. 
So far, Mr Gorbachev's public response 


gage in an undignified squabble with Lithua- 
nia over reparations. Mr Gorbachev claims 


_ that the Lithuanians owe the Soviet Union 
up to 21 billion roubles ($33 billion at the 


. misleading official rate) for investment in 


the republic's industry and infrastructure 


: over the past 50 years. The Lithuanians 


T] 
TG 


— have threatened a counterclaim for 300 bil- 
. lion roubles—1m roubles for each of the 
-. 300,000 Lithuanians Stalin killed. 

Mr Gorbachev would be foolish to 
. make a property settlement the centrepiece 
of his delaying tactics. Although all repub- 


lics have received investment from the state 


: budget, they have all sold their produce—be 


_ it cotton from Uzbekistan or food from the 


f -Baltic republics and the Ukraine—back to 


ie centre at prices well below those on 
otd markets. The last thing Mr Gorba- 
- chev needs for the launch of his new presi- 
. dency is a haggle over the cost of his prede- 


. cessors’ foolish economic policies. 





| Independence of mind: 


. FROM A CORRESPONDENT IN VILNIUS 


| re young men and one old, all in 
the uniform of the National Guard of 
pre-war Lithuania, attended a session of 
the republic's parliament in Vilnius this 
week. A private volunteer body, the new 
National Guard is the only "army" that 
"independent Lithuania" possesses. 
Lithuania's borders, customs, railways, 
communications, hotels, and some 6096 
of its industrial production are still con- 
trolled from Moscow. Last Sunday's Dec- 
laration of Independence was not in- 
tended as the prelude to a quick takeover 
of these things. Lithuanian leaders know 
that they do not have the strength for 
that, nor do they have the slightest idea 
how they would go about it. At present. 
The Declaration of Independence was 
an attempt to up the ante for negotiations 
with Moscow on the practical details of 


- || ownership and control. Lithuanians point 


out that the pattern over the past two 
years has been for them to set conditions 
that seemed impossible at the time, but to 
which the Soviet opens tes forced to ac- 
cede as its posi er hoe 

Several tests eem ue are imminent, 
starting with the question of military ser- 
vice. The Lithuanian ——— will tiy 
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Whoever said freedom was easy? 


FROM OUR SPECIAL CORRESPONDENT IN BUDAPEST 


OTHING illustrates the change taking 
place in Hungary more delightfully 
than the office one of the main opposition 
parties has just moved into. The spacious 
new home of the Free Democrats, most of 
whose leaders were dissidents in the old 
communist days, is the former communist- 
party headquarters in Budapest's fashion- 
able fifth district. The view is excellent. The 
Free Democrats overlook the interior minis- 
try, whose stooges for years kept an all-too- 
close watch on the regime's opponents. 
d con really is changing hands in Hun- 
ugh many Hungarians can still 
hardly believe it. Unlike their East Euro- 
pean neighbours, they have not had the ca- 
tharsis of a street revolution. Their commu- 
nism just disintegrated. Nor is it quite as 
easy as elsewhere to distinguish between 
goodies and baddies; in reforming-commu- 
nist Hungary, many of the most talented 
people opted to work within the system, to 
push it in the right direction, rather than 
oppose it outright. Still, the strange twilight 
period of recent months, during which the 
reform communists stayed in office knowing 


to protect Lithuanians who have begun to 
the Soviet army since indepen- 
dence was declared. Parliament has re- 
solved to close local conscription offices. 
The Soviet army's Baltic administration 
promptly said it refused to recognise laws 
coming from "independent" Lithuania. 

Then there is the economy. The Lith- 
uanians have just restructured their gov- 
ernment to slash the number of ministries 
and keep them from poking their noses 
into the running of enterprises. But more 
than 200 of the largest businesses in Lith- 
uania are controlled directly from Mos- 
cow. A law passed in Vilnius transfers ju- 
risdiction over these and other parts of 
the local economy to Lithuania. Included 
are oil and gas pipelines, railways, tele- 
communications, power stations and 
some military installations. this 
seems to be more of a negotiating tactic 
than an effort to seize operational control. 
The law stresses that current contracts 
will be honoured. 

Lithuania's leadership is relying on in- 
ternational pressure to prevent Moscow 
from sending in the tanks—which Presi- 
dent Gorbachev has ruled out anyway— 


or exerting crushing economic pressure. It 


that they would be out once a free election 
was held, is about to end. The first of two 
rounds of voting for a new parliament comes 
on March 25th. 

If Hungarians are excited, they are hid- 
ing it behind their habitual pessimism— 
about the economy, jobs, the uncertainty of 
life. After more than 40 years of communist 
monopoly, open competition in politics can 
be confusing, especially when there are 
more than 60 parties, including one called 
the Winnie-the-Pooh party. 

In fact, "only" 12 parties are strong 
enough to field a national list, and three big 
ones are likely to dominate the new parlia- 
ment: the Free Democrats, the Hungarian 
Democratic Forum, and the Independent 
Smallholders. Opinion polls show suppc 
for each hovering around 20%, thou; 
many voters are still undecided. The main 
divide in the new politics is one that can be 
traced back to the arguments in the 1920s 
between “urbanists” and “populists”’. 

The Free Democrats are the urbanists of 
today. Led by intellectuals (many of them 
Jewish), they want Hungary to “join Europe 











Now for the divorce lawyers 


will try to gain diplomatic recognition us- 
ing the western legations of the pre-war re- 
public. So far Lithuanians have won no 
international recognition, but they have 
won much sympathy and respect. Such is 
the bluff-calling quality of the whole, 
brave venture. 


TT 
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completely". Liberals in both politics pushed the ruling party to accept deii J i 


and economics, they favour radical 
moves towards a free market, with an 
attack on inflation (now close to 30%) 
and a programme, of privatisation 
which would make Mrs Thatcher 's sell- 
offs look like a grocery sale in 
Grantham. One of their top econo- 
mists, Mr Marton Tardos, says the aim 
is to privatise 35-4096 of Hungary's 
business assets within 2-3 years, and 70- 
8096 within ten years. 

Everybody agrees the Free Demo- 
crats are the brainiest bunch. They are 
not shy of saying so themselves; a 
spokesman claims that the other par- 
ties have conspired to keep truly open 
debate off the television screens during 
the campaign "because they were afraid 
we would win the arguments". That 
may be true. But the Free Democrats’ 
arrogance brings them enemies, and ac- 
cusations of "intellectual bolshevism". 

Their loudest accuser is the Demo- 

atic Forum, a Christian-Democrat- 
Cum-populist movement that worked 
closely with the reform-minded com- 
munists until it became clear that Hun- 
gary was having a revolution, not a 
mere reform. The Forum's economic 
aims are broadly similar to those of the 
Free Democrats, but the Forum wants 
privatisation to come more gradually 
and, to avoid corruption, under tighter gov- 
ernment supervision. It says it could lead the 
move to a market economy without huge 
unemployment on the way. 

What chiefly makes the Forum different 
is its nationalist tinge. It champions 
Hungarianness, a concept that embraces the 
third of ethnic Hungarians who live as mi- 
norities in neighbouring countries. "Fate 
made me Hungarian, and I want to remain 
Hungarian," proclaims the leaflet of a Fo- 
rum candidate in a Budapest suburb. In a 
country emerging from 40 years of foreign 

' mination, the sentiment has wide appeal. 

Hostility between the Forum and the 
Free Democrats runs deep. Some Free Dem- 
ocrats suspect that in its gut the Forum has 
not really abandoned the illusion of a Hun- 
garian "third way’ between communism 
and capitalism. Worse, they accuse it of anti- 
semitism; the Forum's respectable leader- 
ship under Mr Jozsef Antall, they say, has 
failed to distance itself from the sinister 
views of some prominent members. 

Forum people return the mistrust. They 
see the Free Democrats as dangerously 
clever “free-thinkers”. Hence Hungary's 
looming post-election problem: a coalition 
involving the Forum and the Free Demo- 
crats offers the best (some say the only) pros- 
pect for strong government, yet the two may 
find it impossible to work together. 

Whatever coalition emerges, it is almost 
certain to involve the third big party, the 
Smallholders. They too have a long tradi- 


THE ECONOMIST MARCH 17 1990 





The end, comrades 


tion: they won 5796 of the vote back in 
1945, before the communist takeover, and 
their elderly president, Mr Vince Voros, 
was a member of the old party. Now their 
main policy is a cranky hankering for the 
past. They want to restore land to the people 
who owned it in 1947. The idea is, to put it 
mildly, impractical; yet it is a vote-winner. 
Both the other big parties dismiss it, but 
both support some sort of land reform, and 
think they can work with the Smallholders. 
Mr Voros says he would prefer a grand coali- 
tion of all three big parties. If he has to 
choose between the Forum and the Free 
Democrats, he will wait to see which does 
better in the election. 


Small is powerful 


The difficulty of putting together a grand co- 
alition could give some of the smaller parties 
disproportionate influence. The Social 
Democrats, who claim to be successors of a 
once-powerful party founded 100 years ago, 
and the lively Young Democrats would be 
natural allies for a "pro-European" coali- 
tion. The Christian Democratic People's 
party and the Hungarian People's party 
would be natural partners in a centre-right 
alliance led by the Forum. The one thing al- 
most all these parties seem to agree on is that 
the former communists (most of whom now 
call themselves Socialists) should not be in 
the next government. 

That was not what the Socialists' leader, 
Mr Imre Pozsgay, had in mind when he 
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mocracy last year. He thought talented 
ex-communists (like him) would keep a * 
share of power. But the collapse of - 
communism has been quicker and | 
more complete than expected. Onin be 
ion polls show the Socialists’ support . — 
sinking below 10% (the hardline com- — 
munists who kept their old name, the ? 
Hungarian Socialist Workers' party, 

get 3-496). Embarrassingly for the So- ^ x 
cialists’ efforts to acquire European 
respectability, the small Social Demo- 
crats raced into the Socialist Interna- 
tional last November, and are now get- ~ 
ting money and campaign advice from - 
western parties. 

At a campaign stop in a mining - 
town near the Czechoslovak border.  - 
last week, Mr Pozsgay sounded bitter - 2 
about his countrymen’s apparent 
unwillingess to give the reform commu- 
nists credit for bringing Hungary 
peacefully to post-communism. But 
Hungarians cannot suddenly forget 
where the Socialists came from (by old. 
habit, the local worthies introduced 
their leader as “Comrade Pozsgay”). At - 
a moment in Hungary when party roots _ 
seem to matter as much as party 
cies, the Socialists must pay the price of — 
a disastrous past. They will have to go 
into opposition, as Hungary makes 
sure the communist era is over. . 

Now begin the questions of the post — 
communist era. Will the transition to a mar- - D 
ket economy be smooth or chaotic, quick or 
gradual, wholehearted or half-hearted (with, — 
say, resistance to being "bought up by for- — 
eigners”)? Hungary needs western invest- - 
ment. It cannot afford a long squabble over  : 
government-making if it wants to keep for- · 
eign investors’ faith in it as the most capital- . 
ist-friendly East European country. a 

For all their worries about the future, 
few Hungarians have any nostalgia for the 
past. People talk a lot about the West, hardly 
at all about the Soviet Union. Last weekend « - 
the Russians agreed to pull out all their — 1 
50,000 or so troops from Hungary by June | 
1991. The departure of the first batch of So- - jj 
viet soldiers this week was a fitting prelude 
to the arrival, at last, of democracy. Y 
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West Germany 


Helmuts hat- tick 


FROM OUR BONN CORRESPONDENT X 


ESPITE the charges of ineptitude being — 

hurled at him from abroad over his — - 
handling of German unification, Mr 
Helmut Kohl knows what he is doing at — 
home. Over the past week he has sprung 
three surprises which could help him stay 
West German chancellor—and ultimately * 
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become leader of a united Germany. 

One surprise was the sudden announce- 
ment that the government was reversing its 
previous stand and planning to chop the 
special benefits East Germans get when they 
come to settle in the West. That will please 
West Germans. According to opinion polls, 
most now feel that, with communist rule 
ended and the border open, the newcomers 
are being given too warm a welcome. 

It also neatly turns the tables on Mr 
Oskar Lafontaine, who is expected to lead 
the opposition Social Democrats into the 
campaign for the general election in Decem- 
ber. Mr Lafontaine long advocated the sort 
of action the government has now taken. 
Now the opposition, its clothes stolen, can 


FROM OUR SPECIAL CORRESPONDENT IN LEIPZIG 


| ler wrote his “Ode to Joy” there. 

| Goodness knows how they would react to 
Leipzig now, East Germany's second-big- 

gest city and its most mournful monu- 
ment to four decades of communism. Far 

| more than the show-case capital of East 

| Berlin, grey and grubby Leipzig makes it 

| shockingly plain just how huge a clean-up 

| and shake-up the country faces on the eve 

| of German unity. 

| 

| 

| 

| 


Stroll outside the city centre, parts of 


which have been well restored, and you 
enter canyons of grimy, tottering 
houses along potholed pave- 
ments. More than 40% of Leip- 
zig’s dwellings date from before 
| 1918; few seem to have had a coat 
| of paint since. The modern sub- 
| urbs are hardly brighter, with 
their rows of rust-and-damp- 
| stained high-rise blocks, many 
with already crumbling balconies. 
The state-subsidised rents are 
cheap, all right. But repairs are ul- 
tra-rare. The state owner is not in- 
terested and the tenants reckon it 
is not their job. 
| Just beyond the city limits gi- 
ant excavators claw up brown 
coal, the filthy fuel on which East Ger- 
many depends. On bad winter days when 
everyone's heat is on and the chemical 
| plants are going full blast, eyes smart, 
| throats scratch and the Leipzig sky turns a 
| sulphurous yellow. The local rivers run 
treacly black with industrial waste, mead- 
ows where Leipzigers used to stroll now 
look like the moon's surface. 

It seems a high price to pay for being, 
along with East Berlin, the country's in- 
dustrial power-house—and even that role 
| may be in danger. True, Leipzig has more 
| than a score of Kombinate, giant indus- 


ume 
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OETHE called it "little Paris”. Schil- 


POs «e 


Future yuppie-land? 


only grumble that Mr Kohl should have 
moved sooner. 

Won't the East Germans feel peeved? 
Mr Kohl sought to placate them by an- 
nouncing simultaneously that, in a German 
monetary union coming "very soon", East 
Germans will be able to change a chunk of 
their savings at the extravagantly favourable 
rate of one D-mark for one Ostmark. Other 
goodies, including subsidies for East Ger- 
man social security, are likely to be revealed 
soon after the East German election on 
March 18th. 

In a second surprise, Mr Kohl let it be 
known that he did not expect an all-German 
election to be held until next year. It had 
widely been thought that an all-German poll 


trial combines. It is also the site of a big 
trade fair. Sceptics wonder whether the 
fair will hang on to its role as an east-west 
contact point now that East German firms 
are becoming free to negotiate anywhere, 
any time with western partners (old 
Leipzigers retort that the fair has been 
weathering crises for 800 years now). As 
for the Kombinate, they are breaking 
down because the central-planning system 
into which they were integrated is collaps- 
ing and nothing has yet replaced it. 
Much else is shaky in Leipzig too. lt 





has no mayor or city council, until munici- 
pal elections are held in May to replace 
those rigged last year by the communists. 
Meat is frequently struck off menus be- 
cause the delivery system has become even 
more haphazard than it used to be. Lots of 
shops display "temporarily closed" no- 
tices; many will never reopen because the 
staff has gone to the West. Leipzig is said 
to have around 545,000 people, but no 
one really knows because hundreds are 
emigrating each week. 

Yet Leipzig may have a rosy future; in- 
deed, in a decade or so it could re-emerge 


might well replace the West German one in 
December, but Mr Kohl claims the East 
Germans may not be ready that soon. 
Funny: a delay happens to suit Mr Kohl 
nicely. The Social Democrats are strong in 
East Germany and, though the opinion 
polls have lately been moving the other way, 
could emerge on top on March 18th. 

All the more so since Mr Wolfgang 
Schnur, leader of one of the parties in the 
conservative-liberal alliance Mr Kohl sup- 
ports, resigned on March 14th after admit- 
ting he had worked for the East German se- 
cret police. Mr Kohl stands a better chance 
of winning an all-German election if he first 
beats Mr Lafontaine at home and then goes 
rooting for East German support as a vic- 


| Ode to joylessness; or, the good news about Leipzig 


as one of Germany's loveliest cities. Take 
a closer look at those dismal old buildings. 
Behind the cracks and grime are thou- 
sands of turn-of-the-century town houses 
and villas of che kind West Germans all 
too hastily pulled down in the economic- 
miracle years. Ideal residences for future 
Leipzig yuppies? They will cost a fortune 
to restore, but then there will be fortunes 
to be made in the coming boom as a mar- 
ket economy emerges. 

Some of the city-centre restoration 
points the way: the sixteenth-century col- 
onnaded town hall, the baroque 
splendour of the old bourse, sev- 
eral spruced-up shopping arcades 
and passages. More than most cit- 
ies, Leipzig reeks of Germany's 
past. Wagner was born there; 
Bach worked there for nearly 
three decades; Lessing, Liszt and 
Schumann were regular guests at 
the (still operating) Kaffeebaum 
restaurant; Mendelssohn made 
the Gewandhaus orchestra one of 
Europe’s finest (which it still is); 
Liebknecht and Bebel forged the 
modern German labour move- 
ment there. 

Leipzig has huge potential 
drawing-power for a new generation of 
Germans keen to discover their history. 
Leipzig also has bags of civic pride, swelled 
by the role its huge peaceful demonstra- 
tions played last year in toppling the coun- 
trys communist rulers, Someone has 
since called Leipzig Heldenstadt—city of 
heroes. The name has stuck. "We may not 
bring as much as West Germany to 
unity," many locals say, "but we deserve 
respect for the way we won our freedom." 
Call it the Leipzig spirit. Maybe Goethe 
and Schiller would still find nice things to 
say about the city after all. 
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torious West German chased. E 
Lastly, Mr Kohl pulled off a iby — to 
improve the chancesof the Christian Dem- 
ocratic party in the Lower Saxony state elec- 
tion in May. He ptoposed that Mrs Rita 
Süssmuth, the spe Iker ofthe Bundestag and 
easily the country's most popular Christian 





Democrat, should take over as the state pre- 


mier in a year or two when the present in- 


cumbent, Mr Ernst Albrecht, steps down. 


The Christian Democrat-led government in 


Lower Saxony is hanging on to power by a - 
thread. The prospect of a Premier Süssmuth | 


might save Mr Kohl an embarrassment. | 











FROM OUR BRUSSELS CORRESPONDENT 





T so Jong a ago most Euro- 
n politicians. regarded 
tish Labour party with 
sad amusement. All of a sudden 
: they want to know Labour's 
views, especially on economic 
and monetary union (EMU). The | 
European Commission hopes that the in- 
ter-governmental conference on EMU will 
run through 1991 and lead to a new treaty 
some time in 1992. If Mrs Margaret 


she is likely to delay this plan, perhaps 
even block it. But a British election is due 
before the end of June 1992. The serious 
possibility that Labour will win it is warm- 
ing Eurocratic hearts. 

Labour, once deeply hostile to iis 
Community, is getting friendlier, and 
moving towards acceptance of EMU. Mr 
John Smith, the shadow chancellor, has 

. called for immediate negotiations on Brit- 
ish membership of the exchange-rate 


tary System. What Labour once said were 
conditions for British entry—such as 
more regional aid and a co-ordinated 
growth strategy—-it now sees as points for 
discussion, rather than obstacles. 


Mr Smith believes that membership of 
the ERM would help reduce British infla- 


tion and interest rates; But he is more cau- 

. tious about stages two and three of the 

~ “Delors report", which charts a path to 

|. full economic and monetary union. He 

|. dislikes both the report’s insistence on 

- Community control of member-states' fis- 

. calpolicies, and its suggestion that the Eu- 

. ropean central bank should be 
- independent. 

Like the French government—and 

Mrs Thatcher—Mr Smith thinks politi- 

- 4) cians should be able to influence mone- 

^] tary policy. Although he is agnostic on 

.- whether EMU would be a good thing, he 

de believes that it vill probably happen 
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Thatcher remains Britain's prime minister 


. mechanism (ERM) of the European Mone- 



























Italy —— 


Eppur si muove 


FROM OUR SPECIAL CORRESPONDENT IN BOLOGNA 


ON'T be misled by the seemingly 
murky outcome of the Italian Commu- 


nist party's special congress in Bologna last 


week. Mr Achille Occhetto, the leader of 
the party, is finding it tougher than he origi- 


nally thought to refound it under a new 
name, but his efforts have already sent rip- 
a ples across the stagnant pool of Italian poli- 
tics. Mr Mechero wants to turn his party, 
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sooner or later; he wants Britain 
to have a say in shaping it. 

A recent seminar organised 
by the Institute for Public Policy 
Research, which brought to- 
gether Labour front-benchers 
and economists close to the 
party,. showed that politics rather than 
economics is likely to steer Labour's evolv- 
ing policy on EMU. Economists such as Mr 
Gavyn Davies were sceptical, suggesting 
that backward economies would suffer if 


they could no longer devalue their curren- 


cies to soften economic shocks. Once an 
adviser to the latest Labour prime minis- 
ter, Mr James (now Lord) Callaghan, and’ 
now chief economist of Goldman Sachs 
International, Mr Davies presented a pa- 





gain from EMU until Europe's single mar- 
ket was fully realised—which would take, 
he reckons, 10-15 years. 

Whatever the economics of EMU, poli- 
! tics will push Labour towards the idea. At 
some point the Conservatives are almost. 
certain to take Britain into the ERM. This 
will weaken Labour’s claim to be Britain’s 
pro-European. party. The temptation. is 
therefore growing for "Labour | leaders, 


. urged on by the party's Euro-MPs, to go 


the whole way and embrace EMU. 

Mr Gerald Kaufman, the shadow for- 
-eign secretary, and Mr Bryan Gould, the 
-shadow environment secretary, seem to 

have put aside their former hostility to the 
Community. And Mr Smith's caution is 
being overtaken by a younger generation 
of front-benchers, such as Mr Chris 
Smith, Miss Mo Mowlem and Mr George 
Robertson. They argue that, since the 
Community is moving so fast, it is no 


_ longer good enough for Labour to be pro- 


ERM: it should support economic and 


“monetary union (on the right terms) to 


avoid being sidelined while the rest of the 
Community takes decisions that will af- 


— e 


; evangelical sort. 


apples will get larger. The European Com 


the public from 50 millimetres in diameter _ 
- to 55. Apples that do not measure up vil | 
have to be fed to processing plants... 


‘commission also claims that the new bine 
per which argued that Britain would not. _ reflects c 
“smal ‘apples than big — it says, 


the biggest. Communist pe 
Europe and (with 2796 of the v 
general election) second only t 
tian Democrats in Italy, into a socia 
cratic force capable of making a c 
for government. At the Bologna mee 
Occhetto secured the support of twe 
of the delegates for his plan to rall 
non-communist supporters rounc 
vamped party that he hopes to un 
this year. : — 

The most crucial point for die 
Italian politics, however, is that Mi 
to's plan has already won a surprisin. 
pathetic response from the Socialist 














fect Britain's future. By the time th 
conference starts in December, Labou: 
agnosticism on EMU may have turrie 
belief—albeit of a pragmatic rather hi 





[F YOU a ad apples to big à ones. 
. too bad. Eurocrats have decided tha 


mission has raised the minimum size of - 
apple that farmers will be allowed tosellto 


. The commission says it wants to save - 
money. There is an apple glut, and the 
commission is obliged to buy all. unsold : 
apples at a set intervention price. The - 


that Europeans prefer to munch big ones. 
Should the commission really be in the 
business of n aly The the size of apples? It - 
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. Mr Bettino Craxi. Mr Craxi made a show of 
spending two days as an observer at the Bo- 
= logna congress. He then made some re- 
a marks, designed to worry his Christian 
Democratic allies in government, about the 
. desirability of “left-wing unity”. Mr 
— Occhetto sounded sympathetic to Mr 
—. Craxi's ideas for constitutional reform, in- 
cluding the direct election of a president. 
| The special dais set aside for important 
. guests at Bologna was crowded with other 
.. representatives from ltaly's five-party gov- 
ernment alliance. The most attentive were 
. the leaders of the tiny Republican and So- 
- cial Democratic parties, flanked by the gov- 
= ernment's recent critics from the left wing of 
= the Christian Democratic party. All were 
. witness to the novelty of impassioned con- 
frontation within ltaly' hitherto near- 
.— monolithic Communist party. 
When Mr Occhetto launched his pro- 
| E for change last November, he proba- 
ly underestimated the resistance it would 
. meet. The collapse of the communist re- 
. gimes of Eastern Europe prompted Mr 
Occhetto to spring his proposal for “a new, 
“4 large and reformist political formation". His 
. critics say he is gambling away the 69-year- 
. old and perfectly respectable heritage of a 
~ party that had already distanced itself from 
the worst excesses of Soviet communism. 
. They doubt whether a new party could con- 
tinue to inspire the loyalty of 1.4m party 
- members. His supporters say he is offering 
— his party an opportunity to break the mould 
- of Italian politics that has doomed the Com- 
. munists to four decades in opposition. 
2 Mr Occhetto’s toughest opponents are 
= old men who were card-carrying Commu- 
-nists in the embattled days of the Third In- 
- ternational, which ran from 1919 to 1943. 
. They include the party president, Mr 
E Alessandro Natta, 72, who led the Commu- 
_nists before Mr Occhetto took over, and Mr 








Occhetto lends a —— 
i 54 





"ar 
* 


Pietro Ingrao, at 75 still one of the party's 
most popular leaders. They slowed Mr 
Occhetto down by forcing him to hold this 
month's preliminary congress to secure sup- 
port for his plan. 

Having won majority approval at Bolo- 
gna and a tearful ovation from friends and 
foes alike, Mr Occhetto is now working hard 
to re-unite the party before an important 


in 
" 





round of local elections in May. But the 
presence of old-guard nostalgics and their 
protégés in top party jobs could prejudice 
his attempt to draft a credible programme 
before launching the mew party later this 
year. The programme will have to be accept- 
able both to voters and to the Socialists Mr 
Occhetto is courting. He will need Floren- 
tine skills as well as Bolognese. 





Green taxes 


Where there's muck there's brass 


Many European countries are looking i into the idea of using taxes to encour- 
age greener behaviour. There is still a lot more talk than action 


WIS the oECD reviewed the eco- 
nomic measures for environmental 
protection that countries had in place by 
mid-1987, it found that most had been in- 
troduced to raise the money to pay for regu- 
lation. In the past couple of years, however, 
governments have become more interested 
in trying to change behaviour: to encourage 
recycling, for instance, or the generation of 
less waste. Most talked-about of all has been 
the idea of a carbon tax. That might be lev- 
ied on emissions of carbon dioxide, one of 
the "greenhouse" gases thought likely to 
cause global warming. A few brave govern- 
ments are introducing green taxes. Others 
are waiting to see how they fare. 

The OECD is now working on guidelines 
for green taxation. They are to be published 
early in the summer and given to OECD envi- 
ronment ministers when they meet next Jan- 
uary. The European Commission has been 
trying to work out its line on green eco- 
nomic measures. Last November the EC’s 


environment ministers set up a working. 


party, with representatives of taxing and fi- 
nance departments as well as environment 
ministries. It expected 30 people to come to 
its first meeting, at the beginning of Febru- 
ary; 80 turned up. It hopes to report to the 
ministers at their Dublin meeting in April, 
and will probably propose a general frame- 
work for green taxes. 


Who is doing what 


The measures being tried in Europe are of 
two main kinds: taxes or charges (the reve- 
nue from charges is usually recycled to pay 
for regulation; tax revenue goes into the 
general pot), and refundable deposits. Here 
is a guide to recent innovations: 

e In Sweden, environmental taxes are part 
of the tax reforms drawn up last autumn. 
Next month the government will introduce 
bills to impose value-added tax on energy 
consumption, to levy a tax of SKr30 ($5) per 
kilo of sulphur emissions, and to raise what 
Swedes claim is Europe's first real carbon 
tax: levied at SKr0.25 a kilo, and thus nearly 
seven times as heavy as the Finnish tax (see 


below). Taxing carbon-dioxide emissions 
will be costly: Sweden is committed to phase 
out nuclear power (which provides 5096 of 
its electricity) by 2010 and not to expand hy- 
dro-electricity (which accounts for the rest] 

A new charge will also be introduced oi 
nitrous oxide (NOx): SKr40 per kilo of emis- 
sions from large plants. Power plants will get 
rebates of the tax for each unit of energy 
they produce: producers that cut NOx emis- 
sions the most may actually make a profit. 

These taxes, which are expected to 
come into force at the start of 1991, will 
partly replace existing energy taxes. Overall, 
the total yield from taxes on energy and 
transport will rise from SKr39 billion in 
1989 to SKr57 billion next year. Other 
taxes—on heavy metals and organic fertil- 
isers, for instance—are still being discussed 
by a committee due to report in June. Plans 
for a tax on waste discharges by the pulp and 
paper industry have been shelved because of 
worries that they would harm the industry's 
competitiveness. They may be revived with 
a rebate system like the one for NOx. 

Petrol taxes went up this month, driving 

the price to SKr6.20 a litre, the highest in 
Europe. À committee is about to report « 
road-user charges. It is expected to recot.. 
mend that cities be allowed to charge cars 
for entering the city centre. Stockholm poli- 
ticians have already proposed a monthly 
charge of $64. They are debating whether to 
use the take for road-building, public-trans- 
port subsidies, or the general city budget. 
e Norway has been campaigning hard to 
get green taxes on the agenda of a big inter- 
national conference at Bergen in May. They 
want finance ministers, as well as environ- 
ment ministers, to come. The Danes and the 
Canadians seem likely to agree. 

Norway's own finance ministry is plan- 
ning lots of green taxes in the 1991 budget. 
Like many other countries, Norway—a big 
energy exporter—is eager not to hurt its 
competitiveness by acting alone. The 1990 
budget raised the petrol tax and increased 
the differential in favour of unleaded petrol. 
A refundable deposit on used oil and batter- 
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ies has been introduced. From July a 
tax will be imposed on emissions of 
chlorofluorocarbons, (CFCs, the 
ozone-holing gas). Because industry 
protested, users whe can show they 
plan to phase out CFC use by 1995 
may get an exemption. Since Febru- 
ary Oslo has imposed a toll on cars 
entering the city centre. The revenue 
will help pay for city roads. 
e Denmark already has an elaborate 
set of green imposts, including a CFC 
tax, a refundable deposit on drink 
containers and a charge on pesticides 
in small containers. A tax on rubbish, 
including building rubble, was intro- 
duced at the start of this year. Short 
of space for landfill, and determined 
not to dump in the North Sea, Den- 
mark is keen to encourage recycling. 
New legislation, due to be passed by the 
end of 1991, is expected to triple the 
rubbish charge and to increase tenfold a 
=x on raw materials. A deposit scheme 
x batteries containing cadmium and 
mercury is planned. 
@ In its 1990 finance act, Finland intro- 
duced Europe’s first rough-and-ready 
carbon tax, imposed, from January, on 
fossil fuels, on the basis of their carbon 
content. Its rate is $6.10 per tonne of 
carbon emissions. 

The finance act also eliminated the 
general sales tax of 17% on purchases 
for industrial investments with a green- 
ish hue, and increased several existing 
charges—on waste oil, drinks in non-re- 
turnable containers and single-hulled 
tankers bringing oil into Finland. From 
June phosphate fertilisers will be taxed. 
The tax has been taken into account in 
setting farm prices, so that farmers’ 
earnings will not fall. In all, the green 
taxes and charges will increase total rev- 
enue by nearly 1%. But some of the yield is 
earmarked for environmental protection, 

d the salestax exemption will use up 
~- aghly half the extra revenue. More green 


taxes are planned for 1992, but there will be . 


no decisions until the general election to be 
held next year. 
e West Germany plans to change the basis 
for car tax from engine size to exhaust fumes 
and noise. Under the new scheme, which is 
expected to come into force in 1993, an offi- 
cial body will grade all car makes by quantity 
of emissions, especially of carbon dioxide, 
and by noise. The scheme will raise no extra 
revenue. Car makers do not oppose it, 
though some politicians wonder whether 
engine noise can be measured properly and 
whether the Ec will raise objections to the 
tax. The tax should become law in the 
summer. 

The opposition Social Democrats have 
a bolder plan to put a large tax on oil and 
use it to pay for income-tax cuts. This tax is 


the brainchild of Mr Oskar Lafontaine, the 
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How green is your government? 
Number of environmental economic measures*, 1987 


A breath of fresh taxes 


party's likely candidate for chancellor in the 
election due in December. What will hap- 
pen, ask Christian Democrats, if such a tax 
really does cut oil consumption? Won't the 
net result be a bigger federal deficit? — 

e Holland is about to publish an updated 
version of its national environmental plan. 
The original showed no love for green taxes, 
though its plans to end the tax deduction 
for car commuters helped to bring down the 
government last year. The environment 
ministry has set up a working party to look 
at several ideas, including. higher energy 
taxes and levies on fertilisers, pesticides and 
manure. The finance ministry is hostile: it 
thinks higher revenue may simply lead to 
more public spending. 

In November the cabinet proposed a tax 
on carbon-dioxide emissions. One aim 
would be to cut emissions, but the main 
point would be to raise 150m guilders 
($78m). This could be spent on energy con- 
servation, public transport and clean-ups. 
Details of the tax are still being worked out. 





o e Italy may prove to be the most re- 


only because it has paid so little atten- 
tion to the environment in the past. 
Last May the government brought in 


The environment ministry claims this 
cut plastic-bag purchases by 40%, 


bags. Shoppers say the effect. has al- 

ready worn off. | 
The cabinet has now approved in 

principle an extensive package of new 


lates, plastic products (596 of the sales 
price) and herbicides (3096); on pigs 
kept on farms with over 200 pigs and 


non-biodegradable industrial 
Landing charges for noisy aircraft are to 
be raised. 

This package would raise perhaps 
1.5 trillion lire ($1.2 billion), about 2% 
of Italy's yield from value-added tax. It 
has been put together by Mr Emilio 


Gerelli, an environmental economist, 


minister, Mr Giorgio Ruffolo, a left- 
wing intellectual. Farmers and indus- 
try—especially the chemical and tan- 
ning companies—hate it. The prime 
minister has shown little public enthusi- 
asm. The proposals are languishing in a 
Senate committee, while their support- 
ers furiously lobby the EC to write guide- 
lines on green taxes for everybody else. 
Other European countries are mov- 
ing more cautiously. Britain's chancel- 


green gestures in next week's budget; 
but officials working on the environ- 
ment white paper, due this autumn, 
have been told to keep away from en- 
ergy taxes. Ireland, eager to prove its 
greenery before the April meeting of EC 
environment ministers, has announced a 


markable of all the green taxers, if- à 


with little increase in the use of paper . 


and is championed by the environment | 
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a 100 lire (8 cents) tax on plastic bags. — 


4» 


taxes: on sulphur dioxide, particu- | 


(9e 


no waste-treatment facilities; and on _ 
waste. — 


lor, Mr John Major, may make token 


ban on the sale of soft coal in central Dublin 


from October. No money has been set aside 


to enforce the ban, and the areas it covers 


have not yet been decided. France is consid- 


. ^w. d 


ering redesigning water charges to discour- · 


age farmers from using nitrate fertilisers. In 
Belgium proposals to tax waste water and 
solid waste are going through the Walloon 
assembly. The Flemings introduced similar 
taxes last year. 


In the EC, green taxes will make life | 


harder for finance ministers debating fiscal 
harmonisation. Some countries will want to 
set bigger penalties for dirty industrial pro- 
cesses, leading their industries to lobby for 
equal misery in competitor countries. And 
some countries will want to impose heftier 
taxes on dirty products than others, no 
doubt leading their trading partners to 
grouse about protectionism. After green 
taxes, green tariffs? 
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Thé: fubüré. success of your —— is dependent on ife talents of your managers, and the more these are 
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SCHOOLS BRIEF 


All changed, changed utterly 


Our last brief on British politics looks at the central question of 


economic poli 


Mrs Thatcher came 
to power in 1979 she 
promised a radical change in eco- 
nomic policy. Government inter- 
vention in the economy, she be- 
lieved, did more harm than 
good. So her government would 
contain inflation by setting and 
keeping to targets for the growth 
of the money supply. It would 
promote competition in labour, 
product and capital markets. 
And that was about it. 
_ The proposed change in pol- 
y was a radical one. It can be 
-Xplained by chart 1. The verti- 
cal line represents macroeco- 
nomic (ie, fiscal and monetary) 
policy. At its top are those who 
oppose tinkering with demand, 
and want to abide by monetary 
rules; at the bottom are those 
who advocate an active or dis- 
cretionary macroeconomic pol- 
icy, designed to increase or 
shrink real output. The horizon- 
tal line represents microeco- 
nomic policy. On the left are 
those who advocate government 
intervention in the market, and 
on the right those who believe 
that wherever possible markets 
should be left unfettered. Mrs 
Thatcher proposed moving from 
the bottom left quadrant to the 
top right one. This brief looks at 
how far the move went, and why 
it was thought necessary. 


-— 


- Ae worse part of valour 


In the 1950s and 1960s, a period 
of full employment, Britain's av- 
erage rate of inflation slowly 
crept up. In the early 1970s un- 
employment also started to rise. 
Thus between 1974 and 1975, 
just after the first oil shock, infla- 
tion rose from 16% to 24%, 
while the unemployment rate 
grew from 2.5% of the workforce 
to 4%. 

To see why, consider chart 2. 
The curved lines (known as Phil- 
lips curves) show the relation- 
ship that until the mid-1970s was 
thought to hold between unem- 
ployment and inflation. Govern- 
ments believed that by boosting 
demand in recessions and tight- 
ening it in booms they could 
(and should) maintain full em- 
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ployment and low inflation. 
When demand was incr 

this would raise inflation but re- 
duce the real wage, thus increas- 
ing employment. If demand was 
reduced the opposite, it was be- 
lieved, would happen. 

But each time the government 
boosted demand the economy 
moved onto a higher Phillips 
curve—because workers de- 
manded higher wages to com- 





pensate for the earlier inflation. 
By the  mid-1970s workers 
seemed to anticipate increases in 
demand; they required higher 
wages to compensate for infla- 
tion they expected to come. If 
governments did not validate the 
expectations of higher demand, 
unemployment would follow. 
But if they did, inflation would 
spiral upwards without employ- 
ment rising. 


Tie my hands, please 

Such was the thinking behind 
Mrs Thatcher's macroeconomic 
policy. Governments could only 
reduce unemployment beyond 
its "natural rate" (shown by the 
vertical line in chart 2) by sur- 
prising wage-setters with an in- 
crease in demand. But they could 
not surprise them for ever. 

In the 1980 budget the chan- 
cellor of the exchequer, Sir 
Geoffrey Howe, introduced the 
Medium Term Financial Strat- 
egy, which set targets for the 
growth of the money supply and 
government borrowing over four 
years. lf the targets were be- 
lieved, wage-setters would lower 
their wage demands in the expec- 
tation that inflation was set to 


fall. So a fall in inflation would 
not lead to a rise in either real 
wages or unemployment. In 
terms of chart 2, the economy 
would move from C to A with- 
out passing through B. 

That was the theory. But it 
was not clear why the govern- 
ment was bound to meet its tar- 
gets. In other words, its commit- 
ment to a slowdown in money 
supply lacked credibility. So 
workers continued to push for 
high wages, unemployment 
followed. The change in wage- 
demands that was supposed to 
flow benignly from changed 
expectations was brought about 
through pain. 

Further, the broad money tar- 
get was supposed to indicate the 
level of demand in the economy. 


But financial deregulation un- 





hinged the link between broad 
money and demand. Broad 
money accelerated much faster 
than money GDP; in 1981 £m3 
(the measure of broad money) 
grew by 16.3%, whereas money 
GDP increased by 10.1%. In an at- 
tempt to hit their money target 
the government crucified de- 
mand. 

So the government stopped 
targeting any si measure of 
money. It slipped down the verti- 
cal line in chart 1, and adopted 
pragmatic macroeconomic poli- 
cies. It relied on a number of 
money measures, and the ex- 
change rate, to guess the level of 

that would achieve 
growth without inflation. 

Mr Nigel Lawson, the chancel- 
lor of the exchequer from 1983 
until November 1989, wanted 
the government to remain rule- 
bound. Towards the end of his 
time in charge, his rule-of-choice 
was the exchange rate mecha- 
nism (ERM) of the European 
Monetary System; or, since Brit- 
ain was not a member of the ERM, 
the next best thing. So the 
pound shadowed dé D-mark, 










ment) would be disciplined b 
the Bundesbank. If inflation ir 
Britain exceeded that in m i 
many, British exports would b 
uncompetitive and unemploy 
ment would rise. Fearing ee 
workers and businesses would 
moderate wage increases. 3 

Mrs Thatcher and her eco- 
nomic advisor, Sir Alan Wal EC 
disagreed. They feared that if | 
sterling was pegged to the D- 
mark British interest rates would 
fall to German levels, 
would stoke up inflation. A 
indeed, when the pound shac 
owed the D-mark, interest rates. 
fell to 7.596, while inflation rose 
2 2.496 in 1986 to 8.396 in 
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Supporters of the ERM said 
that shadowing the D-mark w 
not enough. Without a formal 
pegging of the exchange rate, 
workers would expect to be re 
cued n declining competitive. 
ness by depreciation of currency. - 
ERM also said Mr Lawson | 
should have restrained demand 
with a tighter fiscal policy, or 


the mark at a 
higher rate than he did. ! 
That is where the debate now 


lies. The Conservative govern- 
ment says it will only join the 
ERM when inflation has been ar- 
rested. Most of the Tory wets 
want to join the ERM right now, - 
believing that membership itself | 
will help cut inflation. Mr Mi- 
chael Heseltine, the standard- 
bearer of the wets, and Mr 
Lawson also want to give he 
Bank of England control over 
monetary policy, in the hope 
that this will prevent political 
tinkering with demand. 

The Labour party, too, now 
supports membership of the 
ERM, and hence has also moved | 
up the vertical axis in chart 1. 
But its Bes ae for the ERM is- 
conditional on joining at a com- 
petitive rate. Its policy review 
says it will use "exchange rate 
policy to promote competitive- 
ness of British industry", thus - 
leaving room for discretion in 
policy. 


Set me free K 
Rather than play with demand, 
Mrs Thatcher hoped to improve | 
the economy by freeing markets. — 
First, she wanted to change the 
labour market, rejecting prices - 
and incomes policies and instead. 
stripping the unions of many of — 
their powers. The value of unem- | 
ployment benefits has fallen by 
about 5096 relative to real 

As a result of these reforms (and 
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_ in part because of the rise in un- 
employment) labour productiv- 
. ity rose on average by 2.7% a 
T between 1982 and 1988, 
higher than increases in every 
. major economy bar Japan's. 
‘proposed to reduce the burden 
of government on the economy, 
and thereby cut taxes. Govern- 
‘ment spending as a proportion 
of cpp has fallen from 43% to 
- 3896 in the last decade, although 
the total amount of spending in 
real terms has increased by 
qu 1396. But there has been 
ent 


has not reduced the scope of the 
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cation and health, from the need 
for the state itself to provide the 
goods. Most of the benefits of 
government spending still go to 
the middle-classes. 

While the government raises 
more taxes as a proportion of 
GNP than it did in 1979, the aim 
of taxation is less redistributive. 
Top marginal taxes have been 
cut from 83% to 40%. Corpo- 
rate taxes have been reduced 
from 52% to 35% and most of 
the tax breaks that distorted in- 
vestment decisions have been re- 
moved. Still, houseowners re- 
main subsidised ^ through 
mortgage tax relief, and com- 
pany cars and pensions are not 
fully taxed. The high marginal 
taxes on the low-paid means 
there is still little incentive for 
the unemployed to find work. 

Third, the government has 
promoted competition in capital 
markets. In 1979 it abolished all 
exchange controls, and thereby 
brought the rate of return of in- 
vestment in Britain up to the 
rate made internationally. 


Cycling away with it 


MSS politics textbooks assume politicians are only trying to 
do the best for their country. The truth is likely to be differ- 
ent. Politicians, if they are like other mortals, will promote their 
own interests, which may not be the same as their country's. 

Suppose politicians are motivated by the desire to cling to of- 
fice. They will probably select policies that appeal to the average 
or median voter, for that way they will get the most votes. Some 
pundits believe they will also be tempted to boost demand in the 
economy just before an election, and thereby raise the growth in 
output. Voters would have the illusion that the economy was do- 
ing well, and would return the incumbents to office. 

This suggests that growth in output should be rising just before 
an election, and falling after. But the evidence is not clear-cut; for 
example, the growth in output was falling in 1951, 1955, 1970, 
1974 and 1979, all election years. The theory assumes voters are - 
stupid; they are meant consistently to reward politicians for 
.| manipulating the economy in this transparent way. 
Alternatively, suppose politicians try and reward their own 
. supporters, to encourage them to finance campaigns and remain 
active in party politics. Labour voters are much more likely to be 
unemployed than Conservative ones, but are less likely to have 
savings. So Labour governments should concentrate on getting 
| unemployment down, and Conservative governments will try 
3 reduce inflation, since inflation (when unexpected) reduces 


i One possible implication is that both output and inflation 
governments than under Conser- 
vative ones. But such a prediction assumes wage-setters are myo- 
pic. Recall the argument in the main text. Governments can only 
increase output above its natural rate by surprising wage-setters 
with an increase in demand. Under a Labour government such an 
increase in demand would be expected, so workers would have 
offset it in advance by asking for higher wages. Hence output un- 
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and building societies now com- 
pete for business. Controls on 
borrowing have been eliminated. 

Much of this deregulation was 
part of an international trend, 
though more pronounced in 
Britain than in the rest of Eu- 
rope. It made control of the 
economy much more difficult. 
Currency traders could sell bil- 
lions of pounds at the flick of a 
switch. And since it was much 
easier for consumers to borrow, 
the government found it hard to 
control or predict the public's 
spending. 

Fourth, the government re- 
duced its support to industry. 
The Conservatives have sold off 
most of the state enterprises 
(many as monopolies) for about 
£25 billion. It cut back on 
subsidies to industries; the OECD 
says that industrial subsidies (in 
the form of cash grants) have 
fallen from 2.7% of cpr in 1980 
to 1.696 in 1986. 

Industrial policy is one area 
where there is still a sharp differ- 
ence between the government 
and the Labour party. Labour 
wishes to replace the Medium 
Term Financial Strategy with a 
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Medium Term | ial Strat- 
egy, and establish a British In- 
vestment Bank (to offer cheap 
capital to Industry) as well as a 
British Technology Enterprise 
(to invest in technologically ad- 
vanced industries). Its industrial 
policies, while a bit more inter- 
ventionist, resemble those of 
many anti-Thatcherite Tories. 

What neither Labour nor 
those Tories have yet grasped is 
that liberalisation of British pol- 
icy is part of a worldwide trend. 
Capital and, increasingly, labour 
markets are now li interna- 
tionally. This integration of the 
world's economy makes it much 
more difficult for governments 
to pursue independent policies. 
Capital and labour go where re- 
turns are highest, and soon leave 
a country which restricts their 
use. This does not mean that 
economic policy is bound to be- 
come increasingly liberal, wha 
ever the government. |t jus 
means that it will be determined 
more in Brussels, Frankfurt, 
Washington and Tokyo, and less 
by the occupant of 10 Downing 
Street. 









Source: GO 


tives, but inflation would be. 


der Labour would not be any higher than under the Conserva- 


Snag: often workers have to set their wages before an election, 
and before they know who will win it. They need to guess the 
likely level of demand; the best guess will be some average of what 
it would be under a Labour or Conservative governments. If the | 
Conservatives win, actual demand will be lower than the average 
expected before the election. And if Labour win the actual de- 
mand will be higher than expected. 

So under a Conservative government demand, to begin with, 


the beginning of their rule. Under a Labour government the op- 
posite will be true; initially output-growth will therefore rise. Thi 

theory was recently coined by Professor Alberto Alesina of Har- 
vard University. He found that in America the growth in output 
did tend to fall at the beginning of Republican administrations, 
and then rise again, while the reverse was true for Democrat ones. 
In Britain the evidence is not as strong, and to make the test 
rigorous figures for output and inflation need to be adjusted for 
cycles in the world economy. But there is a slight tendency for the 


growth in output to fall for the first years of a Conservative gov- 
ernment and rise a little in the final ones. 
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will be surprisingly low—this means growth in output will fall at 
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Glummer and glummer 


The pound was hit by specula- 
tion about Mrs Thatcher’s 
future, denied by Number 
Ten. A few days later, a poll 
gave Labour a 21-point lead, 
and suggested 65% of voters 
want her to go before the next 
election. 


Michael Heseltine's unspo- 
ken challenge for the leader- 
ship prompted rumours that 
he had been barred from the 
Tory candidate's platform in 
the Mid-Staffs by-election. 
Central Office explained that 
his invitation had got lost in 
the post. He duly arrived and 


gave a rousing speech. 


Prospects for the budget 
looked still more depressing. 
Retail sales, obstinately refus- 
ing to respond to interest 
rates, jumped by 2.496 in Feb- 
ruary. Then figures for invisi- 
ble earnings in the last quarter 
of 1989 showed the first defi- 


cit since 1947. 


British rail union leaders re- 
jected an 896 pay offer and 
cited the poll tax as one pre- 
text for claiming at least 10%. 


Riots against the poll tax con- 
tinued, most notably in Lon- 
don's inner city boroughs. 
Mounted police were used in 
Islington to control about 
2,000 protesters. 


By 


Edentulous adults as % of total population 
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EYE OF PoLL TAX, 

OF STERLING, 
P CH OF DEFICIT, 
ASH OF RIDLEY... 


Iraq announced it had exe- 
cuted Farzad Bazoft, the Ob- 
server journalist sentenced to 
death for spying, and handed 
his body over to the British 
embassy. The information 
minister said "Mrs Thatcher 
wanted him alive. We gave her 
the body.” Douglas Hurd 
called it a “barbarous act”. 


Deja vu 

The Irish Supreme Court re- 
leased two IRA escaped pris- 
oners, because of fears that 
they would be mistreated if re- 
turned to Northern Ireland's 
Maze prison. Politicians in 
both Britain and the Irish Re- 
public wrung their hands and 


made gloomy noises about fu- 
ture extradition arrangements 


Hero of the week: a London 
Underground driver who 
grabbed two live wires and 
caused a short-circuit to stop 
two trains from colliding head- 
on. One of them had set off 
the wrong way down a one- 
way track. No signals exist 
against this eventuality. “We 
just did not think it would 
happen,” said a spokesman. 





many parts of the country 
opted to return to work a few 
days sooner—union leaders 
said it was a way of thanking 
the public for its support. 





Britain has gone into the red 
for the first time on choco- 
late. Imports rose 53% last 
year, but exports only 14%. 


Virtue rewarded 


David Hunt, the local-govern- 
ment minister responsible for 
pushing through the poll tax, 
will replace Peter Walker as 
Welsh secretary when he 
stands down in May. Just time 
for Mr Hunt to complete the 
implementation of the poll tax 
and see the local council elec- 
tions through, lucky fellow. 





An attempt to circumscribe . 
the powers of the Audit 
Commission, shortly to be 
extended into the national 
health service, was defeated in 
the Commons. Its wide-rang- 
ing investigative role in local- 
authority matters will now be 
replicated in health. Ministers 
had tried to deprive it of the | 
right to examine the impact of 
policy on the NHS. 


Turn-up for the books 


Supported by 33 back-bench 
Tories, Labour defeated a 
clause in the Health Service 
and Community Care Bill, to 
ministers’ dismay. After a fur- 
ther 23 hours of angry discus- 
sion the house was “ad- 
journed in grave disorder"— - 
only the fourtli time this has 
happened this century. 


After two years investigating 
the nation's least-favourite 
profession, the director gen- 
eral of fair trading, Sir Gor- · 
don Borrie, suggested laws to 
curb naughtiness by estate 
agents. Misleading hype, he 
says, should be illegal; and 
discrimination against buyers 
who refuse mortgages or insur- 
ance should be deemed, as an 
agent might say, “non-des’’. 


The Saatchi brothers took 
pay cuts of £187,000 to reflect 
the flagging fortunes of their 
company. That leaves them 
barely £8,000 a week each to 
feed their hungry families. 








After six months of disrup- Simon Jenkins, a former po- 4j . 
tion, ambulancemen voted litical editor of The Econo- Animal-rights activists re- 
Toothless adults are getting by an 80% majority to bring mist, was appointed editor of | leased 153,000 snails being 
rarer. Another sign of a their strike formally toaclose | The Times to succeed Charles | reared for continental 
hungry enterprise culture? on March 16th. Crews in Wilson. restaurants. 
THE ECONOMIST MARCH 17 1990 59 




























@ During 1989 much progress was made in restructuring the 
Group. The sale of Square Grip for £59 million in January 1989 
enabled us to invest strongly in our core businesses of transport, 
storage, distribution and plant hire. The full benefits will only 
accrue in the coming years. 


@ Profits of the UK storage and distribution companies moved 

well ahead but UK transport operations faced difficult conditions, 

particularly i in the second half year, and a few companies turned 
. in very poor results which have affected the outcome for the year. 


(€ The plant hire companies increased profits, despite the cut 
— in houset i ding and slow release of expenditure on roads. 





eo Profits of G . yup subsidiaries i in France and Holland held up 
well. A regional transport company was acquired in France, and 
a majority interest taken in a Portuguese transport undertaking. 


@ The North American interests generally ! flourished, and there 
was a significant improvement in profits from Australia. — 


O Intotal, turnover of the continuing. — for the year was 
£572.7 million (1988 £489.0 million). Group profit before tax. 
was £41.5 million (1988 £47. ] million). i | 


6 Afinal dividend of 6. 55 per share, making a total for the year 
of 9.5p (1988 9. 5p]i is recommended, payable on 11 May 1990. . 


@ inthe current year, United Kingdom profits are ahead of the 
previous year but conditions in overseas markets are more difficult | 
and profits there are not matching those of last year. 





Copies of the Annual Report will be available from 
The Secretary, Transport Development Group PIC, —— 
Windsor House, 50 Victoria Street, London 5 WITH ONR from 2nd April 





— ©3484. FZ € 
ar f S r 
9,47 - ‘a4 +4 4 


BRITAIN 


Taxes to tame the beast 


— expects Mr John Major to cut taxes in his first budget on March 
th. 





T WILL be the first televised budget, but 
viewers should not expect to be enter- 
tained. Sterling’s trade-weighted index has 
dropped more than 4% since the beginning 
of March. Too much money is still burning a 
hole in too many consumers’ pockets, to 
judge by a 2.4% rise in the volume of retail 
sales in February, and inflation looks 
headed for 9%. So Mr John Major’s over- 
riding preoccupation on March 20th will be 
to reassure the markets that he can keep the 
screws down on demand. A long, hard slog 
ahead will be the chancellor's dull message. 
This could be the first budget since 1981 
hich does not reduce the burden of in- 
-3me taxes or national-insurance contribu- 
tions (NiCs)—and a net increase could well 
be in store. 

Will interest rates have to rise as well? It 
is a measure of Mr Major's predicament that 
the question is asked at all: real interest 
rates, after all, are already at their highest 
level since the 1930s. So far as domestic de- 
mand is concerned, Mr Major has little rea- 
son to push rates higher. Many borrowers' 
mortgages are adjusted just once a year, and 
they are only now starting to feel the full im- 
pact of last year's interest-rate rises. 

So the most likely cue for higher rates 
would be a run on the pound. The markets 
reacted surprisingly calmly to the news that 
Britain in the fourth quarter of 1989 had a 
deficit on its trade in invisibles, for the first 
time since 1947. But any move to higher 
rates elsewhere would shake the pound. 

Economists are split on whether Mr Ma- 
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jor should present a tough or a neutral bud- 
get in fiscal terms. Much of the debate, 
though, stems from different interpretations 
of neutrality. It could mean holding the pub- 
lic-sector debt repayment (PSDR) roughly 
constant at this year’s level. It could mean 
increasing taxes to achieve a surplus of £10 
billion for 1990-91—the surplus, that is, 
pencilled into last year’s budget. Or it could 
mean no net change in taxation other than 
indexation in line with inflation. 

Compounding the confusion is a £2 bil- 
lion hand-out left over from decisions taken 
last year. This is at present built into the 
1990-91 arithmetic as a consequence of the 
reduction in national insurance contribu- 
tions (NICs) which took effect last October 
and the planned introduction next month 
of separate taxation for married couples, 
But would a “neutral” budget imply some 
offsetting items? 

In recent years the Treasury has fixed 
the fiscal target for the coming year more or 
less at the level for the year just ending. If it 
did the same again this year—settling, that 
is, for a neutral budget by the first defini- 
tion—Mr Major would need a net increase 
in taxes of about £1 billion. Such an in- 
crease, taken together with the additional 
tax revenues springing from higher inflation 
in the normal way, would be enough for Mr 
Major to counter the effect of last year’s leg- 
acy and get back to the £8 billion surplus 
estimated for 1989-90. 

Such calculations assume 
that Mr Major lifts both per- 
sonal allowances and excise du- 
ties in line with retail prices. 
But lifting excise duties fully in 
line with 1989's rise in retail 
prices (7.7%) would add half a 
percentage point to the retail 
price index and so push infla- 
tion above 9%. If Mr Major de- 
cides against a full 
revalorisation of duties, he will 
have to find extra revenues 
elsewhere. 

One prime target for 
higher taxation must be com- 
pany cars. Taxing them in line 
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with their market value to their drivers 
would cause a stir—it would mean a 50% 
jump in the tax bill for drivers—but would — 
yield the Treasury another £500m. If Mr. 
Major was feeling really bold he could ex- — 
tend NICs to cover the value of cars and — 
other fringe benefits. p 
A rise in the basic rate of tax is a politi- — 
cal non-starter. But Mr Major could increase — 
the yield from income tax through the back 
door by not raising personal allowances by — 
as much as inflation has eroded them. If he - 
left them completely unchanged, he would - 
gain an extra £1.7 billion in revenue—and | 
provoke howls from low-paid workers, al- . 
ready smitten with the regressive poll tax. A _ 
compromise might be to increase allowances — 
by only 6.1%—the underlying inflation rate 
excluding ^ mortgage-interest - 
payments. This would bring in | 
the chancellor an extra £340m. _ 
NICs still offer plenty of © 
scope for reform that would | 
also raise extra revenues. For 
instance, a taxpayer whose in- 
come moves up through 
£16,900—the so-called “up- 
per-earnings ceiling", above - 
which the 9% Nic is no longer — 
payable—faces a marginal in- 
come-tax rate that falls from — 
34% to 25%. É 
So why not simply abolish 
the upper-earnings ceiling? Be- 
cause to do so would hit some 
workers hard— perhaps by as 
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much as £1,000 a year. A more practical 
step would be to promise to raise the ceiling 
steadily by 5-1096 in real terms each year. 
That would boost revenues by up to £800m 
in 1990-91. 

To give headline writers a catchy 
phrase, Mr Major will aim for some token 
green measures. He will not announce a car- 
bon tax. He might, though, switch from flat- 
rate vehicle excise duty to a duty differenti- 
ated by size of car engine; and he may 
increase the tax gap between leaded and un- 
leaded petrol. Drivers of monster, leaded- 


- petrol-guzzling company cars are unlikely to 


have much to smile about next Tuesday. 




















































Maze muddle 


| HE lrish Supreme Court this 

| week decided not to extradite to 

Northern Ireland two members of the 

| IRA, who escaped from the Maze 
| prison in a mass break-out in 1983. 

The judges reintroduced the idea 

| of exemption from extradition for 

| "political" offences, which Dublin 

seemed to have dropped in signing 

| 





the 1987 European Convention on 
Terrorism. This may have set an awk- 
ward precedent. But British and 
Unionist outrage focussed more on 
what was seen as a slur on the entire 
Northern Ireland prison system: con- 
ditions within the Maze, said the 
judges, made it unsafe for the pair to 
return there. Are objections to the 
Maze going to become another pre- 
text for non-extradition? 

Probably not. The Dublin judges 
appear to have taken their cue largely 
from the views of the Maze expressed 
by the High Court in Northern Ire- 
land. The break-out in 1983 
prompted some nasty reprisals, for 
which 19 prisoners have recently 

|. been awarded civil damages against 
the warders. True, no warders have 
been prosecuted—but this only 
added to the concern of the Irish Su- 
preme Court. 
| That said, those who treated the 
court’s judgment as a blanket indict- 
| ment surely misread it. Dublin’s own 
jails are inadequate nineteenth-cen- 
| tury relics of British rule—plagued by 
suicides, AIDS and drug addiction. 
Irish judges know that as well as any- 
one. More to the point, even Ulster’s 
nationalists have rarely alleged brutal- 
ity by Maze warders in recent years. In 
| fact, with the exception of the 1983 
incident, the Maze has attracted little 


criticism even some praise as an 


enlightened, modern prison. 





Street protests 


Of Trots and Tunbridge Wells 


UMOURS that the Conservative party 
is starting to panic were confirmed this 
week when Central Office wheeled out its 
weapon of last resort: the red scare. The 
party chairman, Mr Kenneth Baker, hinted 
that the demonstrations against the poll tax 
which have been sweeping the country are 
being orchestrated by the hard left. A con- 
venient outbreak of violence and looting, 
most of it in London, lent substance to his 
claims. After all, grannies, however disgrun- 
tled, do not go around looting shops, over- 
turning police cars and hurling missiles. 

The only faction keener than Conserva- 
tive Central Office to fix responsibility for 
the protests on the hard left is the hard left 
itself. Mr Ken Smith, a spokesman for Mili- 
tant Tendency, claims that his organisation 
has been in the vanguard of the anti-poll-tax 
campaign since July 1988, boasting that as 
many as two-thirds of the National Commit- 
tee of the All British Anti-Poll Tax Federa- 
tion are Militant supporters. 

But what is a Militant supporter! Noth- 
ing more than a dedicated supporter of the 
Labour party, claims Militant. The Labour 
leadership disagrees, branding them as 
entryists, who owe their allegiance not to La- 
bour but to the Trotsykist Revolutionary 
Socialist League (RSL). (Militant's unofficial 
song, loudly repeated on coach trips, seems 
to lend support to this claim: “We are in the 
RSL/but Ted Grant says we musn't tell/RSL, 
RSL.") Local branches have strict instruc- 
tions to expel anyone identified as a mem- 

t. 
Mr Smith claims that Militant has an in- 
ner core of 10,000 supporters (defined as 
people who regularly buy and sell its paper) 
and an outer core of between 22,000 and 
36,000 sympathisers (defined as people who 
buy the paper from time to time). The num- 
ber of sympathisers seems to depend mainly 
on the weather. 
From the point of view of the faithful, 





the poll tax could not have been introducer 
at a more convenient time. Since it lost con 
trol of Liverpool City Council and attracted 
the wrath of the Labour leader, Mr Neil 
Kinnock, in the mid-1980s, Militant has 
been in limbo. At last it has found a cause. 

Militant calculates that the poll tax will 
bring down not only Mrs Thatcher but 
also—and this is where Mr Smith starts to 
get excited—Mr Kinnock. Unable to reform 
local taxation, and confronted by a worsen- 
ing economy, he will retire in ignominy, 
handing over power to real socialists. 

Militant quarrels with only one part of 
Mr Baker’s analysis: that it is behind the vio- 
lence and looting. Oddly, Labour party 
spokesmen agree. Much as they dislike Mili- 
tant, they concede that its members have a 
staunch sense of “working-class morality", 
and would not risk alienating potential sup- 
porters. 

The police blame the ugly incidents in 
London boroughs such as Haringey, Isling- 
ton and Lambeth on sects like the Class W: 
Federation, an anarchist group made u, 
largely of squatters and derelicts, which 
openly advocates the use of violence against, 
among others, police and "yuppies". The 
two largest openly Trotskyist parties, the So- 
cialist Workers Party and the Revolutionary 
Communist Party, are also conspicuous at 
demonstrations. 

Even such a powerful alliance as Con- 
servative Central Office and the hard left 
seems unlikely to discredit the anti-poll-tax 
movement. The poll tax is as unpopular in 
the shires as it is in the inner city. During a 
recent “militant-inspired demonstration", a 
grandmother from Tunbridge Wells, angrily 
waving a home-made placard, spoke with 
the true voice of middle England: "I'm dem- 
onstrating against the poll tax because | 
want the Tory party to win the next general 
election". She's not the only one. 
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Channel tunnel fast link 


Still missing 


HE problem is the arithmetic. Trafalgar 

House and Bicc, British Rail's partners 
to build and run a fast railway from the 
Channel tunnel to London, cannot make 
their sums add up. Their consortium, 
Eurorail, won last year's competition to 
partner BR on the project, mainly by being 
more gung-ho than other bidders about 
meeting the government's condition that 
the railway be self-financing. Other compa- 
nies reckoned the mounting cost of the 
scheme— most recently estimated at £3.5 
billion—would be prohibitive without pub- 
lic subsidy. 

Now, having examined the costs in de- 
tail, Eurorail has reached the same conclu- 
sion. Along with BR, it is pressing the De- 
partment of Transport to back the link in 
-ne of two ways: either by providing grants 

» reflect the benefit of the line to Kent com- 
muters or by reducing BR's required rate of 
return from 8% to 5%. 

Why should the government suddenly 
drop its stern policy of no public support for 
anything connected with the private Chan- 
nel tunnel? BR thinks it has the answer: the 
relief of local rail congestion south-east of 
London should be seen as part of a general 
transport policy for the capital, it argues. At 


the same time, BR's decision that it cannot 
yet afford a tunnel under south London to 
King's Cross has also helped the case for a 
subsidy. Trains from the Chunnel will now 
have to slow down as they approach London 
along an upgraded line; this should make it 
easier to slot commuter trains from various 
parts of Kent on to the same route. 

But there were always going to be public 
benefits stemming from this private 
project—as indeed there will be from the 
tunnel itself. To squeeze any subsidy out of 
Mr Cecil Parkinson, the transport secretary, 


BR and Eurorail will have to convince him . 


that, without one, the project will run into 
the sand. He might well have been so per- 
suaded last year, had Eurorail and BR not 
stitched together their untidy compromise 
for a railway that will initially be high-speed 
only between the tunnel and Swanley in 
Kent. 

Even before BR selected Eurorail as its 
partner, competing consortia were whisper- 
ing that Trafalgar House was being cleverer. 
While rivals searched in vain for an accept- 
able form of backhand subsidy that would 
make the project financially attractive—and 
had all their ideas firmly rejected by the gov- 
ernment—Eurorail seems to have worried 
first about winning the job and to have 
saved the detailed sums for later. Trafalgar 
House is not only politically shrewd: it is 
keen to keep its leading role in civil 
construction. 





Danger: falling returns 


Other bidders for the project are now — 


bitter—but less over Eurorail's tactics than 
over the political uncertainty that prompted 
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them. The government already seems pre- — 


pared to change its tune on new railway lines 


for central London, as its original condi- ` 
tion—to finance them primarily through © 


fares and developer contributions—looks 
increasingly unrealistic. Private contractors. 
feel that they are being asked to take more o 

a stake in transport infrastructure, but are 
not being given a consistent set of ground 
rules on which to operate. According to one 


banker advising them: “Instead of establish- 


ing rules attractive to investors, the govern- 
ment is forcing risk down people's throats as 
a condition for getting construction 
contracts.” 





Child care 


The servant problem 


As the demand for women’s labour increases, so does the de- 
care. But the price of care is rising fast as the sup- 
8 


for chil 


ply of cheap female labour s 
ME simply cannot find a good nanny 


these days. Of course, one never : 


-..ld—dinner-party conversation would 
have atrophied decades ago without the 
troubles of the domestic labour market— 
but these days the market is tighter than 
ever. The consequences are rising prices for 
child care, supply shortages, the beginnings 
of a professionally managed business and 
pressure on Mr John Major to introduce tax 
—* for child care in his budget on March 
20th. 

Contributions to child care by employ- 
ers are currently taxed as perks. Companies 
say they need tax-relief because they believe 
cheaper child care would expand the supply 
of labour. Last year a Gallup survey found 
that 64% of women who were not working 
wanted to. Of those, 79% said they stayed at 
home because they had young children to 
look after. For many, the costs are prohibi- 
tive. In 1989 the average post-tax earnings 
of a female manual worker were £52 a week. 
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In London the price of full- 
time child care starts at £40. 

In much of Europe (see 
box on next page) state provi- 
sion increases the supply and 
lowers costs. In America tax 
credits bring down the price 
for parents and have thus 
boosted the demand for, and 
supply of, private-sector nurs- 
eries. Child care is now big 
business there, with two nurs- 
ery companies quoted on the 
New York stock exchange. 
Britain’s child-care market 
barely exists. The rich rely on 
nannies; everyone else man- 
ages on patchwork arrange- 
ments of grannies, other rela- 
tions and child-minders. 

Even the nanny market 
has been hit by the shortage. 
Nanny long ago ceased to be 
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the family retainer who pushed the pram 
around Hyde Park for three generations; but 
even since the disappearance of a servant 
class, relatively low wages for women and a 
. regular supply of reliable northern girls with 
low expectations has kept the south-east 
fully staffed. 
. Things are changing. Mrs Louise Davis, 
principal of the Norland Nursery Training 
College, says that ten years ago there were 
. five jobs waiting for each of her graduates; 
these days there are 25. Cinderella, a Lon- 
- don agency, has one prospective nanny on 
_ its books to 40 prospective employers. A liv- 
-ing-out, qualified nanny can get up to £180 
a week in London, while a live-in one gets 
- £90-120. The cost of live-in nannies is about 
to rise again: they will be liable for poll tax. 
Part of the reason for the shortage in the 


BABIES, as far as the 
British are concerned, 
M are a private business. In 

. HOWOTHERSDOIT most of the rest of Eu- 
rope, the state takes an 
interest in the bringing up of children— 
in particular, by providing or financing 
child care. The extent of state help for 
child care correlates neatly with the pro- 
portion of mothers of young children in 
the labour force (see chart). As a study 
for the European Commission put to- 
gether by Britain s Thomas Coram 
Foundation shows, in Denmark, France, 
Belgium and ltaly, state provision is most 
generous; in West Germany, Holland, 
Ireland and Britain it is least generous. 

Scandinavian enthusiasm for state 
provision is well known. Sweden not 
only requires companies to give a year's 
leave at 90% of pay: it also provides nurs- 
eries for most children over 18 months. 
Nearly half Denmark's under-threes are 
in publicly financed nurseries, and nearly 
90% of its three-to-sixes are. 
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south is the boom in demand which agen- 


cies in the north and north-west are report- 
ing. Most girls, they say, have heard about 
the dirt and overcrowding in London, so 
that now there are more jobs available at 
home, the migration of labour southwards 
has slowed. 

Child-minders are a cheaper option 
than nannies, but wages are rising fast. The 
social-services department in Lambeth, in 
south London, says that, while £30 a week 
was the going rate two years ago, it is now 


around £40-50. And south London, with its 


. mix of council and posh housing, has a 


readier supply of child-minders than do the 
uniformly-smart Hampsteads, Highgates 
and Fulhams. 

According to the National Childmind 
ers' Association—which has 40,000 mem- 


The French are not far behind. Their 
state has interested itself in the business 
of child-rearing since the eighteenth cen- 
tury, when it began to worry whether the 
population was producing enough sol- 
diers. These days the state caters for a 
quarter of under-threes in a range of 
partly or wholly subsidised nurseries, 
and 9596 of three-to-fives in pre-primary 
schools. Tax relief on child-care costs 
was introduced in 1982. The Belgians 
have much the same level of service; and 
they have also just introduced tax relief 
for child care. 

Germany has a slightly more gener- 
ous level of state-financed child-care pro- 
vision than does Britain, but does not 
seem likely to increase it. Instead, the 
push seems to be towards encouraging 
the hausfrau to stay in the haus while her 
children are small. It is planning a system 
of three years’ parental leave—unpaid, 
but with reinstatement guaranteed. 

Like the Germans, the Dutch have al- 
most none of their toddlers in state-fi- 
nanced nurseries, but they may be edging 
in that direction. They used to have not- 
very-generous tax relief on child-care 
costs, but have abolished that in favour 
of direct cash for nurseries. That is reck- 
oned to be fairer, since tax relief benefits 
the better-off most. 

The British are alone in having no 
universal statutory right to maternity 
leave. Women can get six weeks at 90% 
of pay, and have a right to be reinstated, 
only if they have worked for the same 
employer for two years—which about 
half have not. And the proportion of 
pre-school children in state-financed 
nurseries is, at 2% of under-threes and 
44% of three-to-fours, lower than in any 
other EC country except Portugal. 
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bers, going up by around 1,000 a month— 
there is an "enormous" increase in the num- 
ber of women coming forward to register 
with local authorities. But some councils 
cannot cope and aspiring child-minders 
have to wait as much as a year to be 
registered. 

One area of possible expansion is the 
workplace nursery, where babies bounce 
next door to their mothers’ word-proce - 
sors. À campaigning group, Working fc 
Childcare, says that of the country's 150 
largest companies (by turnover), 6096 were 
thinking of doing something about child 
care. Consultancies offering advice are 
mushrooming. Company Kids, longer-es- 
tablished than most, says that 12 months 
ago it had 60 clients on its books and now 
has over 300. 

So far, there has been little action. 
There are only 120 workplace nurseries in 
the country. Costs are high: local-authority 
regulations specify, for instance, the number 
of children to each staff member (three, 
sometimes two, under-threes and five under- 
fives to each grown-up), staff-training re- 
quirements and square footage required for 
each child. 

Peat Marwick, an accountancy firm, did 
a study for the London Docklands Develop- 
ment Corporation which reckoned that a 
nursery by London Bridge would cost £262 
a week for each child, while one in Newha 
would cost £189. Many firms are put off wy 
such figures. Anyway, few central London 
employees like the idea of lugging their chil- 
dren into town on the already-hellish 
underground. 

Mr David Egee, an American in the 
nursery business in Britain, says that the pat- 
tern in the United States is more towards 
nurseries in residential areas with places 
sponsored by employers. His company, 
Littleworld Nurseries, is now trying to raise 
£5m to set up nurseries in residential areas, 
commercial parks and shopping centres. 

So far, though, employers are not rush- 
ing to sponsor their employees’ child care. 
Luncheon Vouchers launched a child-care 
voucher scheme last October and so far has 
15 clients. How to encourage them? The 
companies have their ready prescription. 
Give us a tax break, Mr Major. 
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Tyger, tyger... 


CAMPAIGN? My dear boy, the very 
thought. No, Mr Michael Heseltine 
is merely prowling around grinning, lick- 
ing his lips and grinning some more. He is 
hardly hungry at all; just lunched, in fact. 

He has never liked the prime minister. 
She has never liked him. As far back as 
the early 1980s she reportedly trusted him 
"as far as she could spit". He can hardly 
bring himself to refer to her by name. But 
they remain the two biggest, most danger- 
ous cats in the Tory jungle and both of 
them know it. 

An uninformed observer might well 
conclude that Mr Heseltine is already Brit- 
ain's prime minister. Four years after he 
resigned from Mrs Margaret Thatcher's 
cabinet over the Westland affair, he still 
oozes effortless authority. Whether stand- 
ing in the lobby of the Commons, receiv- 
ing the obeisances of admiring MPs and 
journalists, or cruising the motorways in 
his chauffeur-driven Jaguar en route to de- 
liver one of the 250 party speeches he 
gives each year, he gives a good imitation 
of the genuine article. 

His wealth helps. The Haymarket pub- 
lishing empire he founded more than 30 
years ago, with its 40 titles ranging from 
Management Today to Horticulture 
Week, made £6m in profits last year. He 
remains the controlling shareholder. 
With few extravagant tastes beyond his 
grade-one listed house near Banbury, with 
its art collection and magnificent arbo- 
retum (300 varieties of willow tree alone), 
he has much more money than he needs. 

It might seem that, since he resigned as 
defence secretary, he has not really had a 
proper job. Nothing could be further 
from the truth. He has been tackling one 
of the hardest jobs in politics: being a 
Tory prime-ministerial candidate from 
outside the cabinet, articulating an alter- 
native vision without uttering a single dis- 
loyal word in public about the prime min- 
ister. Is it possible? Churchill is the only 
near-parallel in modern political history: 
but he was summoned during the much 
bleaker days of 1940—and even then in 
two bounds, not one. Anyone with the 
faintest interest in politics cannot but gog- 
gle in admiration at the audacity of Mr 
Heseltine's game. 

He has built a formidable following 
among the electorate that counts—Con- 
servative MPs. Cabinet ministers speak 
flatteringly of him, in public and in pri- 
vate. For a natural loner, who until his 
evacuation from the cabinet spent little 
time in the parliamentary club, this repre- 
sents a considerable triumph of will over 
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inclination. To be sure, there is also a 
strong surge of anti-Heseltine feeling, par- 
ticularly among ministers and backbench- 
ers who feel increasingly sceptical about a 
quasi-federal Europe. But if he were run- 
ning a campaign (perish the thought), it 
would be going rather well. 

For pro-Heseltine campaigners (if any 
such people existed; they assure us they 





Burning bright 


don't) events might ripen in any of three 
ways. One: the economy continues to de- 
teriorate and the whips take soundings 
about Mrs Thatcher's popularity. This 
delicate operation is leaked. She gets the 
message and retires, perhaps using her 
husband's age as an excuse. Mr Heseltine 
stands on the first ballot and wins. 

Two: the same as one, but Mrs 
Thatcher digs her heels in and fights. An- 
other "stalking horse" candidate puts up 
against her in the autumn. Mr Heseltine 
stays aloof. The stalking horse does better 
than Sir Anthony Meyer, with his 60 
votes-plus-abstentions. The contest goes 
to a second ballot. Mr Heseltine stands 
and wins. Three: the economy improves, 
Mrs Thatcher fights the next election and 
retires soon afterwards. Mr Heseltine 
stands and wins. 

Readers will note all three stories end 
the same way, though the third takes 
rather longer. In fact, the third requires a 
lot more optimism, too: if he had to wait 
until, say, 1994, Mr Heseltine would be 
vulnerable to younger challengers, such as 
Mr John Major or Mr Chris Patten. In his 


heart he must know it; which may help ex- 





plain the quickening of excitement now. 

For scared Tory MPs, the primary at- 
traction of Mr Heseltine is his ferocious 
campaigning style. His views on many of 
the vital issues—British membership of 
the European exchange-rate mechanism, 
the primacy of the fight against inflation, 
the virtue of privatisation—make him 
well placed to garner support across the 
Tory spectrum. But there is one crucial 
area of doubt: his interventionism. 


Crunching bones 

At this point, Mr Heseltine starts to look 
hurt and bemused. Yet there can be no 
doubt that he regards laisser-faire eco- 
nomics as hopelessly naive and incompati- 
ble with the obligations of modern gov- 
ernment. In his 1987 quasi-manifesto, 
"Where There's a Will", he calls for a 
greater role for the National Economic 
Development Office and recommends the 
creation of an industrial-policy committee 
of the cabinet. 

In the same book, within a few pages, 
he argues that there are heartland British 
industries, such as steel “which cannot be 
allowed to fail” and for which govern- 
ment "has an ultimate responsibility"; he 
talks of "an intelligent partnership of na- 
tional self-interest” between Whitehall 
and businessmen that could, for instance, 
chivvy shareholders of ailing companies 
to act, or encourage import substitution 
in the private sector. 

He goes further: "All the trappings of a 
continuous relationship between govern- 
ment and industry [already exist]. What is 
missing is the conviction, the consistency 
and the machinery to mobilise owners, 
managers, financiers and the workforce to 
work together within a coherent indus- 
trial strategy. There can be no such strat- 
egy while there is no centre for its for- 
mulation within government, which alone 
can draw the elements of our capitalist sys- 
tem together." Who said that? Mr 
Heseltine or Labour’s Mr Gordon Brown? 
(Or the late George Brown, for that mat- 
ter?) A successful entrepreneur with 
sound macroeconomic views, he may 
make a more attractive interventionist 
than Labour can field, but an interven- 
tionist he surely is. 

At this point many who lean towards 
Mr Heseltine, including at least one cabi- 
net minister, respond thus: “Ah, but his 
views on inflation and so on are sound. 
And given a good laisser-faire chancellor, 
Michael's industrial stuff needn't be a real 
problem." But it is always dangerous to as- 
sume that big cats don't mean it. Given 
such a chancellor, prime minister 
Heseltine would simply grin—and then 
crunch him up for breakfast. 
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RESULTS FOR 1989 





Turnover — ^ . 9,085 — B 5,706 . 
Trading profit 441 |. 360 
Profit before taxation |. 833. | 29 
Shareholders funds — 2,380. 2,198 
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Promises, promises 


West Germany's chancellor, 
Helmut Kohl, said thrifty East 
Germans would be allowed to 
swap their Ostmarks for D- 
marks at the rate of one to 
one. The black-market rate is 
five to one. Though the parity 
rate would be for small savers 
only, East Germans have sav- 
ings of 170-180 billion Ost- 
marks— potentially inflation- 
ary at either rate. 


A plan to boost taxes and 
curb federal spending in 
America was unveiled by Con- 
gressman Dan Rostenkowski, 
chairman of the House Ways 
and Means committee. He 
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BUSINESS THIS WEEK 





buying Geffen last week. 


Austria's state oil company 
OMY, is paying top dollar for 
North Sea oil and gas. It is 
buying a 5% share in the Beryl 
field from Mobil for at least 
$200m and 14% of the Dunlin 
field from Conoco for $60m 


Golden links 











Great expectations 
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line, Lufthansa, which plans — | 
to buy 26% of East Germany's. | 
airline, Interflug, is falling foul 
of West Germany’s cartel of- | | 
fice. The office says the deal, 
which might lead eventually A | 
a full takeover, will strengthen j 
Lufthansa’s market position 
too much by giving it more 


landing rights. 


General Motors joined West 
Germany's Volkswagen in an- — 
nouncing plans to replace East 
Germany s old-fashioned 
Trabant and Wartburg cars. 
Daimler-Benz signed a joint- —— 
venture deal with the East 
German lorry industry. 
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wants to raise the top mar- Almost two-thirds of foreign 
ginal rate of federal income direct investment projects by 
taxes to 33% from 28% and | American manu com- 
freeze most spending for a - — panies went to Europe ast 
year. He says this would elimi- | The price of an ounce of gold | year. Britain was the 
nate America’s budget deficit fell back through $400. Ner- favourite destination. 
by 1994, vous investors want dollars. 
Tokyo’s Teikyo University 
The Banque de France said ^ | bought Salem College in | 
that it would return 2.2 West Virginia for $20m. Going west | 
tonnes of gold to Lithuania | Teikyo also bought Loretto Ta 
if the French government rec- | Heights campus from Regis Brazil's central bank shut | 
Lithuania's indepen- College near Denver for $7m. | the country’s banks from k 
dence. The gold (worth $30m) | Any bids for Harvard? March 14th. The new presi- 
was sent to France before Rus- dent, Fernando Collor de | 
sia annexed the three Baltic The price of Higgs particles Mello, expects to announce an 
states in 1940. The Banque de | moves ever upwards. Ameri- emergency economic pac | 
France also has one tonne of , | ca'ssuperconductingsuper | immediately after taking o | 
Estonian gold but none from | collider—which should pro- on March 15th. 
Latvia. duce the Higgs, the top quark n 
and other sub-atomic — turmoil is denting 
weirdoes—is going to cost ussia’s reputation as a T 
Insurance shuffling around $8 billion, rather than | prompt payer of its trade | 
The Irish government is cut- | the $5.9 billion estimated last ebts. Western exporters | 
Christie's, a London auction | ting its stake in Irish Life As- year. complain they have not been | 
house, is to mimic its rival, surance to 34% from 90%. paid since October. Estimates | 
Sotheby's, by guaranteeing a The company, which has as- Going east of how much Russia owes run 
minimum price for the paint- sets of $7.8 billion, sells 4096 from $100m to $500m. The 
ings it sells. It will start with of Ireland’s life assurance and | Setting up a European Bank | worst non-payers: 
paintings (including a Van manages over half the coun- for Reconstruction and himexport and 4| 
Gogh self-portrait) from the try's pension funds. The gov- Development is proving Mashinoimport. E 
Bobby Lehman collection. ernment is selling to cut Ire- hard going. Officials from the | 
land’s $39 billion debt. 41 countries involved were Beverly Hills-based Columbia — 
Bids and deals more or less agreed on the Sayings and Loan says it will | 
West Germany's biggest in- bank's capital ($12 billion) put up for sale its entire $3.5 1 
MCA, an American music-to- surer, , is talking to and basic aims, but not on the | billion junk-bond portfolio. — 
movies conglomerate, is to France's Compagnie Naviga- sensitive issues of who should | Columbia was the biggest 
buy Geffen Records for tion Mixte about buying more | run it or where it should be thrift client of now-indicted d 
$500m. The deal surprised the | of Navigation's insurance based. junk-bond supremo Michael {| 
record industry— Britain's businesses. It has already Milken of now-defunct Drexel 
Thorn EMI appeared close to bought half. West Germany's state-run air- | Burnham Lambert. 
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West Germany's census: 
looking behind the numbers 


Despite opposition from 
citizens worried about 
whether their data would be 
treated confidentially, West 
Germany conducted a full- 
scale census in 1987, the first 


of its kind since 1970. For 
— | almost two decades, the 


country had had to rely for 
information on extrapola- 
tions from the 1970 results. 
However, as these figures 
became increasingly out- 
dated, the margin for error 
grew and, as the recently 
published findings of the 
latest census show, some of 
the inaccuracies were indeed 
serious. 

In 1987, over 61 million 
people were living in West 
Germany, approximately 
430,000 more than in 1970. 
The number of German 
nationals had fallen by 1.3 
million, while the number of 
resident aliens had risen by 
1.7 million. All told, 4.1 mil- 
lion non-Germans were liv- 
ing in the Federal Republic in 
the late 1980s, underscoring 
the continuing need to 
integrate foreign residents 
into West German society. 
But in view of the fact that 
non-Germans account for no 
more than 6.8 % of the overall 
population, fears that the 
country may be losing its 
recognisable national char- 
acter are obviously ground- 
less. 

The country’s German 
population is growing older. 
Moreover, its age structure 
has changed substantially 
since the early 1970s. Today, 


. only about one person in 


seven is under 15 years of age. 
However, the proportion of 


people over 65 has increased 
by almost a fifth. These and 
other, more detailed findings 
of the census will now pro- 
vide the statistical imputs for 


for the Government's em- 
ployment policy and its ef- 
forts to lower the jobless 
rate. The findings also show 
that people are entering the 


Age structure of the West German population 


E May 25, 1987 
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policy changes — e.g. in the 
area of old-age pensions; if 
action is not taken here soon, 
the viability of the pensions 
system as a whole might well 
be undermined. 

Among other things, the 
census revealed that 26.9 mil- 
lion people are gainfully 
employed in West Germany, 
some 1.1 million more than 
had been estimated. Obvi- 
ously, this important cor- 
rection will have implications 


workforce later, while older 
workers are retiring earlier — 
data that will help the country 
as a whole and also individual 
firms to make better use of the 
available manpower. 









































The findings of the census 


-with regard to housing were 


quite unsettling. For a variety 
of reasons, previous esti- 
mates of the number of dwel- 
lings proved to be too high by 
roughly one million. For one 
thing, many buildings have 
simply been demolished and 
not replaced. For another, 
some small apartments have 
been combined to form single 
larger units, thereby reducing 
the supply of flats. And, last 
but not least, what used to be 
residential property has 
frequently been converted 
into commercial premises. 
The fact that government and 
private forecasters alike did 
not have reliable data to draw 
upon has undoubtedly exa- 
cerbated the present severe 
housing shortage. 

The results of the census 
are so detailed that even local 
governments will find that 
they now have a sound basis 
for planning their infrastruc- 
ture projects and gauging 
demand for their social ser- 
vices. At the same time, the 
results have more clearly de- 
lineated a number of broad 
social and economic trends. 
Ultimately, the latest census 
figures will define the context 
in which last year's influx 
of 720,000 people from 
East Germany and Eastern 
Europe must be seen. In 
terms of their demographic 
features and professional 
background, the immigrants 
as a group differ somewhat 
from West Germans. Yet the 
Federal Republic should be 
able to deal with continued 
immigration on its present 
scale without any major social 
or economic dislocations. 
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Marrying computers with videos could create the best-selling electronics 
products of the 1990s. Then again, it could also produce the biggest flops 


T COULD be big. Really big. Maybe as 

big as colour television. This product 
combines many of the hottest-selling con- 
sumer-electronics innovations of the past 
decade: personal computers, compact discs 
and video. It has an odd name— "multime- 
dia" — but a good advertising agency should 


be able to work round that by the time the 


boxes start to arrive in the shops in large 


numbers in the summer of 1991. The only 


snag is that nobody really knows what this 
product should do. That has not stopped 
Philips, Intel, BM, Sony, Matsushita and 


. dozens of other big firms from spending mil- 
Fons of dollars trying to come up with a 


oſitable answer. l 


Multimedia is a product born of techno- - 
logical opportunity. “I Love Lucy”, Beetho- 
ven’s Ninth Symphony and “The Odyssey”. 


are all now stored on computer discs as 
strings of Os and 1s. Computers can manipu- 
late video or sound stored in this way almost 


as easily as a word processor can edit text. So - 


companies around the world are trying to 


put such capabilities together to create, well,. 


something pretty wonderful—a computer 
-that can both show and tell. 
7. Maybe there are millions of people out 
. there ready to pay for the opportunity to 
.. edit out the flaws in Beethoven's Ninth for 
themselves, but so far the commercial appli- 


. cations of multimedia have mainly been on. 
_-industrial-training courses. Peugeot uses. 


-technology developed by Philips to instruct 
= its mechanics. A single compact disc stores 
=. diagrams, text, and videos demonstrating re- 
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pairs. A mechanic can watch a demonstra- 
tion video on one part of his computer - 


screen while he calls up on another part dia- 
grams of the bits being repaired. E 

. From such humble beginnings have al 
ready sprung both a (sketchy) vision of con- 
sumer products to come and that rite of pas- 


_ sage for any technology worth its commer- 


cial salt, a- standards battle. The techno- 


logical bottleneck in multimedia is video. - 
Because tape takes time to rewind, video- - 


cassette recorders do not allow viewers to 


jump quickly from one part of the tape to 


another. Compact discs are much more flex- 
ible. But, without tricks to shrink video 
data, called compression, it is impossible to 
fit more than a few minutes' worth of televi- 
sion pictures on a compact disc. The com- 
pany which controls compression . tech- 
niques may find itself in a strong competit- 
ive position— just as those that made picture 
tubes ruled the roost in television. — 

That is what both Philips and Intel are 
trying to do. Philips is championing technol- 
ogy called Compact Disc Interactive (CDI). 
Intel is backing Digital Video Interactive 
(ovi). Though both promise to solve the 
same technological problem, the approach 
and strategy are different. 

Philips is stressing the consumer appli- 


cations of CDI, and has rallied consumer- 


electronics firms like Sony and Matsushita 


to its cause. Philips promises to launch in 


the summer of 1991 a cpr box, selling at ur- 
der $1,000, that will plug into a television 
set. For something to show on the box, Phil- 


50 titles, selling at $25-50 each, by the | 


dia works in a similar way. Also on offer wi 


. a video jukebox, and a disc called “The Sex- 


Philüpsslaunch. — 










ips has set up a joint venture with Poly; 
called American Interactive Media, to 
duce multimedia programmes. It proi 


































CDI hits the shelves. 

The programmes so far announced a 
varied lot. There are games. By twiddling 
joystick on Philips's specially designed re 
mote control, a viewer can play golf or.do 
battle with cartoon characters called x-me 
There are educational programmes: On 
lets the viewer stroll through the Smithson 
an's galleries. By pointing to, say, a spac 
craft, the viewer can call up film of th 
launch or biographies of the astronauts. A. 
multimedia edition of Grolier's Encyclope 


bea multimedia biography of Frank Sinatr 


ual Universe" (be gentle with that joystick). 
he biggest problem for Philips is that it 
has not yet fully solved the problem of co 
pressing a video signal on to à compact di 
It can compress moving pictures that cove 
part of the screen, and still pictures tha 
cover the whole screen, but it cannot yet d 
full-screen moving pictures. — — 

Intel can with its DVi system, which 
bought from General Electric whe 
firm backed away from consumer ele 
ics. Instead of building products rout 
chips, as Philips has, Intel has en 
on improving the technology and: 
censing it to others to use in their pro 
Over 100 companies have so far signed up 
including BM, which has created a prodi 
that runs multimedia. software through: 
IBM personal computer. Companies like 
Pont now use it for training. Though it 
not say who the developer is, Intel pror 
a DVI product for the home within a year 





.; Heated as the battle over v 

pression standards promises to be, i 
one of the opportunities multimedi 
create—if demand for it takes off. So: 
ers will want to store sound or video reco 
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| ings in databases, and companies - like 
— Informix, a database-software supplier, are 
- trying to find ways to oblige. Apple is work- 
_ ing on ways to help computer users to create 


their own multimedia programmes—or 


. even multimedia memos—instead of just 


playing back pre-recorded discs. Hewlett- 
Packard is now selling software, called New 


Wave, which makes it easy to put a televi- 


. sion picture (from broadcast or tape) into a 


window on a computer screen alongside a 
word-processor or spreadsheet. That might 


— let colleagues engage in a video conference 


while they work. 
If multimedia is to take off, it will proba- 


bly be because a single product catches the 
= public's imagination—as spreadsheets did 
5 for the personal computer, "Pac Man" for 


computer games, and "The Jazz Singer" for 
talking pictures. As it mixes computers, 


E sound and video, multimedia offers lots of 
- scope for such innovation. While you wait, 
—— care to listen to this version of 


hoven's Ninth we've prepared . . . 





. Joint ventures in China 


 Inscrutable 


|. SHANGHAI 


CCOUNTANCY in China is often a 


mix of the bizarre and the creative. 


.. Consider the Shanghai Volkswagen Auto- 
. motive Company, a DM500m ($300m) joint 
venture on the western outskirts of China's 


industrial heart. In. 1989 the company— 


.. owned 50-50 by the German car maker and 





four Chinese state enter- 
prises—produced fewer 
than 17,000 cars; in 1988, 
fewer than 16,000. Yet the 
company’s books in the last 
tax year show an after-tax 
profit margin handsomely 
above Volkswagen's world- 
wide targets. How is it 
possible? 

One answer is that the 
profit is in China's "peo- 
ples currency”, the 
renminbi (Rmb). The sec- 
ond answer is that, until the 
five-year-old venture has 
made 89,000 cars, China 
has to provide the foreign 
exchange for the parts im- 
ported from Germany or 
elsewhere. The third an- 
swer is that only in a state- 
distorted economy such as 
China’s could an ordinary 
Volkswagen Santana 
sold to customers, after tax, at Rmb1 78,000 
($37,800 at the official exchange rate)— 
roughly six times the price the joint venture 
could charge if it ever exports its cars. The 
answers add up to a comfortable illusion. 

The less i inspiring reality is of unused ca- 

pacity—75,000 units a year at the moment, 
which will double next year with the 
planned acquisition of a neighbouring fac- 
tory—and constant problems meeting the 
quality demanded by Volkswagen. The Ger- 


man parent has agreed to buy surplus out- - 


put from the engine plant, which is sup- 
posed to produce 340 engines a day by the 


To Wal-Mart or not to Wal-Mart... 


AMES, IOWA 


MOVE by Wal-Mart to open yet an- 
other giant store in rural America of- 

ten signals the start of an entertaining new 
game: competing studies. The one the 
mass merchandiser likes to cite is an “in- 


University of Missouri. It finds that, when 
Wal-Mart sets up shop, almost everybody 
in the area benefits. 


| dependent" study by researchers at the 
| 
| 


Horse feathers, according to Mr 
Kenneth Stone, an economist at lowa 
State University. He is the author of a 
competing study, also completed in Octo- 
ber last year, which found that many local 
businesses such as grocers, haberdashers 
and mom 'n' pop stores lose custom to the 
new Wal-Mart. Main streets of smaller 
towns for miles around are often con- 
verted into a wasteland of empty 
shops with broken windows. 

Mr Stone emphasises that he is 
not motivated by any ill-will to- 
wards Wal-Mart, a 1,400-store 
chain which has increased its an- 
nual sales from $1.6 billion to over 
$29 billion during the past decade, 
mainly by opening new stores in ru- 
ral America. “I believe in capital- 
ism,” he declares, and points out 
that his study also found that res- 


taurants, taverns and suppliers of 





Maybe it’s differential 


end of the year. So far, the plant is struggling 
to produce 70 engines a day. As the exasper- 
ated German manager explains: "Every pro- 
duction line has a local machine—the Chi- 
nese insisted—but the Chinese machines 
cannot stand up to the volume and produce 
consistent quality." 

The result is that only 800 workers are 
really needed in a factory employing 2,300. 
Official declarations that Shanghai Volks- 
wagen will eventually produce 300,000 cars 
a year and that, by next year, the local con- 
tent will reach 83.396 compared with 2896 
now, seem absurd. Because of China's con- 


building materials sometimes benefit from 
the arrival of a Wal-Mart outlet. 

Nevertheless, the study may have 
earned Mr Stone the undying enmity of 
mighty Wal-Mart, as more and more 
country towns are paying him a consul- 
tancy fee to visit and advise on the pros 
and cons of a Wal-Mart store. His diary 
currently lists consulting engagements in 
half a dozen states, including distant Mis- 
sissippi and Alabama. 

Which study should small towns be- 
lieve? Mr Thomas Keon, the associate 
dean of the University of Missouri, admits 
that the Missouri study has its weak- 
nesses. [n examining the economies of the 
14 rural counties where Wal-Mart opened 
a store in 1983-87, the study covers only 
years in which the national economy 
boomed. Neither does the Missouri study 
compare the economies of counties that 
had a Wal-Mart store with those that did 
not. Mr Keon says the $10,000 the univer- 
sity got from Wal-Mart for its "indepen- 
dent" study was not enough to go into 
such matters. 
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One in 11 werkers in Western Europe is still on the dole. Can their 
governments learn anything from Sweden, where unemployment is 


just 1.4%? 


LTHOUGH Europe's average unem- 
ployment rate has been falling since 
1985, it still stands at 996, no lower than 
in 1982, in the depths of recession. Over 


that same period America’s jobless rate 


has almost halved, from 9.796 in 1982 to 
5.396. But the European average conceals 
more than it reveals, stretching from 
17.596 in Ireland to 1.496 in Sweden. The 
biggest drop in unemployment has been 
in Britain, where the rate has almost 
halved since 1986 to 5.896. In Italy and 
Denmark, in contrast, unemployment has 
continued to climb. 

The good news is that Europe's big 


worry in the 1980s—youth unemploy- 


ment—seems to be shrinking fast, thanks 
to youth training schemes and the falling 
number of school leavers. Optimists hope 
that the declining number of entrants 
into the labour force in the 1990s will 
eliminate Europe's unemployment prob- 
lem. Not necessarily. The big worry now is 
long-term unemployment. 

Over half of Europe's 16m jobless have 
been out of work for more than a year, 
and a third for more than two years. In 
Belgium, Ireland and Spain long-term un- 
employment is about two-thirds of the to- 
tal. In America the proportion is only 896. 

Those who have been unemployed for 
a year or more often lack the required 
skills and live in the wrong areas. They 
will not easily be integrated back into the 
labour force. But without them labour 
shortages—and hence wage pressures— 
will quickly emerge. If the long-term job- 
less could be put to work, the current Eu- 
ropean expansion could run for longer 
without hitting inflationary bottlenecks. 

Practically all the increase in European 
unemployment in the 1980s was due to an 


increase in the duration of unemployment ` 


rather than an increased flow of people 
onto the jobless register. Indeed, a higher 


proportion of American workers join the 


unemployment register each month than 
do European workers; but whereas Amer- 
icans stay unemployed for an average of 
just 242 months, in France the average is 
19 months. 

Some economists point to America as 
the example which Europe should follow, 
praising America's less generous unem- 
ployment benefits, strict work-availability 
tests for benefits, weak trade unions and 
high labour mobility. But Europeans have 
a country much closer to home which of- 
fers even better lessons: Sweden. 
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At a time when observers are pro- 


claiming the collapse of the Swedish 


' model, it may seem odd to hold it up as an 


example for others to follow. True, the 
country’s X high-taxes-for-high-spending 
policy is falling apart, and centralised 
wage bargaining seems to have failed; but 
its labour-market policies are still in good 
health, and have virtually abolished long- 
term unemployment. Only 8% of unem- 





ployed Swedes have been idle for more 
than 12 months. 4 

Sweden, unlike many other European 
countries, does not allow the long-term 
jobless to rot on the dole. Instead of just 
handing out dole money, the Swedish 
government tries to get jobless people 
back into employment through placement 
and counselling services, retraining, tem- 
porary public-sector employment, recruit- 
ment subsidies to companies and mobility 
allowances tó workers. 

But such carrots go hand in hand with 
a stick. Although unemployment benefits 
in Sweden are more generous than in 
most countries, they are paid for a maxi- 
mum of 300 days. In the rest of Europe 
they go on more or less for ever. Sweden 
also has strict entitlement rules: claimants 
who refuse to take a job or a place on a 
training scheme may find their benefits 
abruptly stop. 
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ally worried about the level of benefits, be- 
lieving that over-generous ones encourage 
scroungers, some studies suggest that the 
duration of benefits and the conditions of 
entitlement may matter more. 

The problem with long-term unem- 
ployment is not just that it is painful, but 


also that it does little to restrain wages. || 


The longer somebody is out of work, the 


more his skills rust and the less attractive — 


he looks to an employer. So he becomes 


demoralised and searches for work less . 


vigorously. In effect, the long-term jobless 
cease to compete for jobs, so they exert 
little downward pressure on wages. 


When demand for labour begins to — 
grow, the short-term unemployed are 


likely to find jobs first. So wage pressures - 


quickly mount, even though total unem- - 


ployment remains high. If the long-term - 
jobless can be turned into more effective 
job-seekers, this will allow unemployment 


to fall further before inflationary pres- - 


sures force governments to slam on the 
brakes and slow economic growth. 

In the past Sweden’s stick and carrot 
helped it to keep both unemployment and 
inflation low. But wages have soared by 


11% over the past year and inflation, at | 


8.8%, is the highest in any of the main 
OECD countries. So what has gone wrong? 
Even while Sweden's manpower policies 


have helped to reduce the rate of unem- _ 


ployment consistent with stable inflation, 
disincentives caused by high taxes and 
welfare benefits have had the opposite ef- 
fect, reducing the supply of labour and 
adding to wage pressures. Second, the 
government has allowed the economy to 


become overheated, pushing actual unem- 
.ployment below even Sweden's low rate — 
. consistent with stable inflation. 


Neither factor makes the stick-and-car- 
rot approach any less potent as a weapon > 
against unemployment elsewhere. Britain 
has been one to learn the Swedish lesson. 
Before 1986 it had virtually no work-avail- 
ability test. But since 1986 the unem- 
ployed have been interviewed every six 
months and are subject to a stricter work- 
availability test. The British government 
has also introduced schemes to encourage 
the long-term jobless to join training 
schemes and start their own businesses. 
Such measures have helped to bring 


long-term unemployed has fallen from al- 
most 5096 of jobless men to 4096. 

ining and temporary-job creation 
does not come cheap. Sweden spends al- 
most 2% of its GDP on active labour-mar- 


ket measures—twice that of most Euro- | 
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Although economists have tradition- | 


about the dramatic fall in overall unem- 
ployment. And since 1987 the number of _ 
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pean countries. But since thisihelps to | —— 


shorten the dole queues, it also reduces 
the cost of unemployment benefits. 
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BUSINESS | — ta pe 
tinuing austerity programme, state-owned 
enterprises (individuals cannot buy cars) will 
not have the funds to purchase cars in any- 
- thing approaching such volumes; nor will lo- 
cal component-makers have the foreign ex- 
change to import the machinery needed to 
meet Volkswagen's quality standards. 
—. So why bother to invest in Shanghai, or 
any part of China? The simple answer is that 
| at some point—when is a matter of dis- 
3 _ pute—the world’s most populous country 
. will have the purchasing power to match. 
. The difficult question for foreign business- 
- men is whether it is worth waiting that long. 
= Shanghai's mayor, Mr Zhu Rongji, is 
one of the few officials in China to appreci- 
ate the problem. On March 15th and 16th 
an "International Businessmen's Advisory 
Council", formed at the mayor's request 
- and including luminaries such as American 
Internatio Groups Mr Maurice 
. Greenberg, were due to meet in Shanghai to 
- give Mr Zhu some helpful suggestions. 
WM Zhu is an eager listener. Last Decem- 
ber he bravely instructed Shanghai's Wen 
- Hui Bao newspaper to print an article by Mr 
‘Eoghan McMillan, the boss of Arthur An- 
dersen in Hongkong and the advisory 
group's chief consultant, which spelled out 
à problems facing joint ventures. 
= They make a discouraging list. Despite a 
- special Shanghai Foreign Investment Com- 
mission headed by the mayor which is sup- 
posed to expedite such mattters, it still takes 
on average two years to complete a joint ven- 
ture contract (Volkswagen's took seven). 
. Chinese negotiators, Mr McMillan charges, 
are ignorant of international practice; reluc- 
. tant to assume risk; prone to sign sev- 
— eral letters of intent with different foreign 
bidders for the same project. 
. .. Once up and running, joint ventures 
- face even worse obstacles. They are expected 
to earn their own foreign exchange through 
exports ꝰ but the quality of products is of- 
. ten too low to win sales abroad. Meanwhile, 
. tight monetary policy at home has depressed 
. domestic sales and led to late payments, 
. which in turn drain any foreign joint ven- 
ture of its working capital. Often the only 
way out is to use guanxi, or connections, às 
Shanghai Volkswagen did recently in per- 
. suading Mr Jiang Zemin, China's commu- 
. mist party general secretary and a former 
. mayor of Shanghai, to order state authori- 
ties to buy the factory's unsold backlog of 


-3,000 cars. 
— . Will any of this change because foreign 
. industrialists hobnob with Mr Zhu? Unhap- 
pily no. Mr Zhu is certainly impressive and 
he may be promoted to the politburo during 
-the National People’s Congress which be- 
- gins on March 20th. But he is only one man 
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the central planners. In one of Shanghai's 
int ventures, the local communist party 
»med to sack the Chinese chairman, who 

een a little too “liberal” during the stu- 
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dent protests last May and June leading to 
the Tiananmen Square massacre. The for- 
eign partner asked the mayor to help rein- 
state the man. Mr Zhu tried, but failed. 





Japan's declining trade surplus 
Import 
superpower 


TOKYO 


HE trade rhetoric between America and 

Japan, often heated, is becoming inflam- 
matory. On March 13th Mr Taro Naka- 
yama, Japan’s foreign minister, warned his 
countrymen that, if Japan does not act soon 
on American demands to restructure its 
economy, the “mutual trust that is the foun- 
dation of our relationship will collapse”. 

On the same day that Mr Nakayama 
spoke, his government released provisional 
trade figures for February which seemed to 
confirm that Japan’s trade surplus is falling 
fast. At $5 billion, February's trade surplus 
was a third smaller than a year earlier, with 
imports up by nearly 12% and exports down 
by 2%. February's drop follows January's 
current-account deficit (not seasonably ad- 
justed, unlike the figures in the chart), the 
first since 1982. 

When Japanese officials said last year 
they wanted Japan to be “an import super- 
power”, foreigners jeered. Yet signs of 
change are to be seen—and not because of 
any government diktat. If the past three 
months’ trade flows were to carry on all year, 
Japan would have a trade surplus of around 
$60 billion for 1990, compared with $77 bil- 
lion in 1989 and $95 billion in 1988. Its defi- 
cit on services is growing fast, as outflows 
due to super-spending Japanese tourists and 
the rising use of foreign ships by Japanese 
traders outweigh the inflow of interest, 
profit and dividends from investments 
abroad. Last year's services deficit was $16 
billion. This year's is set fair to grow further, 
perhaps to $20 billion. That would imply a 
current-account surplus for 1990 of just $40 
billion, less than half that in 1987. 

At this rate (but beware straight-line 
forecasting), Japan's current-account sur- 
plus could disappear by 1993 or 1994, with 
even its trade moving into deficit by the 
mid-1990s. The most striking point is that 
Japan's surplus is not mainly being elimi- 
nated by falling exports, as many expected 
when the yen soared against the dollar in 
1985-88. Exports have bobbed up and 
down, but they have mostly been fairly sta- 
ble, as Japanese firms cut costs and absorbed 
exchange-rate movements in their profit 
margins rather than in prices. Instead, the 
surplus is being eliminated by rising im- 
ports, giving the lie to accusations that Ja- 
pan is closed to foreign goods. The dollar 
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of imports rose from $113 billion in 
1986 to $193 billion last year, most of the 
rise coming in manufactures, American 
ones included. j 

So Japan's trade ows do respond to 
price changes—too well, in fact. The biggest 
threat to the decline of Japan's trade surplus 
is the current weakness of the yen. At Y152 
to the dollar on March 14th, the yen had 
fallen by some 1596 from its peak in April 
1988, and by more than that in relative pur- 


t 








chasing power, given the faster inflation in 


America than Japan. Economists at the 
Bank of Tokyo reckon that Japan's trade 
flows now respond to currency changes with 
a two-year time lag. The danger is that, if the 
yen stays weak, exports could rise again over 
the next two years and imports could fall. If 
American congressmen cry foul when Japan 
really is importing like mad, what will they 
do when it stops? 





European carmakers 


Eastward-ho 


ESPITE the risk and uncertainty, West 

European carmakers are driving franti- 
cally into the turmoil of Eastern Europe. 
Lured by never-to-be-repeated opportuni- 
ties in what they hope will be a big new mar- 
ket on their doorstep, the European Com- 
munity's producers have, for once, left the 
Japanese standing. Yet even while they 
move boldy on the eastern front, they are 
also mounting a cowardly rearguard action 
to keep the Japanese out of their mature and 
protected home markets. 

In the past week the East German car 
industry has been annexed by West German 
manufacturers. Volkswagen and Opel, the 
West German subsidiary of America's Gen- 
eral Motors, have announced joint ventures 
to modernise the East German plants which 
currently produce ancient Trabant and 
Wartburg cars. Daimler-Benz has signed a 


THE ECONOMIST MARCH 17 1990 


. IE TS ill Talal hele, 


— - t= 3 w 



































deal with the East German lorry industry to 
collaborate on the development, production 
and marketing of commercial vehicles. 

Mr Carl Hahn, Spon s chairman, 
sees East Germany as a low-cost manufactur- 
ing base only in the short term. He says that 
the unification of Germany will swiftly inte- 
grate the two countries’ car industries, so 
wage rates in East Germany will rise faster 
than those elsewhere in Eastern Europe. 
That will cheer Spanish carworkers, whose 
factories are now the low-cost European 
production base both for vw and GM. 

As it did in Spain, foreign investment in 
Eastern Europe could result in a production 
boom that puts cash in workers’ pockets, 
helping to ignite the local car market. 
Twenty years ago Spain's car industry was 
tiny; now it is the fourth-largest producer in 
Western Europe, with the fifth-largest do- 
mestic market. Exporting small, cheap cars 
to the West for hard currency will help East 
European carmakers recover the cost of 
*heir investments while currencies are un- 

onvertible. But in the (maybe-not-so) long- 
term, it is the prospect of a huge domestic 
market in Eastern Europe that has 
hypnotised Western Europe's carmakers. 
Ten-year waiting lists for cars there suggest 
pent-up demand. Last year only 2.5m 
(mostly cheap) cars were sold to Eastern Eu- 
rope’s 423m consumers, compared with 
13.5m cars to Western Europe’s much 
richer population of 411m. 

Hence the scramble east. Western 
manufacturers are relying on cultural ties 
and existing links with Eastern Europe to 
sign up partners. Italy’s Fiat helped Polski 
Fiat build cars in Poland as long ago as 1921 
and in the 1970s taught Russians to make 
their first Ladas. Under a deal announced in 
November Fiat will be building 300,000 cars 
a year in Russia from 1992 at a $1.4 billion 
joint-venture car plant at Yelabuga, south- 
east of Moscow. By 1994 Fiat expects to be 
—— at least 700,000 cars a year in East- 

n Europe 

Czechoslovakia’ s Skoda, already a big 
exporter of cars, is discussing co-operation 
with a number of western carmakers, includ- 
ing Renault. That French carmaker already 
has a joint venture in Yugoslavia. Its French 
rival, Peugeot, is hoping to assemble its new 
luxury car in Russia. Even Britain's tiny 
Rover Group is having talks with a Bulgar- 
ian engineering group interested in assem- 
bling Rover's Maestro car. 

So far, the only big Japanese carmaking 
deal clinched in Eastern Europe is a Suzuki 
joint-venture to assemble a small car in Hun- 
gary. Japanese officials are exploring other 
possibilities, but Eastern Europe remains 
principally a "study case" according to Mr 
Junji Numata, chairman of Toyota's embry- 
onic British manufacturing organisation. 

Mr Numata's immediate concern is 
what will happen to the 200,000 cars Toyota 
plans to produce each year in the English 
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Midlands. Nissan already builds cars in Brit- 
ain and Honda plans to open a factory. The 
output of these plants will feature in “ex- 
ploratory" talks which the European Com- 
mission is expected to have with the Japa- 
nese government on March 23rd about 
limits on Japanese car sales in Western Eu- 
rope after the completion of the internal 
market in 1992. West European carmakers 
want a transition period to allow them to ad- 
just to free imports. France and ltaly, the 
two countries with the toughest import bar- 
riers and (not coincidentally) the shakiest 
domestic car industries, want ten more years 
of protection. French officials have threat- 
ened to block any deal unless it also sets 


some form of control on the production of 


Japanese cars within Europe, possibly 
through local-content rules. 
Saatchi & Saatchi's tribulations 


Seeing tougher times ahead in their dc lo- 
mestic markets, Western Europe's carmak- - 
ers are already teaming up with one another — 
in order to share development costs and 
components. Renault and Sweden's Volvo 
announced a series of cross-shareholdings in 
February. A possible tie-up between Fiat | 
and Peugeot is now industry gossip. The two 
companies already collaborate to produc 
light commercial vehicles, but they dismiss - 
speculation that anything further is afoot. — 

It would be a bad match: both compa- - 
nies are too dependent on their home mar- - 
kets, which is the main reason they are seek- 
ing ventures in Eastern Europe. If Fiat, 
Peugeot and other western car producers a e 
prepared to risk getting their fingers burnt 
abroad, their balm should not be continued 


protection at home. 


Brother, can you spare a dime? 


LONDON, NEW YORK 


FTER months of appearing to ignore 
the complaints of enraged sharehold- 
ers, Saatchi & Saatchi used its annual gen- 
eral meeting on March 13th to smooth ruf- 
fled feathers. The company has indeed made 
an effort to reform. But it may be too late. 
At least for the moment, the City of 
London is giving the company the benefit of 
the doubt. The Saatchi brothers, Charles 
and Maurice, have agreed to take a pay cut 
of 30%. They will have to rub along next 
year on £437,000 ($700,000) each. At the 
meeting Mr Maurice Saatchi, previously 
available to only the most acquiescent jour- 
nalists and stockbrokers, made a great show 
of promising to pursue the queries of elderly 
Saatchi shareholders, His smooth handling 
of a dissident French shareholder won him 


applause. His performance was marred only 


by the absence of his brother, who once — 
ipie failed to conquer his natural “shy- - 

' to attend the meeting to face the in- — 
secs whose money he has spent. | 

City financiers were more impressed by 
the company's new chief executive, Mr Rob- | 
ert Louis-Dreyfus, and its new finance direc- _ 
tor, Mr Charles Scott, who together trans- 
formed an American market-research comp 
any called IMS. “At last we are getting proper 
answers,” says one London broker. 

For his candour Mr Louis-Dreyfus — 
got a £300m credit line, which more than - 
covers the group’s expected debt require- - 
ment this year of £260m. His declared strat- 
egy is to raise £90m by selling off most of the. 
group's consultancy division. Saatchi can 
then revert to its core communications busi- - 
ness—principally its two big ad agency net- _ 





Louis-Dreyfus impressed, one brother turned up 











works, Saatchi & Saatchi Advertising and 


Backer Spielvogel Bates (BsB). In line with : 


the new realism, the company may not pay a 
dividend this year. 

Saatchi is having a harder time impress- 
ing American investors and Madison Ave- 
nue. Around half of Saatchi & Saatchi’s 
business comes from America, but the 
Saatchi brothers have rarely visited the com- 
pany s operations there. Despite assurances 
from London, Wall Street’s moneymen re- 
main unconvinced that Mr Louis-Dreyfus is 
really in control. Some want the Saatchi 
brothers to leave the company's board. Mr 
Alan Gottesman of Paine Webber reckons 
that Mr Louis-Dreyfus has only until June to 

prove that he can make the company work. 
A quarter of the company's shares are 
owned by Americans. The brothers con- 
tinue to be unpopular on Madison Avenue. 
Mr Carl Spielvogel, who heads BsB, has said 
repeatedly that he is keen to buy his agency 
network and that he has the financial back- 
ing to do it. Until recently he has said that 
he would buy it only if Mr Louis-Dreyfus of- 
fered it to him. Now one supporter of Mr 
Spielvogel says that “pressure from clients 
and staff may force him to take the 
initiative". 

Precisely how Mr Spielvogel could "take 
the initiative" is unclear. He could either 
join a break-up bid for the whole of Saatchi 
& Saatchi or make a cash bid for BsB, which 
includes Dorland in Britain and Patterson 
in Australia, and hope that other invéstors 
would force Mr Louis-Dreyfus to accept it. 
One British analyst who favours such a sale, 
Mr Brian Sturgess at Barclays de Zoete 
Wedd, reckons that BSB is worth £250m. Mr 
Louis-Dreyfus remains adamant that 
Saatchi can survive without selling chunks 
of its core advertising business. 

Beyond all this lies the bigger question 


of whether global marketing companies of 


the size of Saatchi & Saatchi can ever 
made to work. Many would say that the con- 
cept of global marketing has been danger- 
ously hyped. The Saatchi brothers and Mr 
Louis-Dreyfus have no doubts. One of their 
most recent recruits to the company’s board 
is Mr Theodore Levitt, the Harvard Busi- 
ness School professor who first preached 
the gospel of globalisation. 





Soviet economic reforms 


For his next trick 


MOSCOW 


T can Mr Mikhail Gorbachev do 

with the new presidential powers that 

he won on March 15th? Answer: try to de- 

liver the comprehensive programme of eco- 

nomic reform that he has been promising 
for so long. 

For the past year Soviet economic re- 


| 74 


form has slid backwards. In 
January the government made 
its first tentative attempt at in- 
troducing more realistic whole- 
sale prices. It raised the price of 
diesel fuel, electricity ` and 
transport—but then immedi- 
ately scrapped the price rises 
after official trade unions 
threatened to go on strike. The 
freedom to trade internation- 
ally, awarded to thousands of 
enterprises over the past two 
years, has suffered a similar 
fate—with the re-imposition of 
export-licensing controls and 
the quiet refusal of state banks to release 
dollars. The banks’ hoarding of foreign ex- 
change seems to be the main reason why 
western companies are complaining of pay- 
ment delays from Soviet customers. Many 
Soviet enterprises are a month behind on 
their trade debts. In the past, such bills were 
paid on the nail. - 

At home, Soviet local authorities have 
been given the right to impose ceilings on 
the prices charged by co-operatives, the fam- 
ily-run businesses that have provided the 
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only challenge to the state monopolies 
which dominate the economy. All over the 
Soviet Union rationing has been imposed to 
allocate goods in desperately short supply. 
The economy ome more cen- 
trally controlled, not less, because of mis- 
takes in Mr Gorbachev's economic strategy. 
The government's announced intention is 
to spend this year cutting inflation. and 
switching investment from heavy industry 
to the production of consumer goods. Then, 
in 1992-95, it meant to introduce more fun- 
damental changes like a new tax system and 
banking laws. This strategy has backfired. 
The fundamental changes are being delayed 
too long. Wholesale prices are supposed to 
be revised next year, but they will still be 
fixed in Moscow. No date has been set for 
the revision of retail prices, let alone their 
decontrol. Proposals for new tax and bank- 





The cue for more reform 


ing systems remain vague. 

Without these reforms, the country's 
creaking factories are unable to make 
enough consumer goods to offer incentives 
to disillusioned and dispirited workers. This 
year the output of consumer goods is sup- 
posed to rise by 66 billion roubles ($104 bil- 
lion at the official exchange rate). That cor 
pares with an increase of only 68 billio 
roubles in the four years between 1986 and 
1989. Last year the rise is officially said to 
have been 37 billion roubles, but it clearly 
wasn’t. According to Mr Vasily Selunin, 
one of the few Soviet economists able to un- 
scramble misleading official statistics, 10 bil- 
lion roubles of last year's rise came from al- 
cohol sales, 4 billion roubles from sales of 
consumer goods from one company to an- 
other (not to consumers), and a further 16.5 
billion roubles from price rises. Even if alco- 
hol production rises by half, the current 
plan implies a rise in this year's output of 
non-alcoholic consumer goods that is about 
eight times greater than the one achieved in 
1989. 

Moscow’s policy-makers are obsessed by 
the huge savings of Soviet citizens, whose 
wages have risen so much faster than con- 
sumer-goods. production. Because of this, 
stabilising the country's finances has taken 
precedence over the provision of incentiv 
to the supply side of the economy. Most . 
the trumpeted changes—a proposed halving 
of the budget deficit, sales of government 
bonds bearing slightly higher rates of inter- 
est than bank accounts—are designed to 
soak up excess roubles, not to boost real out- 
put of the things that consumers want. 

That is why political change has had to 
precede more sweeping economic measures. 
To judge from opinion polls (see table), the 
Russian in Red Square is willing to counte- 
nance the idea of economic reform. Two 
days before Mr Gorbachev won the vote for 
the presidency, the Soviet parliament 
passed taboo-shattering laws allowing some 
limited forms of private ownership (though 
not the sale) of land and small factories. If 
Mr Gorbachev really wants to create a mod- 
ern economy, he is unlikely to get a better 
chance than now. 
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IT TAKES AN OCEAN TO DEMONSTRATE EXPERIENCE, THE SAME RIGOROUS 








THE DIFFERENCE BETWEEN THE BAE DESIGN STANDARDS THAT BRITISH 


800 AND THE NEW BAE 1000. AEROSPACE IS FAMOUS FOR. 
WITH ITS UNPRECEDENT: 4 > THE 1000 HAS A CABIN NEARLY 
ED MID-SIZE RANGE OF 4,150 THREE FEET LONGER. AND 
STATUTE MILES, THE 1000 CAN EASILY —— NEW PRATT & WHITNEY 305 TUR- 
CROSS THE ATLANTIC. THE 800 EASILY BOFAN ENGINES THAT ARE THE MOST 
CROSSES CONTINENTS WITH ITS OWN POWERFUL IN THEIR CLASS AND SIGNIFI- 
IMPRESSIVE RANGE OF 3,450 STATUTE CANTLY MORE FUEL EFFICIENT THAN 
MILES. THE COMPETITION. 
THIS DIFFERENCE ASIDE, THESE THE 800 IS THE ESTABLISHED MAR- 
TWO REMARKABLE AIRCRAFT HAVE A KET LEADER IN THE MID-SIZE CATEGORY. 
STRIKING, BASIC SIMILARITY. BOTH ARE ITS RELIABILITY IS LEGENDARY, WITH A 


BORN OF THE SAME UNPARALLELED REMARKABLY LOW MAINTENANCE 





HOURS TO FLIGHT HOURS RATIO. PRO- 
DUCTION IS SET TO CONTINUE WELL INTO 
THE 1990'S, 

BOTH AIRCRAFT HAVE CABINS FIVE 
FEET NINE INCHES IN HEIGHT, HEAD- 
ROOM FOUND IN NO OTHER MODERN MID- 
SIZE CORPORATE JETS. BOTH OFFER 
CABIN INTERIOR ARRANGEMENTS TO 
CUSTOMER CHOICE. AND BOTH REPRE- 
SENT CONSIDERABLE IMPROVEMENT FOR 


THOSE WEIGHING THE BENE- 






FITS OF UPGRADING FROM 
\ SMALLER AIRCRAFT. 
THE 800 IS 
AVAILABLE RIGHT NOW. 
1000 DELIVERIES, STARTING 

IN THE SPRING OF 1991, ARE AT 
LEAST THREE YEARS AHEAD OF THE 
COMPETITION. 

FOR MORE INFORMATION ON THE 
BAE 1000 OR THE BAE 800, WRITE: COR- 
PORATE AIRCRAFT SALES, BRITISH 
AEROSPACE (COMMERCIAL AIRCRAFT) 
LIMITED, HATFIELD, HERTFORDSHIRE, 
AL10 9TL ENGLAND, TELEPHONE 
(0707) 262345. IN THE USA: KENNETHC. 
SPINNEY, VP MARKETING-CORPORATE, 
BRITISH AEROSPACE, INC.. P.O. Box 
17414, WASHINGTON-DULLES INTERNA- 
TIONAL AIRPORT. WASHINGTON, D.C. 
20041. OR CALL 703-478-9420. 
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Going East. 
Staying Westin. 
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Westin Hotels in Asia: 

Hong Kong: Kowloon Shangri-La « Manda: The Westin Philippine Plaza · 
Singapore: The Westin Stamford & The Westin Plaza « 

Seoul: The Westm Chowan « Pusan: The Westin Chosun Beach « 

Other Westin Hotels in the USA, Canada and Mewan 

For reservations, call the Westin Hotel in your city or your travel consultant 
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“ALTHOUGH 
WE DEAL 
ON 24 
STOCK EXCHANGES, 
TO US 


THERE IS ONLY 
ONE MARKET” 


DAVID BAND, 
CHIEF EXECUTIVE, 
ON 
THE GLOBAL EQUITIES MARKET 
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It is no longer sufficient for in- 
vestment banks to offer issuer or 
investor clients advice purely on their 
domestic capital market. 

These days, after all, investors 


are focusing more and more on 


global sector trends. Not just at an 


individual country's investment 
potential. 

Thats why, at BZW, we have 
one of the world's largest teams of 
economic, fixed income and equity 
analysts. 

They provide the cross-border 
intelligence on 21 countries and 2000 
companies which backs up our ability 
to value and place securities, and 
support an after market in those 
securities, throughout the world. 

Whether it's bonds, swaps, other 
hybrid instruments or equities, we 
can now produce the right inter 
national investment package for any 
client, anywhere in the world. 

Indeed. we now have the re- 
sources to help industry and business 
treat the world as one market. 

Just as we treat it as one invest 
ment market 

To find out how David Band's 
view of the investment market could 
help your business, send your 
business card to him at the address 
below. Or telephone us in Hong 
Kong on 5-8415123 


BARCLAYS de ZOETE WEDD 


euis VESTMENT BANKING ARM OF THE BARCLAYS GROUP 


Barclays de Zoete Wedd, Ebbgate House, 
2 Swan Lane, London ECAR 3TS. 
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America’s brewing — dominates at home, where sales have lost their 


“zz. But it does not 


A American beer market is pre- 
senting Anheuser-Busch with its great- 
est challenge since Prohibition. The family- 
run company has flourished by dominating 
the American beer market under the leader- 
ship of four Busch generations. With Ameri- 
can beer sales stagnant, and likely to stay 
that way, Anheuser-Busch must venture 
abroad to keep growing. Despite its market- 
ing triumphs at home, executives are 
cdi by the challenge of pulling off the 
same coups in crowded and bruisingly com- 
petitive foreign markets. 

On the back of such popular brands as 
Budweiser ("the king of beers") and Mich- 
elob, Anheuser-Busch's share of an increas- 
ingly concentrated American market for 

has grown relentlessly, from 6.596 in 
1950 to 44.396 in 1989, with an especially 
remarkable spurt in the 1980s (see chart). 
Sales trebled from $3.2 billion in 1979 to 
5 billion in 1989, while net profit rose 
m $144m to $762m. 
prosperity is threatened by stricter 
drink-driving laws and worries about health. 
The average American swallowed 7% less 
beer in 1988 than in 1980, according to 
Shanken Communications, a market-re- 
search firm. Total sales by volume have been 
flat for the past two years. 

So Anheuser-Busch’s bosses are looking 
abroad. So far, the St Louis brewer has 
failed to benefit from the Europe-wide 
switch from dark and draught beers to 
lighter lagers. Agreements licensing Euro- 
pean companies to brew and distribute 
Budweiser locally have produced more prob- 
lems than profit. Anheuser-Busch somehow 
has to overcome European drinkers’ view of 
American lagers as weak, gassy and tasteless. 

Accustomed to beating the competition 
at home, Anheuser-Busch has sometimes 
been outgunned and outsmarted by rivals 
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how to expand internationally 


more adept at nurturing international 
brands. In Britain sales of Foster's Lager, 
promoted by television commercials that 
feature Mr Paul Hogan, the Australian star 
of the film "Crocodile Dundee", have 
dwarfed those of Budweiser. On March 8th 
Elders ixi, the debt-ridden Melbourne- 
based conglomerate that owns Foster's, an- 
nounced plans to sell off many of its natural- 
resource, agricultural and financial-services 
businesses to concentrate on brewing. This 
could make it an even more formidable op- 
ponent. A complicated swap of British as- 
sets between Elders and Britain’s Grand 
Metropolitan, announced on March 13th, 
will strengthen Elders’s already powerful 
stake in British brewing even further. 
Anheuser-Busch is thinking about buy- 
ing brewers in Europe. Mr Jerry Ritter, 
right-hand man of August Busch III, the 
chief executive and the founder's great- 
grandson, says the company could afford to 


King of American brewers 





spend $1 billion “if an —— 
tive opportunity presented itself”. He fs isn xx 
sure that it will. The price of in 
brewers, he says, is inflated by their prope ty 
holdings: for example, tied pubs in Britain. 
and city-centre breweries in West Germany. 

Mr Ritter says Anheuser-Busch is not 
interested in investing in property, nor n 
paying premium prices for breweries in 
northern European markets, where demand. 
for beer is growing slowly, if at all. Southern. 

ope is more attractive. Beer consump- 
X there is low, but growing at a good pace. 
In a fragmented market, though, it is hard to 
pick out a Mediterranean brewer worth b n 
ing. So Anheuser-Busch is also toying with 
the idea of building its own ‘ce a 
Europe. 

Whatever happens, profits from abroad 
will not flow strongly this century. So it 
home the company is determined to in- 
crease its share of the American market to 
5096 by the mid-1990s, by grabbing sales. 
from Stroh, G Heileman and other st g 
gling brewers whose long-term survival is i 
question. Sceptics are told to look at the 
1980s, when the nation’s beer sales rose by 
only 0.9% a year in volume, but Anheustie | 
Busch achieved a rise of 5.796 a year and in- 
creased its sales lead over its nearest compet- 
itor, Miller, to almost two to one. i 

That triumph emerged from a change i in 
strategy after Philip Morris, Miller's owner 
and the tobacco industry's most brilliant 
marketing machine, threw Anheuser-Busch | 
off balance with its aggressive promotion of. 
Miller and Miller Lite. In reply, Anheuser- 
Busch expanded its range of beers from 
three to five by the start of the 1980s, and 
now markets 17 brands. It still relies most on — 
three basic brands: Busch, a cheap beer 
aimed at the sort of people who go bowling; 
Budweiser, a mid-market product ad 
heavily on television broadcasts of ill, 
motor racing and football; and Michelob, a 
premium product aimed at the golfing and 
tennis set. 

Natural Lite and Classic Dark bra 
have been added, along with light (low — 
rie) versions of Budweiser and Michelob and 
a "dry" (little after-taste) version of | 
elob. The company is importing three beers | 
from Carlsberg, Denmark's largest brewer, 
to blunt the foreign challenge. It is also pro 
ducing two losers in-house: a low- 
beer and an almost-no-alcohol one. Hardly — 
anybody drinks them, but they are there ^ 
appease the neo-Prohibitionists, who want 
to make it as socially unacceptable to drink | 
beer in America as it is to smoke—a cam- - 
paign that has has scared Anheuser-Busch — 
into running advertisements to encourage - 
people to drink less ("Know when to say © 
when"). With most of its business in Amer- 
ica, the company cannot afford to let Ameri- — 
can beer drinkers become stigmatised as | 


anti-social. 
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oinir g forces to create one of the world’s leading health care companies | 


. is already proving to be a formula for success. Since the merger, busines 





momentum continues tobe g 
i i aed. Trading profits 
year, with improved perform- 


ances, particularly by the 
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| growth. Our integration and restructuring plans are progr 





- As for the future, well, we've never felt better. 
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ouper-regionals lead in the 
national banking race 


NEW YORK AND CHARLOTTE, NORTH CAROLINA 


By the middle of the 1990s maybe a dozen megabanks will 
American banking market. 


dominate a national 
today’s super-regionals 


EN years ago they did not exist. Today 
there are over 20 of them, with com- 
bined assets of more than $600 billion. They 
are America’s super-regional banks. These 
muscular newcomers are based outside New 
~" rk and operate in more than one state. 
ey are well-capitalised and account for a 
fifth of America’s banking assets of $3.3 tril- 
lion. They want a bigger slice of America’s 
emerging national-banking market as barri- 
ers to interstate banking crumble. 

The super-regionals grew up in the late 
1980s following a Supreme Court decision 
which punched holes in the 1927 Pepper- 
McFadden act. For more than half a cen- 
tury, to prevent a concentration of financial 
power, McFadden kept America’s banking 
system fragmented by stopping banks based 
in one state from having full branches in an- 
other. Following the Supreme Court ruling, 
various states passed laws allowing out-of- 
state banks to open in their states, providing 
the other states offered the same concession. 
Regional banks emerged and rapidly out- 
shone the big money-centre banks. 

In 1983 the average return on equity for 
the (then) regionals was around 14%; by 
1986 the super-regionals had raised it to 

ut 16%. Their net interest margin (inter- 
~-~- income expressed as a proportion of fi- 
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nancial assets) had incresed from 4.75% to 
4.9%, Average annual earnings were up 
over 60% at around $200m. Compare that 
to the performance of the New York money- 
centre banks. In 1986 they had an average 
return on equity of barely 1496 and a net 
interest margin of 3.5%. 

Since then the pace of growth among 
the super-regionals has slowed. By the end 
of 1989 net interest margin had fallen to 
about 496, and profits were increasing by an 
average of just 1196 a year. The reasons? 
Some American regions have been growing 
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more slowly, while financial deregu- 
lation has driven up the banks’ cost 
of funds. Some super-regionals 


property loans. This group of banks had a 
total of more than $80 billion in commer- 
cial-property lending at the end of 1989. 
The grisliest tales come from New England. 
The Bank of New England all but collapsed 
after notching up losses (mainly on property 
loans) of $1.1 billion last year. Two other 
New England banks—Bank of Boston and 
Shawmut Corp—are also suffering. Some 
banks in Florida and Arizona are in the 
same boat. Super-regionals have increased 
their provisions by over $8 billion this year. 

Even so, the super-regionals have fared 
better than the money-centre banks. For the 
top six such New York banks, net interest 
margins in 1989 averaged 2.7%; return on 
equity averaged 10.6%; and all bar Citico 
made whopping losses thanks to write-o 
of third-world debt. (Excluding those provi- 
sions, the six earned $3.5 billion.) 

Those super-regionals that avoided the 
worst excesses of property lending, or those 
blessed with a strong regional economy such 
as California or the south-eastgrn states, 
have gone from strength to strength. They 
will be among the top national banks by 
1995. Between 1985 and 1989 the assets of 
the 20 odd super-regionals grew by around 
50%, compared with roughly 20% for the 
six big money-centre banks. 

The banks that have prospered have a 
clear strategy, which is to concentrate on 
what they do best. Top of the heap is North 
Carolina's NCNB Corporation. It tries to be 
dominant in the markets for those busi- 
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have also been caught with duff commercial- _ 
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and Maryland and now has 657 
branches. 

Galifornia’s Wells Fargo 
and Banc One, based 
, in Columbus, 
Ohio, are also 







first-class spe- 

Q cialist retail 

P banks. The 
much-admired 


Banc One now runs 54 
banks in a clutch of states 
including Texas and Indiana. Banc One has 
increased its net income from $205m in 
1985 to $362m in 1989. Wells Fargo is an 
expert cost-cutter. It has the lowest cost-to- 
income ratio of America's top 20 banks. 
PNC Financial, based in Pittsburgh, and 
Fleet/Norstar with its dual headquarters in 
Albany, New York, and Providence, Rhode 


condominium builders, one of the hard- | 





than $60 billion and profits to $450m, up 
80% on 1988. This is partly due to NCNB’s 
acquisition last year of First Republic Bank 
Dallas, a failed Texan bank with $25 billion 
in assets. Spruced up by NCNB, it made 40% 
of the bank's fourth-quarter profit. From its 
base in Charlotte, NCNB has expanded into 
Florida, South Carolina, Georgia, Virginia 


nesses it sees as 

its most profitable: 
lending to individuals, to 
medium-sized companies and for 
property purchases. Ten years ago the 
bank had assets of $7 billion and profits of 
$48m. By last year assets had grown to more 


Not Brahmin, just booming 


PROVIDENCE, RHODE ISLAND 


GENERATION ago Fleet National 

Bank (then called Industrial Nation- 
al) was a small-town bank with an unusual 
speciality: it financed the jewellery trade 
in north-eastern America. Now it is the 
dominant partner in one of America's 
fastest-growing and most gung-ho banks, 
Fleet/Norstar Financial Group. With $33 
billion of assets, the group, born of a 1988 
merger with Norstar Bancorp of New 
York state, is America's 16th-biggest 
bank-holding company. 

Fleet/Norstar is based both in Provi- 
dence, Rhode Island, and in Albany, New 
York. lt has emerged almost unscathed 
from New England's economic slowdown. 
Its success contrasts with the decline of 
more Brahminic rivals. While the Bank of 
New England lost $1.1 billion in 1989, 
Fleet/Norstar had a record year, with net 
income at $371m, up 1196 on 1988. Its re- 
turn on equity was a spanking 17%. 

Fleet/Norstar walks on three legs. Two 
are conventional regional banks, the third 
a fast-growing non-banking group. Its 
banks account for the bulk of its assets: 
$15 billion in the five New England 
banks, $12 billion in the New York ones. 
Both banks made about 70% of 
Fleet/Norstar's 1989 profits. Its non- 
banking financial services group earned 
only $109m—but that was a 26% increase 
over 1988. 

The prize performer is the consumer- 
finance firm, based in Atlanta. This has 
assets of $1.8 billion and operates a hugely 
profitable business in 27 states. In 1989 it 
put $43m into Fleet/Norstar's coffers. 
The mortgage group is the second-biggest 
earner. It charges fees for handling the pa- 
per-work on $42 billion-worth of mort- 


B2 


gage loans. The securitisation of mort- 
gages has made this a booming business. 
Fleet is the number-two administrator of 
mortgages in America, after Citicorp. It 
added to its fee-earning processing busi- 
nesses in 1986 when it bought AFSA Data, 
America's third-largest student-loan pro- 
cessor. 

Diversification and the merger with 
Norstar have left Fleet/Norstar with only 
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Atlanta: the jewel in Fleet’s crown 


38% of its assets in New England (as 
against 90% or so for Bank of New Eng- 
land). The bank's figures also look good in 
other troubled sectors. It has a modest 
16.5% of its loan portfolio in commercial 
property, and only 7.5% of its loans out to 
New England developers. Less than 1% of 


its commercial-property loans are out to 


est-hit businesses in New England. The 

bank stopped new lending to such devel- 

opers in 1987. 

Not that the few loans Fleet/Norstar 
made are doing well. The bank’s non-per- 
forming loans rose by about $170m in 
1989. Half the fourth-quarter rise in non- 
performing loans was due to New England 
property loans. A crumb of comfort for 
shareholders is that, at $341m, the bank's 
provisions are still 796 higher than non- 
performing loans. 

Fleet/Norstar could do with an infu- 
sion of new deposits. lt relies 
heavily on funds from the money 
market. Even after gulping down 
Norstar's $10.4 billion of deposits, 
Fleet/Norstar still has a low ratio of 
deposits to assets of about 65%. 

The bank uses commercial pa- 

per and slugs of long-term debt to 
finance much of its non-bank busi- 
ness. Most of this is raised at the 
holding-company level and at the 
end of 1989 it totalled $6 billion. 
the bank had $2.3 billion in equity. 
The danger for investors in this 
debt is double leverage: if things 
turn sour at any of Fleet/Norstar's 
banking subsidiaries, regulators 
may well not let any money be 
transferred from them to the hold- 
ing company to service its debts. 

Fleet/Norstar's ambition is to 
increase the proportion of its non- 
banking profits from 3096 of the to- 

tal to 4096. Organic growth may not get it 
there, although it hopes to grow bigger in 
consumer insurance (another of its At- 
lanta-based non-bank businesses). Take- 
overs may be necessary. It is already rum- 
maging through some of its rivals' 
operations in New England to see what 
might be worth salvaging. 
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The Bank of 
stockmarket 


A TOKYO'S stockmarket galloped 
into the oriental year of the horse, 
local pundits vied to predict glorious new 


` heights for the Nikkei 225-share average. 


From a peak of 38,916 on December 29th, 
it was bound to race towards 45,000 dur- 
ing 1990, was it not? Or 50,000? 55,000? 
Well, there’s still time. But, with the mar- 
ket down 16% from its December peak, 
including a 4.8% drop between March 
12th and 14th, the new fad is one- 
downmanship. The Nikkei will fall, 
the pundits now say, to 25,000, to 
20,000, even to 18,000. 

Things do look gloomy, if not 
yet apocalyptic. The omen the mar- 
ket is paying most attention to is 
the yen-dollar rate, not because of 
any direct effects of exchange-rate 
changes, but rather as a proxy for 
the future course of Japanese inter- 
est rates. Every slip of the yen (on 
March 12th it had fallen past ¥152 
to the dollar) convinces the market 
that the Bank of Japan will have to 
raise interest rates higher and 
higher in order to support the yen 
and to avert inflation. Higher rates 
make fixed-income securities more 
attractive relative to equities. They 
squeeze economic growth, and, 
most of all, they mop up the liquidity on 
which the equity market has floated for 
the past few years. 

The stock and currency markets al- 
ready assume that the Bank of Japan will 
raise its official discount rate from 414% 
to 5% or 544%, probably on March 20th. 

t is at issue is how much further it will 
ise after that, which partly depends on 
whether higher rates make any difference 
to the yen. The central bank's tightening 
of monetary policy remains controversial. 
Top bankers in Tokyo accept reluctantly 
that it may be necessary, but feel the Bank 
of Japan has used too much talk and too 
little action, unsettling markets. Most of 
the Bank's overlords at the Minis- 
try of Finance now agree that infla- 
tion needs to be averted. 

But the ministry's top interna- 
tional official, the forceful Mr 
Makoto Utsumi, disagrees. He ar- 
gues that inflation is not a big dan- 
ger (the latest annual rise in con- 
sumer prices was only 396) and that 
sharply higher rates risk financial 
collapse. His critics say, however, 
that Mr Utsumi, whose reputation 
for political nous exceeds that of 


Japan's dancing bears 





apan is about to raise its discount rate. Tokyo's wobbly 
nows that there are more rises to come 





MARKET FOCUS 


his economic understanding, is merely 
kowtowing to his equivalent in America’s 
Treasury, Mr David Mulford: higher rates 
in Japan and West Germany are unwel- 
come to an America that is trying to ease 
its own interest rates down. 





Bowing to America and to the holy 
grail of “policy co-ordination” is at the 
heart of Japan's problems. To help sup- 
port the dollar in 1985-88 Japan lowered 
its discount rate to 2.596 (the lowest for 
2,000 years, as some Tokyo bankers like to 
put it). Such a loose monetary policy en- 
couraged stock and property prices to 
soar, while only the yen's strength held 
the inflationary consequences at bay. 

Now that the yen has turned, the cen- 
tral bank fears an inflationary psychology 
could take root as high land prices feed 
through to rents, and wage claims rise to 
exploit Japan's labour shortage. Japan's 
real GNP has grown by 596 in each of the 
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past two years, which the central bank be- 
lieves is above the country's noteinflation- 
ary potential. There is little sign yet of - 
1) 


much of a slowdown in economic growth: 
forecasts for 1990 range from 4% to 5%. 
So the Bank of Japan wants to concentrate 
its monetary policy on domestic targets 


rather than international ones, which im- — 


plies higher rates. It also implies the death 


of international co-operation over ex- . 


change rates. As seen in Tokyo, the trou- 
ble is that West Germany, America and 
Japan all want their currencies to be 
strong at the same time, which is impossi- 


ble. Something has to give, and at the mo- | 


ment it is the yen. 


Walking on water 


As long as this continues, the stock- 


past five years have been due 
largely to Japan’s abundance of li- 
quidity. A loose monetary policy 
was not the only reason for that—a 
$70 billion-a-year current-account 
surplus also helped—but it was an 
important one. This year’s current- 
account surplus could be only half 
as much as 1987's, and mon 
growth will be choked by higher in- 
terest rates. Some short-term rates 
are over 5% in real terms, sky-high 
by Japanese standards. 

Mr Charles Elliott, head of re- 
search at Goldman Sachs’s Tokyo 
brokerage office, measures the ex- 
cess liquidity behind Tokyo’s mar- 
ket by the gap between growth in nominal 
money supply and in nominal GNP—now 
2%, the lowest since 1985. 

To gauge what that might mean for 
share prices, Mr Elliott has compared the 
price/earnings ratios for the most widely 
traded shares in the market’s main sectors 
in 1983-85 with those at the close of trad- 
ing on March 14th (see table, which 
makes ghastly reading). Even after the 
market's recent slide, price/earnings ra- 
tios for these stocks—the sort most often 
held and traded by institutions—are two, 
three or sometimes eight times higher 
than the last time liquidity was short. 

It has not been all bad in Tokyo. The 
shares of exporters, which will ben- 
efit hugely if the yen stays weak, 
have fared well, as have those of 
small firms. The over-the-counter 
market is less than 196 below its 
peak, and Tokyo’s “second sec- 
tion" of middling shares has also 
been on the up, as investors search 
for hitherto neglected bargains. But 
these fry are too to attract 
much interest from the really big 
investors. They will stick to the 
market's first section. Or to cash. 
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market will be weak. The spectacu- 
lar rises in share prices over the ||. 
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Island have opted to diversify. Set up in 
1983, PNC has assets of more than $40 bil- 
- lion and equity of $2.7 billion. It gets 
- roughly a third of its net income from trust 
and fee business. It sprawls across New Jer- 
— sey, Delaware, Pennsylvania, Kentucky, In- 

. diana and Ohio, with 24 full-scale banks and 
529 community-banking offices. 

Fleet/Norstar runs two regional banks 
and several non-bank businesses, which 
. contribute close to 30% of the parent's net 
income. Other successes include two smaller 
super-regionals, First Wachovia in North 
Carolina, and NBD Bancorp of Detroit. They 
have avoided big mistakes and have main- 
tained steady, if not racy, growth. Each has 
= assets of around $25 billion and capital of 

» around $1.5 billion. 
E Through takeovers, the super-regionals 
. have stolen a big lead on the money-centre 
— banks. Since 1985 there have been more 
— than 3,000 bank mergers in America. Many 
.— of these were tiny deals but more than half 
their value—a total of about $500 billion— 
is accounted for by growing super-regionals. 
. Ten years ago there were no regional banks 
— among America's biggest, ranked by market 
capitalisation; today there are four. More 
are likely to join their number. The super- 
regionals are financially strong enough to 
— take advantage of the legislation to bail out 
— the thrifts, allowing banks for the first time 
— to buy healthy ones. So they can continue to 
grow fast by acquisition. 

As interstate regional banking agree- 
|J ments expire across America over the next 
- few years, the money-centre banks may be 
. reluctant to enter the nationwide market. 

Of the New York money-centre banks, only 
.. Citicorp has worked hard to break free from 
the interstate banking laws designed to keep 
it penned in. It now has a small chain of 
—. banks and thrifts in eight states including 

California, Florida and Arizona. Citicorp 
- has about 30% of its total assets outside New 
York state but in America. More important, 
it has used electronic networks and direct 
. mail to build a national bank on the back of 
its credit-card business. 

The wholesale merchant-banking strat- 
- egy pursued by Bankers Trust and J.P. Mor- 
gan has made them increasingly unwilling to 
. pursue national banking. Manufacturers 
- Hanover has chosen to sit tight in New 

— York. Chemical Bank, however, has 32% of 
its total assets outside the state but in Amer- 
ica, mainly in its Texas and New Jersey 
banks. It has made $3 billion of provisions 
— jn the past three years and might be hard 
pushed to expand further. Chase Manhat- 
. tan is reckoned to have less than 10% of its 
. assets in its banks in Florida, Arizona, Ohio 

and Maryland. All three big banks will need 

to sprint hard if they are to catch the super- 

regionals and to avoid being overtaken by 

— pore-banks, who are ever more eager to join 
the race. 
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Acts of settlement 
POSSE of financial high-ups in- 
vaded the City of London’s Man- 

sion House on March 14th. It included 

Mr Richard Breeden, chairman of Amer- 
ica’s Securities and Exchange Commis- 
sion, Mr David Walker, in charge of Brit- 
ain's Securities and Investments Board, 
and Mr Robert Owen, the head of the 
Securities and Futures Commission in 
Hongkong. Also there were the heads of 
several stock exchanges and banks, in- 
cluding Mr John Reed of Citicorp and 
Sir David Scholey of Britain's S.O. War- 
burg. Their combined intent? To confer 
urgently on a subject most senior bank- 
ers once left to back-office minions: the 
clearing and settlement of equities. 
This subject has not induced quite so 
many yawns from senior chaps ever since 
a huge growth in cross-border share trad- 
| ingcoincided with the curbulence of the 
October 1987 world stockmarket crash. 


= 





The last of the consortium banks 








That brought home tb securities houses 
and investment banks the fact that clear- | 
ing and settlement (essentially, the busi- 
ness of ensuring that, when shares | 
change hands, the cash to pay for them 
does too) was (a) costly when handled 
inefficiently, as it was in most countries, | 
and (b) fraught with counterparty, event 
and credit risks. As cross border share 
trading grows, those risks are com- 
pounded by the disparate ways in which 
domestic markets settle their trades. 

A year ago an international think- 
tank on financial markets, the Group of 
Thirty, laid down a framework for im- 
proving domestic settlement systems and 
for making them more compatible. At 
the Mansion House, the Group of Thirty 
reviewed its year's goading of backward 
share markets. London's International 
Stock Exchange, for one, has felt the 
prod. It was able to tell che group that it 
had—at last—secured agreement in the 
City for a £50m ($80m) paperless settle- 
ment system called Taurus, which is due 
to be up and running by 1992. If Taurus 
meets its deadline, only a decade will 
have passed since it was first put forward 
at the exchange as a way of replacing the 
current paper-bound system. 

Meanwhile, spare a thought for the 
Mansion House posse. Though the 
Group of Thirty was thoughtful enough 
to deliver its findings in a single day 
rather than over a five-day rolling confer- 
ence, yawns were being stifled by the end 
of it. Even at the start, when the City of 
London's mayor (whose home is the 
Mansion House) stood up to speak, 
bankers were seen slipping out to admire 
the mayor's fine Frans Hals. How well he 
would have painted these worthies. 


Bad day for Librans 


EW bankers are willing to boldly go 

where no others have gone before. In- 
stead, when faced with a new market, as they 
were in Latin America in the 1970s, many 
banks’ instinctive reaction is to band to- 
gether in a consortium. 

Those banks plotting new strategies for 
Eastern Europe should steer clear of such 
hand-holding. The announcement on 
March 14th that yet another consortium, Li- 
bra Bank, is to close, provides further evi- 
dence that the club approach to banking 
does not work. 

In theory, a consortium is a good idea 
for banks with little or no experience of a 





new market. It allows them to pool their ex- 
pertise with sophisticated partners, to plug 
into an international office network, and to 
use the consortium’s combined financial 
muscle to make large loans that would have 
been beyond the reach of individual mem- 
bers. In practice, though, these consortiums 
end up self-destructing. 

At the end of 1988 European-Brazilian 
Bank gave up its banking licence; last Sep- 
tember another consortium bank, 
Intermex, transferred half of its $800m debt 
portfolio to its parent banks, though it is 
still in business. Eulabank was not so lucky. 
Last December its shareholders decided to 
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throw in the towel and liquidate the 
bank’s $900m loan portfolio rather 
than find an extra $2Q0m in capital so 
that the bank could almost double its 
provisions. * 

The decision to close Libra pro- 
vides further evidence of the difficul- 
ties involved in running consortiums. 
Set up in 1972, the bank's 200 staff 
specialised in lending to Latin Amer- 
ica. Its biggest shareholders include 
America's Chase Manhattan, with a 
23.696 stake, and the Royal Bank of 

West Germany's West- 
Deutsche Landesbank and Japan's 
Mitsubishi Bank. Each of these last 
three hold a 1096 stake. 

While the good times rolled in Latin 
America, the bank minted money and 
shareholders reaped the dividends. With 
the onset of the debt saga, Libra, like its 
counterparts, lost its shine. 

Nevertheless, the bank, which holds 
- 1.4 billion of dodgy third-world debt, has 

xked hard to boost its pre-tax profit, 
which totalled £24m ($38m) in 1988. By 
building up a canny team of asset traders, 
Libra has made its loan portfolio sweat. Last 
year the bank is said to have traded some 





$11.5 billion of loans, making it one of the 
three biggest asset traders in the world. The 
income from this, together with fees from its 
corporate-finance operation, has helped Li- 
bra more than cover its operating expenses. 

This has not been enough to satisfy all 
the bank's shareholders. After injecting 
$450m of fresh capital into Libra in 1988 to 
bring its provisions up to 3296 of its debt 
portfolio, the consortium members were 
asked to dig into their pockets again in Janu- 
ary for some $430m to boost the level to 
5096, in line with the Bank of England's 






















guidelines. One junior shareholder, 
Britain's National Westminster Bank 
which owns 5% of Libra, wanted pro- 
visions to be raised to around 70%, 
the level it has used for its own third- 
world debt. 

Chase Manhattan, whose provi- 
sions cover just 51% of its $6.5 billion 
third-world debt, and some other 
shareholders objected. NatWest, 
which last year sold about $500m of © 
dud loans or 30% of its portfolio, was 
in no mood to compromise. It wants 
to be rid of its debt problems once 
and for all. That did not square with - 
the prospect of putting more capital- 
into Libra if Latin America's problems wors- 
ened. So, at a board meeting earlier this - 
month, a decision was taken to close the 
bank by the end of the year. Libra’s loan 
portfolio will now be shared out among its | 
shareholders, with Chase Manhattan taking 
the biggest chunk of around $400m 
deducting last year's profit. "n 

Now that banking has become a global - 
business, bankers no longer need to hold 
hands when testing new markets. The failed 
marriages of the 1980s should help them 
avoid future entanglements. 
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Nigeria's foreign debt 


Needy poor 


LAGOS 


Wii debt-service payments of $3.3 
billion due this year—31% of its fore- 
cast exports—Nigeria will warn its commer- 
cial creditors at a meeting in London on 
March 19th, and its official creditors later in 
the year, that it needs substantial relief from 
its debts if its fragile economic reform pro- 
gramme is to succeed. If anything, things 
look set to get worse, not better. Debt-ser- 

> payments will average more than $4 bil- 
«x1 à year during the 1990s. With the aver- 
age Nigerian's real income down by more 





than 7596 since 1980, to below $300 a year, 
the government believes it deserves help. 

Whether it will get it is another matter. 
Last month France rejected Nigerian re- 
quests for debt relief and for soft reschedul- 
ing terms. The French insist that Nigeria be 
treated the same as their protégé, lvory 
Coast. Britain and the World Bank back Ni- 
geria, saying the economic reforms it has im- 
plemented should be supported. Nigeria has 
met the targets of its IMF programme 
through a draconian credit squeeze that 
doubled interest rates. 

Although Nigeria has an IMF pro- 
gramme, it has not drawn money from the 
Fund because of strong internal opposition 
to such borrowing. The present stand-by 
agreement lapses at the end of April, but a 
replacement is being negotiated. The coun- 
try may not qualify for a cheaper ten-year 
loan from the Fund (called an Enhanced 
Structural Adjustment Facility or EsAF). Un- 
til recently Nigeria was rated as a middle-in- 
come oil exporter. Even now, when it has 
slipped into the low-income category, it still 
has oil earnings of at least $9 billion a year. 

Just under $5 billion of Nigeria's $32 bil- 
lion foreign debt is commercial borrowing. 
Interest on this costs $600m-750m a year. 
Should Nigeria get a big ESAF loan, it would 
like to use the money to reduce commercial- 





bank debt by buying it back at a discount. 
Domestic political opponents of MF borrow- 
ing might go along with this. 5 
Whatever form it takes, debt-relief is vi- _ 
tal. Imports this year are forecast to be less - 
than $7 billion, compared with $19 billion — 
in 1981. Nigeria's economy needs to grow at- 
more than 5% a year to recoup the ground 
lost in the 1980s. Even then, with its popula- 
tion growing at 3.3% a year, it could take 50 - 
years for Nigeria to regain the living stan- 
dards it enjoyed at the peak of the oil boom. — 











East European development bank 


Kill that Berd 


PARIS 


OR Eastern Europe, its own develop- - 

ment bank looked a little closer this - 
week. Meeting in Paris on March lOth-11th, | 
41 delegations—the OECD countries, the — 
Eastern Europeans and the Russians, several - 
smaller countries and institutions of the - 
EC—agreed on what the bank should do, - 
and roughly how much capital it should - 
have. But they still have to decide where the 
bank should be, and how much lending - 
should go to the Soviet Union. | 

countries would be content if the 

starting capital for the bank, known official- _ 
ly as the European Bank for Reconstruction 
and Development (it takes its acronym, — 
BERD, from its title in French), were around - 
10 billion ecus ($12 billion). The French, 
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whose president, Mr Francois Mitterrand, 
suggested the idea of the bank last Novem- 
ber, wanted 15 billion ecus. The Americans, 
British and Japanese thought this too much. 

ere is near-agreement also on how to 
divide up the capital and, with it, the seats 
on the 22-member board of directors. Bar- 
ring further changes, the big countries— 
America, Britain, France, West Germany, It- 
aly and Japan—would each kick in 8.6% of 
the capital. Taken together, the 12 EC coun- 
tries plus the European Commission and 
the European Investment Bank would put 
up 51% of the capital. 

Tougher is the question of Russia. Ev- 
erybody accepts that it will put up capital— 
6% on present plans. But because Russia is 
much the biggest, and in some ways, the 
neediest of the eastern borrowers, the 
bank’s designers want some way to limit 
loans to the country. 

Almost every EC country, plus Austria, 
Czechoslovakia and Hungary, is ready to of- 
fer its capital as headquarters for the new 
bank. In return for London as the bank's 
home, the British, it is said, would back Mr 
Jacques Attali, Mr Mitterrand's aide, as its 
president. The bank was largely Mr Attali’s 
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Still more bridges to 


brainchild, and the French would like it 
based in Paris. 

The Americans have been cool about 
the whole idea of a separate European bank. 
They do not like the influence of the Euro- 
pean Commission in the proposed bank, 
nor do they want to pay in their capital in 
European currency units, since they will 
then have to pay more if the value of the 


dollar falls against the ecu. They are also 
against giving the European Investment 
Bank a seat on the boerd. 

Recalling state-built white elephants 
paid for with westefn development aid . 
throughout the third world, the Americans 
and the British were keen that the bank lend 
exclusively to the private sector. But the pri- 
vate sector is so small in Eastern Europe that 
other Europeans argued that the bank 
would have nothing left to invest in unless it 
gave loans for infrastructure, which a grow- 
ing private sector will need. 

None of this explains why a new region- 
al development bank is needed. So far there 
has been no shortage of private-sector inter- 
est in buying up East European industries. 
Nor is the early record of other regional de- 
velopment banks reassuring. In 1989 there 
were three (fairly critical) reports that 
looked at the Asian Development Bank, the 
Inter-American Development Bank and the 
African Development Bank. All three re- 
ports suggested that the banks should co 
centrate less on financing investment pr 
jects, and spend more of their money and 
time on persuading or paying governments 
to promote sensible economic policies. 





Paine Webber 


Boring, but making money 


NEW YORK 


N WALL STREET today, to be boring 

is to be virtuous. With 50,000 jobs al- 
ready lost in America's securities industry, 
the 1980s game of betting large sums of 
money trading securities or lending to, and 
investing in, leveraged buy-outs is over. 

The sober mood explains why Paine 
Webber is catching the eye of bargain-hunt- 
ing investors as one of Wall Street's least- 
badly-run firms. Two investment-manage- 
ment firms, Mutual Shares and Tweedy 
Browne, which specialise in buying out-of- 
favour shares, each own stakes of more than 
5% in the 1 10-year-old securities firm. 

Paine Webber's shares are also cheap. 
They sell at the biggest discount to net asset 
value of any leading Wall Street firm—$17 
against a book value of $26 per share. Com- 
pare this with Shearson Lehman Hutton, 
which in January tried to sell its shares for 
$12 when its net asset value (minus funny 
money) was only $3. Unsurprisingly, inves- 
tors balked and the equity offering was can- 
celled. American Express now has to take 
the unsellable Shearson private. 

Though Paine Webber never made the 
big deals during the debt-crazed 1980s, it 
also avoided the duds. Because of its reputa- 
tion for thriving on mediocrity, Paine Web- 
ber may be comparatively well placed in án 
industry which is now shrinking. The firm 
has a strong balance sheet, with $500m in 


excess regulatory capital. That is one reason 
why it has bought back 1896 of its outstand- 
ing shares since 1987 and, according to Mr 
Donald Marron, its chairman, why it plans 
to buy back another 10-15%. 

Paine Webber employees own 1696 of 
the company and Mr Marron nearly 396. 
There also is a seemingly stable long-term in- 
vestor in Yasuda Mutual, a Japanese life-in- 
surance firm, which has an 1896 stake (in 
convertible preferred shares) and has signed 
a 20-year standstill agreement. 

Mr Marron, a former analyst and co- 
founder of Data Resources, which he sold to 
McGraw Hill in 1979 for $103m, has been 
chief executive since 1980 and chairman 
since 1981. Known within the firm to have a 
deep aversion to risk, Mr Marron has pre- 
sided over a balanced, four-pronged busi- 
ness consisting of retail sales, money man- 
agement, institutional sales and specialised 
investment banking. 

Mr Marron also has remained doggedly 
loyal to a now largely completed five-year- 
old strategy, which had three mundanely 
sensible parts. They consisted of buttressing 
the balance sheet by building equity; spend- 
ing $250m to replace the firm's antiquated 
settlement and trading systems; and stream- 
lining management. 

Mr Marron has never strayed far from 
this ploddingly worthy path by betting on 


fads. Paine Webber never went in for a crazy 
expansion in London. It has a modest port- 
folio of merchant-banking investments, in- 
cluding a $90m bridge loan to Canada's 
Campeau against which it has reserved 
around $20m (which is probably inade- 
quate). Against this, Paine Webber made 
about $80m buying and selling National 
Car, a rent-a-car company, and it also 
earned $35m in fees and interest on the 
Campeau deal. 

Mr Marron's dislike of risk may now pay 
off. Paine Webber, which in 1989 made a 
profit after taxes of $52m on revenue of $1.7 
billion, looks better placed than bigger rivals 
in the vital retail-broking business. Both 
Merrill Lynch and Shearson are too bloa 
for current stockmarket trading volutucs 
and will be forced to sack thousands of em- 
ployees in coming months. Paine Webber 
has already done most of its axing. It is also 
much smaller and so should be easier to 
manage. It has 13,000 employees against 
Merrill's 37,000 and Shearson's 35,000. It 
employs 4,500 retail brokers, one-third the 
number of the other two. 

Paine Webber began to show its colours 
in 1989. Retail broking-commission revenue 
rose 16%, against an industry average of 
596. The amount of customer assets held at 
the firm on which it earns a fee or interest 
income rose 2596, to $65 billion. Most im- 
portantly Paine Webber actually made 
money in 1989 in retail broking, excluding 
its money-management business. This was 
not the case with Shearson and maybe not 
with Merrill. Both these firms have tended 


to let the revenue from their vast money- 
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The bank that puts the 





Arab world at your fingertips 


When you're doing business with the Arab 
world, it’s only sensible to use a bank that speaks the 


language, knows the markets and understands the 


business environment. 
And when 


and contacts in the region, nobody has 


it comes to experience 


more to offer you than Gulf International 
Bank. 
Founded specifically to develop trade, 


industry and investment in the Arab coun- 


SB 


EAA 


Gulf international Bank asc 


tries GIB offers the highest professional standards 
in merchant and wholesale commercial banking ser- 


vices, including trade finance, foreign exchange and 


investment advice. 

And with its offices in London, New York, 
Singapore, Tokyo and Frankfurt - and bank- 
ing connections worldwide - it is ideally 
placed to serve you wherever you are. 

For full information, contact your nearest 


office. 


GIB OFFICES: HEAD OFFICE: PO. BOX 1017, MANAMA, BAHRAIN TEL (0973) 534000 TELEX: 8802 DOWALI BN 
LONDON: 2-4, CANNON STREET, LONDON TEL: (044) 1 248 641] TELEX: 8812889 GIBANK G NEW YORK: 499, PARK AVENUE, NEW YORK TEL: (01) 212 303 3060 TELEX: 424027 GIBANK NY 
SINGAPORE: SHELL TOWER, 50 RAFFLES PLACE, SINGAPORE TEL: (065) 224 8771 TELEX: 28227 GIBSIN RS TOKYO: 1-1, MINAMI AOYAMA 1-CHOME, MINATO-KU, TOKYO TEL (081) 3423 4096 TELEX: 2425596 GIBTYO 
FRANKFURT. TRITON HAUS, 42 BOCKENHEIMER LANDSTRASSE, FRANKFURT/MAIN TEL (049) 69 720363 TELEX: 4185504 GIBG 


ry OTE TER 
> - . Pene y 44 ^ * 3 
, f 4 * 


FINANCE - 





` ES 
£ D 


management operations—Merrill has about 
$100 billion under management—mask 
inefficiences in retail broking. Paine Webber 
has only $27 billion under management. 
Paine Webber's success in retail broking 
is attributed to Mr Joseph Grano, a tough 
 reen Beret Vietnam veteran who was 
red from Merrill two years ago to run the 
business. Two months ago he was also put in 
charge of money management. Working 
from the firm's new back-office in unfash- 
ionable New Jersey, Mr Grano says that the 
only way to change money-losing cultures 
on Wall Street is “agony”. He duly deliv- 
ered. He has got rid of 650 brokers who were 
generating less than $100,000 a year in com- 
missions. These losers have been replaced 


!. —— 
Tae ee Ti i A Ea o e OU 
bankrupt. Iñ effect the leased gold was | 


| Fool's gold 


NEW YORK 


NUSUAL gold dealings by some 

central banks have come to light fol- 
lowing the bankruptcy of Drexel Burn- 
ham Lambert, the one-time junk-bond 
king of Wall Street. Drexel leased $500m 
of gold from various sources, including 
several East European central banks, Por- 
tugal's central bank and a Japanese trad- 
ing company. These institutions may not 
see their gold ever again—nor the cash 
equivalent. 

Gold leasing involves passing title to 
the metal, usually unsecured, to (in this 
case) Drexel in return for a fixed rate of 
interest—anywhere between 12% and 
242%. That more than covers the cost to 
the central bank of storing and insuring it. 
For nations like the Soviet Union, South 
Africa, Austria, Portugal, Denmark and 
Sweden it is a way to earn hard currency 
on à non-income-producing asset. 

For banks like Salomon Brothers, 
Morgan Stanley, Goldman Sachs, Citi- 
bank and Bankers Trust, as well as leading 
German and Japanese lending institu- 
tions, gold leasing is a cheaper way to raise 
money than by issuing commercial paper 
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by brokers who produce on average 
$300,000, many of whom were forced to 
look for a job (eg, 109 Drexel brokers) or 
happy to leave a sinking ship (former 
Shearson men). 

As a result, Paine Webber's share of the 
retail market has risen from 8.796 in 1987 to 
10.396 in the final quarter of 1989. This may 
not seem much, but one percentage point 
means $100m in revenue. The good point 
about retail broking is that costs are largely 
fixed. Once a firm begins to make money, as 
Paine Webber now says it does, most of any 
rise. in revenue tends to feed straight 
through to profit. 

Paine Webber's long-term strategy is the 
same as Merrill’s and Shearson's: to turn 


at 7-896. The banks sell the gold for cash 
and cover their liability to repay the cen- 
tral bank from which they lease the metal 
by buying gold futures. 

Drexel Trading, the firm's commodity 
operation, sold the gold and lent the cash 
proceeds to its parent company, Drexel 
Burnham Lambert Group, which is now 





Hands off, Drexel 


terminated early. Will central banks now 
demand letters of credit or collateral in“ “ae 
-the form of government securities before | 


They would be fools not to. 


stock salesmen into asset managers advising — 
clients on a range of financial matters, be it 
insurance, pensions or foreign bonds, from’ ES. 
which the firm can earn fees to iron out the 
cyclical ups and downs of stockbroking. | AP 
This makes additional sense because of de- 1 
mographic change. As baby boomers be 
come mature citizens, they will start to worry. ^ — 
about their declining years. Some 50m - . 
Americans will turn 50 during the 1990s; | 
the current average age of a Paine Webbet ' j 
client is 52. These greying or balding folk ^. 
will need to save more for retirement be — 
cause they will live longer. This should make — 
retail broking a better activity to be in than 
making a market in securities for institu - - 
tional investors, a business that is threat- · 
ened by electronic screen trading. ae 
To stay independent and even relatively ~ 
healthy during the 1990s, when the industry. — 
is likely to consolidate still more, Paine, 
Webber must keep the lid on costs, espe- — 
cially if trading volumes fall farther. In the 
last bad bear market in 1974, Paine . 
Webber's shares sold at a 7096 discount to 
net asset value, compared with 35% today. 2 + 
That is why the cautious Mr Marron is — 
not beating the drum. He believes that, — ^ 
whereas the 1980s were an era of debt and. =” 
excess, the 1990s will be a'time of “equity 
and nickels and dimes”. If'so, plodding ~ 
Paine Webber has a better chance of pros *, 
pering than many former Wall Street hares, 
, 
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used to finance Drexel’s illiquid junk- | 
bond portfolio. It looks as ifthe bankrupt «| ~ 
parent company cannot repay its subsid- 1 ` 
iary, as is should do if Drexel Trading:is to. 
make good on what it owes to the foreign - ! 
central banks. Drexel owes Portugal's cen-. . | 
tral bank $120m, an inconsequential frac- 
tion of the bank's $6.4 billion-worth of || : 
gold holdings. E: 
However, the Federal Reserve Bank of: f — 
New York has alerted the State Depar- | ^ - 
ment to the potential political implica- | M 
tions for East European nations. They || P 
should have known their smallish gold | Hu 
supplies were not entirely safe at Drexel 
once the junk-bond market deteriorated ||  ; 
badly. Poland, rumoured to be one of the | "6 
nations that transferred gold to Drexel, | 1 
owns less than 500,000 ounces of gold, or. 
$200m-worth, according to the latest IMF - : 
figures. 1-228 
The Drexel bankruptcy has caused | J 
many central banks to review the balance 
sheets and credit ratings of their partners | 
in gold leasing. Some contracts have been | 
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leasing their gold and passing title to it? | — 
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To Advance. 


In the midst of battle, sometimes a retreat ts the 1990 
- à SENIOR-LEVEL GENERAL Sales Management 
smartest course of action. That's why execu- MANAGEMENT PROGRAMS May 13-18, June 11-15 
à à Executive Program in Business (Lake Como, Italy), November 25-30 
tives from all over the world come to a quiet Administration (EPBA): Managing Market Analysis for Competitive Advantage 
The Enterprise r mber 
mountaintop in upstate New York, where the June 3-29, July 29- August 24 Operations and Production Management 
4 ‘ Executive Program in International April29-May4 — 
Columbia Business School offers a full range Management Accounting and Financial Management for 
f tof k « d September 30-October 26 x od gr et nns 
0 one- 0 four-week, company-sponsore BUSINESS STRATEGY PROGRAMS —— Sanny 
Executive Programs. It’s an opportunity to —— Strategy September 16-21 
à ; : y ner Human Resource Management 
study with Columbia's outstanding faculty, International Strategy March 18-23 
— "unes izational Renewal: Strategies 
guest experts, and top-notch participants from Leading and Managing People per Beyond " 
: f : September 16-21 November 5-9 (Lake Como, Italy) 
a wide range of industries. Managing Strategic Innovation and Change 
April 1-6, June 4-8 (Lake Como, Italy) OTHER PROGRAMS ! 
For a full-color brochure, please return the Management of Financial Services: Master's Degree Program for Executives 
Strategy and Implementation An Executive MBA Program for experienced 
coupon or call (212) 854-3395, ext. 66. March 4-9 od 
ummer 
FUNCTIONAL PROGRAMS A three-summer MBA program for less 
Marketing Management experienced high-potential managers 
April 22-27, May 21-25 (Lake Como, Italy), Special Programs 
July 8-13, September 23-28, State-of-the-art Management programs tailored 


November 4-9 (Santa Barbara, CA), December 2-7 to specific corporate needs 
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1 ! Columbia Executive Programs, 324 Uris Hall, Columbia University, 
Columbia Executive Programs gima P iss ak Gout University 
A system for lifelong careér development 
Please send a 1990 catalogue. 


SCIENCE AND TECHNOLOGY 


A giant step for Japankind 


TOKYO 


f i 'HE first visitor to the moon in 14 years 


is neither Russian nor American but 
Japanese. On March 19th the Muses-A sat- 
ellite, launched on January 24th from south- 
western Japan by the Institute of Space and 
Astronautical Science (ISAs), will pass with- 
in 16,000km of the moon's surface. Before 
swinging by, Muses-A will plop a daughter 
satellite into lunar orbit. The mother craft 

ill then use the moon's gravity to 

ck itself into a more elliptical or- 
bit to gather data on space dust 
before swinging back towards 
earth (see chart) The 15kg off- 
spring is expected to circle the 
moon for years to come, as part of 
a joint Japanese-American project 
to take the moon's temperature 
and study its electric fields. 

This is not Japan's first ven- 
ture beyond the earth and nearby 
space. In 1986, along with satel- 
lites sent by Europe and Russia, 
ISAS dispatched two of its own 
spacecraft, Sakigake and Suisei, to 
Halley's comet. On average, ISAS 
has launched one scientific satel- 
lite a year since 1970. The pro- 
gramme has been successful and 
remarkably cheap. This year, the 
'institute—which designs and 
launches all its own satellites and 

kets—got a relatively stingy 

48 billion ($147m) from Ja- 
pan's education ministry. 
Next year it has been 
promised even less (Y18 
billion). Does this mean 
glum faces all round for 
Japanese space scientists? 

Not particularly. ISAS 
has a reputation for com- 
bining frugality and 
imagination. It started out 
in the 1950s as a group of 
professors at Tokyo Uni- 
versity who developed 
rockets little bigger than 
pencils. Today, with its staff of 300 scien- 
tists, engineers and assistants, ISAS provides 
research facilities for Japan’s national uni- 
versities. To prevent it straying from its 
strict brief for research, the government lim- 
ited the size of the rockets it could build to 
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no more than 1.4 metres in diameter. Larger 
ones have been the sole prerogative of isAs's 
big brother, the National Space Develop- 
ment Agency (NASDA), which has developed 
all Japan's commercial satellites and launch 
vehicles and gets over Y100 billion ($750m) 
a year to do so. 

The size limit has concentrated isAs's 
mind wonderfully. To save money it has 


Musing to the moon 
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Muses-A trajectory LS 
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stuck to small, simple solid-fuel rockets; they 
cannot lift large loads, but they are cheap. 
The latest version of its three-stage Mu 
launcher (the M.3sil) can hoist a 770kg pay- 
load into low orbit around the earth, or 
130kg into orbit around the sun. The insti- 
tute designs and tests everything itself and 
then gets Nissan to make its launchers and 
NEC its satellites. Cutting out the prime con- 
tractor has given ISAS more freedom to pare 
frills and tailor each launch vehicle to its 

































mission. Outsiders reckon this alone has cut 
ISAS's rocket-development costs by 8096. 
The Japanese approach—shielding a low- 
budget research operation from the exten- 
sive engineering overheads required for 
commercial satellites and their big launch 
vehicles—is now being adopted by Canada. 
Not being dependent on a costly liquid- 
fuelled launcher like the European Space 
Agency's Ariane means that isas has been 
able to put up more than twice as many sci- 
entific payloads with less than half of EsA's 
resources—though its 
payloads are also smaller. 
As well as making for vig- 
orous research, it helps 
teach graduate students; 
those in each of the five or 
six main branches of high- 
energy astrophysics ex- 
perience all the different 
phases of satellite work. 
Although their diet 
may be lean and getting 
leaner, Japan's space scientists can 
afford to smile. They have just 
won an argument with the prime 
minister's office over a bigger and 
better rocket. The isAS group 
wants to park a radio telescope in 
space as one "eye" of a five-eyed 
interferometer (with others in, 
say, Australia, America, Europe 
and Antarctica). This would, in ef- 
fect, produce a dish with a diame- 
ter of 20,000km. Further ISAS mis- 
sions include landing a rover and a 
probe on the moon to dig below 
the surface; retrieving samples of 
visiting comets; and mounting 
voyages to Venus and beyond. To 
do all this and more, ISAS wants a 
rocket with three times more 


power. 


The next step 


Buried in 1SAS's budget for next 
year is Y1.85 billion ($12m) to get 
its designers started on a replace- 
ment to the Mosi workhorse. 
Along with its launching facilities, 
the new solid-fuelled rocket (to be called the 
M-V) should cost no more than ¥20 billion 
($140m) to develop. Once in production, 
ISAS expects the M-V's price tag to be just 
Y5.5 billion ($38m) apiece—only 3096 more 
than its predecessor. The first M-v is to be 
launched in 1995. 

It will give Japanese scientists a big leg 
up in space research. The MV should have 
little difficulty putting a 2-tonne satellite 
into low orbit around the earth, sending a 
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us. To do so, government officials aa let 
SAS increase its rocket’s girth to 2.5 metres. 
Other things being equal, fatter rockets 
without boosters strapped on their sides 
like the MV) are a lot more efficient than 
limmer ones cluttered with canisters (like 
the M-3S1). 

Henceforth the only restrictions keep- 
ag ISAS in rocketry's little league will be its 
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fety requirements at its modest Kagoshima 
space centre. Japanese space researchers 
iy be putting on some middle-aged spread, 
but they are still managing—better than 
heir American, Russian and European 
apem make a little go a long way. 


oetal transplants x genes 


NOME medical techniques call for a 
\J strong stomach even if you are only go- 
ing to read about them. American scientists 
have. managed to transplant bone marrow 


marrow lived and worked normally, produc- 


which grew from the foetus. The point of 
doing this is to combat genetic disease. The 


similar technique to try and cure human ill- 
nesses such as sickle-cell anaemia before 


the wings. 


Mediterranean, and sickle-cell anaemia, 


descent—are caused by genetic defects that 
affect "stem" cells in the bone marrow. 





lex, expensive and unlikely to succeed. The 
tients have no immunity until the new 


eaves them wide open to disease. There is 
Iso the danger that white cells produced by 
‘donor bone marrow will attack the body of 
their new host because it is foreign to them. 
^, The new approach being developed by 


the American oetal-transplant programme 
The ideas is to bypass the 
problems of rejection by takir ig doris bone- 











( D 2 to — moon or 200kg to Ve- mar 
E which i is. not yet producing cells. capable of 


ise of solid rather than liquid fuel and the” 


from one aborted monkey foetus to another 
foetus that was still at an early stage of devel- 
opment in its mother's womb. The bone- 


ing blood cells in the body of the monkey. i 
experiment shows the feasibility of.using a a 


birth. But there isa baffling ethical puzzle in 


Several common diseases—including. 
thalassaemia, which is found around the 


which is common in people of. African _ 


These cells continually divide, forming new harm it 
red and white blood cells to replace those _it hast 
which die. Some attempts have been made — malati: 
to treat such conditions by destroying the | place 
patient s defective bone marrow and replac- - 
ing it with grafted donor bone marrow from ~ 
a parent or sibling. Such treatment is com- ` 

: ‘treatments become wide i 
“genetic diseases, potentially harmful genes 
-will spread more widely through the popula- 


-tha repeated at prtions IN 


one marrow is working properly. That. 


Dr Nathan Slotnick of the University of - 
California at San Francisco and others in - 





wt tissue "Fina an ee aborted | foetus, 


mounting an immune reaction, and im- 
planting them into a foetus affected by a ge- 
netic defect while the recipient foetus is still 
in its mother's body. This would be done be- 
fore the foetus's immune systern had devel- 
oped to the point where it could recognise 
an implant as foreign and reject it. 


.. The hope is that bone marrow im- 
planted in this way will not be regarded as - 


foreign by the recipient foetus's immune sys- 
tem as it develops. It should grow alongside 
the recipient's own bone-marrow cells and 
produce healthy blood cells alongside the 


. defective cells produced by the original bone 
marrow. If enough grafted stem cells survive 
and grow, conditions such as sickle-cell - 


anaemia and thalassaemia could. well be 
cured. - 


Last December Dr Slotnick's s team took » 


a big step towards this goal when they an- 
nounced that they had successfully trans- 


planted some of the tissue that forms bone 
marrow from an eight-week monkey foetus - 
to a foetus at tlie same stage of d velopment P 


in its mother's body. This h 






with several monkeys, whi 
or four years old. In: all o 


planted stem cells are produc g healthy - 
lytoteston |. 
people. Several women who are at risk of — 
- giving birth to babies affected by sickle-cell . 


blood cells. The technique is rea 


anaemia have been told about: the tech 


nique. They will be offered it:as a third - 
. choice beside abortion or giving : birth toa 
- child with the disease. 


They will only be given t this i option if 


tests of foetal DNA, acl out just.7-8 weeks . 
into pregnancy, show indubitable evidence. 
of sickle-cell anaemia. The technique has. 
been approved for clinical trials in at least- 





.. Molecular. electronics - 


Hard d wiring 


NCIENTISTS T" of passing — 


the silicon chip and shrinking electronic 


. circuits down to the dimensions of the mole 


cule. Chemists have a place in the vanguard 
of this endeavour because manipulating mo- 
lecular properties is their métier. As a first 
step, the chemists came up with a new class. 
of materials, called conducting polymers. | 
These are long chains of identical molecules, - 
just like the polymers in everyday use (such 
as polystyrene and Pvc), but with the added 





bonus that they can conduct electricity—as .. 


well as metals do in some cases. What i is the 


chemists’ next step? 
Dr Thomas Bein and his team at the, 


University of New Mexico in Albuquerque _ i 


may have come up with an answer. He has 
taken lumps of an electrically conducting. . 


polymer called polypyrrole, and found a w 
_ to tease out individual chains of it which a 
no more than one molecule thick. He hopes | 
^." that these strands can be used as the "' wires” 


for molecular circuits. — " 
At the-same time, Dr Bein might have 


2 hie e on a way to avoid the bugbear of molecu- 
i lar electronics: the unwanted interference 


one hospital in California. It is likely tobein. ^: — 


demand among black women. carr 














‘There is one long-te 


tion. Although implanted bone-marrow tis- 
sue may cure the recipient, he or she will still 
pass genetic defects on to the next genera- 
tion. If foetal transplants enable more peo- 
ple with such defects to live and reproduce 


normally, then genes which now tend to be . 


eliminated by the failure to reproduce, or by 
abortion after prenatal testing, * instead 
mukiy 


— —— 





ying the ^. 
sickle-cell defect who live in America. In Af < 
‘rica the fact that the gene confers some prò- _ 
tection: against. malaria has. made. it wide- — = wires, — is e “er 
" spread i in he | population—in spite of — tal 
P "5^ at 
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*. At the molecular level, the packing vi 
it s components will be so dense that 
: between them could drown. 
r speech. Somehow the individ- 
ir components will have to be 
rom each other. .. | | 
~The secret of Dr Bein's success is a - 
group of substances called zeolites—the 










“aluminosilicate minerals which are found in 
-clays (although they can also be man-made): 

` Zeolites have large pores in their crystalline 
structures. These let small molecules travel. 


around inside: the zeolite. Once there, some 
is iron-and copper—can displace 
the sodium i ions that are part of the zeolite. 
These metals can then catalyse chemical re- 
actions in the zeolite’s molecular channels. . 
"S order t to o get des to form chains a 
r Bein letthe chemi 


















iron and the other with the sodium dis- ` 


placed by copper. He found that both zeo- 
lites changed colour «rom yellow to green 
and finally to black—a sure sign that the in- 
dividual pyrrole molecules had joined end- 
to-end to form a polypyrrole. 

But what exactly had formed? Was it the 
elusive thin chains of polypyrrole that he 
was searching for, or merely easily made 
lumps of polymer? Dr Bein argued that if 
they formed inside the zeolite’s labyrinthine 
molecular channels, the chains of pyrrole 
, would consist of strands one molecule thick 
(because the zeolite’s pores would prevent 
. the polymer from making lumps). | 

Dr Bein claims that the polypyrrole had 
indeed formed inside the channels. He gives 
several reasons. First, it takes longer to make 
polypyrrole when zeolites are around than 
. when they are absent—the extra time being 
taken for the pyrrole molecules to seep in- 
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side the pores. Second, no polypyrrole could 
be found on the outside of the zeolite crys- 
tals. Third, and perhaps disappointingly, 
the zeolite containing the polypyrrole turns 
out not to conduct electricity. If polypyrrole 
had been coated on to the outside of the zeo- 
lite it would have done so. Nevertheless, 
polymer is certainly there, since if the zeolite 
is dissolved away polypyrrole which con- 
ducts in the usual way is released. 

Far from being upset that his polymer 
has lost its power to conduct electricity, Dr 
Bein is pleased: he may have found a way to 
stop cross-talk. He thinks that the chains of 
polypyrrole are insulated and isolated from 
each other by the zeolite. The fact that the 
chains do not conduct may merely be be- 
cause they are short. He may be able to grow 
longer chains or even add other atoms 
which help such polymers to conduct. As 
befits frontiersmen, Dr Bein is an optimist. 





 Mangered birds 


I hese parrots are not dead 


“hae weeks ago Heather laid an egg, the 
first in a nine-year life. She is one of the 
world’s rarest birds: one of just 43 giant, 
flightless Kakapo parrots. They were once 
widespread in New Zealand, but newly in- 
troduced predators and their rather lei- 
surely approach to breeding put paid to 
- them. Like 2,200 other bird species (a quar- 
ter of the world’s total), the Kakapo features 
in the “World Checklist of Threatened 


Birds”, just published by Britain's Nature ` 


Conservancy Council. It is an odd tome. 

Take barn owls. Although they are de- 
clining where agricultural development has 
gnawed into their habitats, they are still to 
be found—often in good numbers—in 160 
or so countries. So why are they in the 
checklist? The answer lies in the Conven- 

1 on International Trade in Endangered 
vp«cies (CITES). All birds listed in its three 
appendices are included in the checklist. 
Appendix I is clear-cut. It bans international 
trade in endangered species, of which the 
-Kakapo is one. Appendix Il lists birds which 
.may become endangered but for which 
trade is allowed under permit and is moni- 
tored. International agreement can move a 
species from II to L Appendix IIl is the 
oddball. 

Any state that is a signatory to CITES can 
decide to add a species to Appendix III and 
declare a unilateral ban on its trade. Ghana 
has listed several widespread and common 
species—like the cattle egret and the turtle 

ove—though no other country bans trade 
in them. The checklist's numbers are swol- 
len by such oddities. 

Then there are the “look-alikes”. How 
can you expect a customs official in New 
York or Jakarta to distinguish between an 
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endangered maroon-fronted parrot from 
Mexico (appendix I) and the more common 
crimson-bellied parakeet from Bolivia and 
Brazil (appendix II)? You cannot, which is 
why both are listed. Families with plenty of 
lookalikes—hummingbirds, falcons, and 
most parrots, for instance—are listed en 
masse. Some 343 species of hummingbirds 
are listed. Only one of them—the hook- 
billed hermit hummingbird of Brazil—is in 
appendix I. 

Out of 2,200 species in the checklist just 
110 fall into the endangered category. They 
are the ones with more than a 50-50 chance 
of extinction. Many others are classed as 
"vulnerable", the next most parlous label af- 
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ter endangered. Two examples are the Mau- — 
ritius kestrel and the Marungu sunbird, — 
from Zaire. Another such is the slender- — 
billed curlew. It may be the first European | 
bird to follow the great auk, which faded to 
extinction in 1844, According to the Inter- 
national Council for Bird Preservation, only | 
three birds have been found this year win- 
tering at a traditionally used wetland in Mo — | 
rocco. All three are males. : 
A few birds, like New Zealand's laugh- 
ing owl and Madagascar's snail-eating coua, - 
are already thought to have gone. But they — "m 
still feature on the checklist. So do others 
whose status is being reviewed or is un — 
known because they live in inaccessible — 
places. Birds which are thought to be extinct 
can sometimes reappear. Jerdon's coursers, - 
ground birds confined to a remote part of 
India, popped up again unexpectedly in 
1986; so did Gurney's pittas in Thailand. 2 
Cynics could argue that the checklist 
does a disservice to conservation because it 
includes so many species that are patently — 
not under much—or any—threat. Yet itcan — 
be all too easy for an uncommon species to ' 
plummet. Consider the brown kiwi—New — 
Zealand's most common kiwi and notonthe — 
checklist. In 1987 around 500 were killed in — 
six weeks by one rampaging German shep- 
herd dog. The carnage left 400 birds in what — — 
was, before the massacre, New Zealand'ssin- — 
gle largest colony. It will take perhaps 20 ~ 
years before numbers recover. What if the —— 
dog had taken a liking to rarer delicacies? —— 
Appendix I could easily have had another pal 
entry. "LN 
It is thought that some 2m parrots alone — | 
are legally or illegally traded each year. Par- 
rot smuggling can be as lucrative as drug —— 
smuggling. Add the destruction of habitats _ 
into the equation and perhaps the checklist _ 
can be forgiven for some of its excesses. | 
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MUST PUBLISHED 


HEALTH CARE SYSTEMS IN TRANSITION: 
mE THE SEARCH FOR EFFICIENCY Lf x 

This collection of essays, by European and North American experts, reviews managerial 
‘tools and the philosophies underpinning the evolution of expenditure on heaith care in 
“OECD Member countries. Important topics covered include: international comparisons of 


‘health care expenditure; international differences in medical care practices; cost 


‘special interest are the proceedings of a symposium in which Mr Alain Enthoven,- 
Professor of Health Care Economics, Stanford University Medical School, USA, address- 


-es the topic "What Can Europeans Learn from Americans?" In turn, Mr Bjorn Lindgren, 
-Professor of Health Economics, University of Lund, Sweden, asks the reverse "What Can 
Americans Learn from Europeans?" To both questions a number of responses are offered 
by leading experts in the field. In addition, this volume contains a wealth of comparative 
. statistical data from 1960 to 1987 for the 24 OECD Member countries. Over 65 tables 
| provide data on expenditure on health; health pricing trends; utilisation of medical services 
É and available personnel resources; selected variations in common medical practice; 
He — health status indicators; and demographic and general economic background 
data. | 
= Published March 1990 204 pages 
|. Price: £17; US$30; FF140; DM55 


| FINANCIAL MARKET TRENDS No 45 | 

| This issue contains a special feature on the international trade and financial situation of 
"Eastern Europe in 1988 and 1989. in the first part overall issues such as domestic 

$ economic conditions and reforms, foreign direct investment, trade and current accounts, 

1 external debt and relations with international creditors are analysed. Part two looks at the 

situation in each of the seven countries. An annex provides information on the current 

state of data on the debt of East European countries. ! | 

Published March 1990 150 pages ISSN 0378-651X 

Price: £10; US$17; FF80; DM33. — | | 


AGRICULTURAL POLICIES FOR THE 1990s 
by Sartaj Aziz. — . E 


ISBN 92-64-13310-0 


Examines and reasons and remedies for the paradoxical situation in food and agriculture 
and the relationship between macro-economic policies and agricultural development. The 
4 author, former Minister of Agriculture for Pakistan, also reviews policies for increasing 

- agricultural production, improving food security and international trade in agricultural 
| products. | | | 
§ Published March 1990 136 pages ISBN 92-64-13350-X 
d Price: £14.50; US$25; FF120; DM47 . 05 RUM 

MAIN ECONOMIC INDICATORS, 
" HISTORICAL STATISTICS: 1969-1988 — 

The major source for obtaining historical time series for major indicators such as national 
product, domestic product, production, business surveys, construction, labour and wages, 
prices, domestic finance, interest rates, share prices, foreign trade, balance of payments, 
etc. VER e d | Pa! | 
Published March 1990 768 pages 
Price: £52; US$90; FF430; DM16 J 
SEND YOUR ORDER TO: - E an satin ie cen a 
ee Cs — United States; — . 0 e 
OECD Publications and Information Centre. 2001.1 St NW, Suite 700, Washington, DC 20036-4095 
elephone 202 785 6323. — Se a | | 


ISBN 92-64-03296-7 


M a SF PAM United Kingdom: 4 A" 

HMSO Books, PC16, 51 Nine Elms Lane, London SWB SDR. Telephone 01-873 9090. 

|. "Germany, Austria, Switzerland: — t 

rmation Centre, 4 Simrockstrasse, 5300 Bonn, Telephone 0228 216045. 


QUSE All other countries: n 
ue Andre-Pascal, 75775 Paris CEDEX 16, France. Telephone 45-24- 
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| PROFIT FROM THE BOOM 
IN EMERGING MARKETS 
Subscribe to the quarterly 


Directory of 
Emerging Market Funds 


| This quarterly professional investment 
| service tracks more than 130 closed-end 


and open-end portfolios targeting 
fast-developing stock markets of Asia, 


| Latin America and Europe: au 
| «Identify the most successful funds. — 


* Compare fees, expenses and holdings. 
* Monitor trends in discounts and 
premiums with detailed charts. _ 
e Save hundreds of hours of research. 
Annual Subscriptions: US$395 for four 
quarterly issues, plus shipping cost of 
$75 for non-US subscribers and $25 for 
US subscribers. —. 0 
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Inside Asia’s mind 


Gop’s Dust: A MODERN ASIAN JoURNEY. By lan Buruma. Jonathan Cape; 267 pages; 


£12.95. Farrar Straus & Giroux; $18.95 


“RU I thought you were with us, part 
of the group... You're nothing but 
an ordinary foreigner after all!" Thus Juro 
Kara, a Japanese playwright, to his friend lan 
Buruma. Mr Buruma had made the mistake 
of protesting when Mr Kara, drunk, threw a 
` avy ashtray at his wife (he missed). “By 

'aking the code of expected behaviour, by 
challenging the leader to his face, by stand- 
ing up, however absurdly as an individual, 
by claiming to speak out for higher princi- 
ples, by suddenly behaving like a westerner, 
I had betrayed Kara, betrayed the group. 
Just an ordinary foreigner after all.” 

Actually, an extraordinary foreigner: 
half-English, half-Dutch; fluent in Japanese 
(Mr Kara wrote a part especially for him in 
one of his absurdist plays); dauntingly well- 
versed and well-read. It is Mr Buruma’s curi- 
osity about his own identity that makes him 
so perceptive about that of others. Since 
modernity in Asia comes from the outside, 
based on different, barely understood, ideas 
and traditions, Asians have a problem: 
“How to be modern without losing your cul- 
tural sense of self”. 

The answer varies, and is never wholly 
convincing. The Burmese retreat into iso- 
lated rural decay; the Chinese, Koreans and 

inese preach their racial uniqueness, ata- 
Acally recalling the might of the ancients. 


The confused Filipinos distort the slogans of 


Roman Catholicism and Hollywood. As Mr 
Buruma points out, “Filipinos have no col- 
lective memory, no recorded history that 
precedes the Spanish conquest.” By con- 
trast, the Chinese in Malaysia have a sense 
of the ethnocentric China they left behind 
generations ago: it gives Chinese Malaysians 
a social anchor, but at the cost of sharpening 
the divide with the jealous, politically over- 
bearing Malays. 

Is there a thread to draw through this 
East Asian patchwork of nations, races and 
cultures? The obvious observation—and it 
is true enough—is the individual’s subservi- 
ence to the group. But Mr Buruma sees a 
finer line: the division between village and 
city. "Village" represents the pre-modern, 
pre-western culture; “city” is the foreign or 
colonial implant, irresistibly shaping the na- 
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. tion’s politics and economics. Yet when city 


threatens to overwhelm, village reasserts the 
power of tradition. The thesis—no doubt 
unintentionally—mocks Ibn Khaldun, the 
medieval Arab historian who divided the 
world into the “desert” and the “sown”. Ibn 
Khaldun argued that the civilised—those 
who sowed the soil—became soft and were 
inevitably conquered by the hard men of the 
desert, who in turn settled and became soft, 
and so ripe for conquest. In Mr Buruma’s 
version, the soft tradition of village some- 
how prevails against the hard invasion of 
city. 

He may be right. Certainly his evidence 
from Burma and Thailand is persuasive. 
Rangoon, he writes, “was never really a Bur- 
mese city, but, like Calcutta, Singapore, or 
Hongkong, a creation of the British”. In 
Bangkok's Patpong, young Thai prostitutes 
get up to antics that boggle the imagina- 
tion—and yet wear the amulets of religion 
and donate money to Buddhist monks. 
"Under the evanescent surface, Thais re- 
main in control of themselves.” True 
enough, and true also of Bali and the rest of 
Indonesia, a country strangely absent from 
Mr Buruma’s journey. 

Can this thesis apply, however, to the 
Singapore city-state, or to urbanised Japan? 
Fortunately, the author quite soon forgets 
to argue his case. Instead, he simply ob- 
serves—and then comments with an insight 
that can be devastating. For example, in Sin- 
gapore, an apparently benign autocracy run 
by Lee Kuan Yew as a cross between a cor- 
poration and a laboratory, Mr Buruma 
meets a Mrs Ho. She has advised on a televi- 
sion series called “The Awakening”, “about 
the long-suffering rubber tappers, noble so- 
ciety girls and dutiful Chinese sons, who, 
through hard work, perseverance, and disci- 
pline, created Singapore”. Could Mr 
Buruma watch an episode or two? No, im- 
possible— "classified material", Mr 
Buruma's polite insistence similarly lays bare 
the official line in Taiwan, where it is said 
that the Kuomintang fugitives from the 
mainland in 1949 brought progress to a bar- 
ren island. “ “What about all the Japanese 
buildings,’ I asked. "What Japanese build- 





ings?" “Well, for example, almost every gov- 
ernment building.” ‘Oh, but they are not 


Japanese, they are western.’ 

For westerners, “raised in the shadow of 
the Holocaust”, these Asian obsessions with 
race and culture are anachronistic, even sin- 
ister. The Chinese cannot accept the worth 
of the Japanese, so the buildings of Taipei 
cannot be Japanese; the Koreans cannot ac- 
cept the influence of China and Japan, but 
"Korea's fate is to always resemble the pow- 
ers that threaten her." The Filipinos want to 
be Americans—and are embarrassed by, 
even ashamed of, their desire. 

The obsessions of Asia are funda- 
mental. They ridicule the superficial western 
notion of a homogoneous Asia; they define 
Asians from other Asians, and even more 
from non-Asians. It is hardly possible to 
imagine the continent without them. But 
how will it accommodate its obsessions to a 
world that grows more inter-connected with 
each international telephone call! At the 
end of his fascinating and illuminating jour- 
ney, Mr Buruma poses—but does not an- 
swer—a "vital" question: "Is there room in 
the modern world for a blood-and-soil soci- 
ety? Or is the cosmopolitanism of the mod- 
ern world doomed to fail, to get bogged 
down in the mud of nativist reaction?" 
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. International banking 


Who's best? 


MANAGING CHANGE IN THE EXCELLENT 
BANKS. By Steven I. Davis. Macmillan; 
163 pages; £25. St Martin's Press; $19.95 


OR both Kremlinologists and their fi- 
nancial equivalents, bankologists, the 
world has changed dramatically over the 
past few years. So much so that both sets of 


. experts are having to rethink accepted wis- 


dom. In this book Steven Davis, a manage- 
ment consultant, looks once again at what 
makes banks excellent, a subject he first 
tackled in print five years ago. 
. The author's approach to the subject is 
straightforward. After polling a panel of 15 
ing gurus, including analysts and jour- 
nalists, Mr Davis compiled a list of their 12 
most admired banks. These were: Bankers 


It 


| 
| 
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. neglect and corrupting influences, their 
way of life does not make for longevity. 


The dandy of jazz 


N POPULAR mythology, jazz musi- 
cians are regarded as poetic outsiders. 
Prey to racial discrimination, commercial 


But these conditions only increase a vague 
sense that they possess a special raffish 
purity. 

Miles Davis’s autobiography* comes 
close to subverting this notion for good. 
For over 40 years Mr Davis has been 
synonymous with a hauntingly beautiful 
trumpet voice; but his book is marked by 
obscenities, racism, paranoia and vio- 
lence. The main impression is of a com- 
plex, wilful man who has always done ex- 
actly what he wants, even without 
understanding it. "I don't know why I’m 
like that," Mr Davis remarks, after desert- 
ing one of his wives in a fit of pique. “I just 
am and I accept that that's the way I am." 
Everyone else must accept it, too. 

Self-centredness came more naturally 
to him than to poorer black musicians, 
who grew up having to practise the subtle 
arts of evasion accommodation in a 
white world. By contrast, Miles Dewey 
Davis III is the son of a wealthy dentist 
and landowner. As a boy he knew consid- 
erable comfort and encouragement, and 
never felt obliged to sue for respect. As 
much as he admires the music of Louis 
Armstrong and Dizzy Gillespie, Mr Davis 
"always hated the way they used to laugh 
and grin for audiences . . . | come from a 
different social and class background than 


both of them, and...1 wasn't going to. 


sell out my principles." 
His basic principle was a commitment 


Trust, Citicorp, Credit Suisse/First Boston, 
Deutsche Bank, First Wachovia, Hongkong 
Bank, J.P. Morgan, National Westminster 
Bank, PNC Financial, Toronto Dominion, 
Union Bank of Switzerland (UBs) and S.G. 
Warburg. He then interviewed executives at 
most of the banks to discover what makes 
the institutions tick. 

Many of the bankers quoted make the 
usual genuflections to information technol- 
ogy, customer service, training and product 
development. Some, though, are refresh- 
ingly candid. When asked about the need 
for heavy investment in new technology, 
John Medlin, the chief executive of First 
Wachovia, says that he wants his bank to be 
on the leading, not bleeding, edge of new 
product development. 

From these responses, Mr Davis has 
come up with four "success factors" that he 
thinks will distinguish the excellent banks in 
future. The first is critical mass: big still 
seems to be beautiful in banking circles, 

















7 ow 
Addicted to style 


to black music, which, when he arrived in 
New York in 1945, was going through the 
tumult of the bebop revolution. Mr Davis 
first enrolled for study at the Julliard 
School of Music but quickly dismissed it 
as “too white”. His real education took 
place on 52nd Street, where he played 
with the immortal Bird, Charlie Parker. 


_Mr Davis's portrait of Parker is a gritty 


piece of demythologising. To him, the sax- 
ophonist was “a great and a genius 
musician ... but he was also one of the 


- slimiest and greediest motherfuckers who 


ever lived in this world." 
In the late 1940s Mr Davis changed 
-from bebop to a cooler, simpler style; 20 


Miles”. By Miles Davis with Quincy Troupe. Simon 
& Schuster; 431 pages; $22.95. Macmillan; £13.95 


even though league tables are now ranking 
banks by capital strength rather than size of 
assets. The second is yniqueness of strategy. 
Japanese city banks, for example, tend to 
play follow-the-leadere rather than choose 
different strategies; and this, Mr Davis ar- 
gues, may be the main reason why they no 
longer classify as excellent. 

The ability to manage diversity will also 
make some banks stand out from the crowd. 
Citicorp, which manages roughly 100 differ- 
ent businesses around the globe, is singled 
out for particular praise. Question-marks 
are left hanging over some Japanese and Eu- 
ropean banks; their tendency to centralise 
decision-making is seen as a handicap. Fi- 
nally, the excellent banks of tomorrow will 
be those that create a culture of meritocracy 
that helps them hang on to the cream of 
banking talent. 

This analysis is highly instructive. So, 
too, are the reasons behind the fall from 
grace of some of the now apparently not-so- 





years later he changed direction again, 
feeling his style had become “really ab- 
stracted '. What he wanted now was “that 
roadhouse, honky-tonk thing that people 
used to dance to on Friday and Saturday 
nights". Critics were shocked, but to Mr 
Davis this was the usual attempt by the 
white establishment to "find a way to clip 
my wings". What mattered to him was 
continuing "to believe in and love what I 
was playing”. 

It was also important to live in a cer- 
tain style: sharp clothes, fast cars, fine 
women, the best cocaine. Mr Davis has al- 
ways loved the good life. He is a dandy, 
combining rebellion and high 

fashion. Some of his least sa- 
voury pages describe how he 
adopts a haughty "black pimp" 
persona and lets black women 
keep him. From 1975 to 1980 he 
confesses he did not touch his trumpet at 
all, devoting himself wholly to sex and 
drugs while “a few rich white 
ladies . . . saw to it that I didn't want for 
money." 

There may be something Byronic 
about this, but it is disturbing all the 
same. For five years the musician who 
prided himself on being "always open to 
what's new" was "into thrills", and even 
his repentance has a touch of bravado. Mr 
Davis says he is now a reformed character, 
at least physically, and is busy painting as 
well as playing. But because he believes 
that jazz is "becoming the music of the 
museums," his current ideal is Prince, a 
pop star. To a dyed-in-the-wool jazz fan it 
is all very perplexing. Perhaps he should 
simply return to the great Davis records of 
the 1950s and 1960s, where the best of the 
man remains intact. 
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INDIVIDUALITY. HANDMADE FROM FINE, YET HARD-WEARING HIDES, THE CAMBRIDGE LEATHER 


COLLECTION HAS A PURITY AND SIMPLICITY OF DESIGN THAT IS UNMISTAKABLY DUNHILI 
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excellent banks that figured on Mr Davis’s 
list in 1985. Texas Commerce Bank, for ex- 
ample, fell foul of the prgblems that dogged 
the property and energy businesses in its 
home market, while Britain's Barclays was 
dropped because of losses on loans made in 
America, Italy and elsewhere. Bank of To- 
kyo disappeared from the list because of its 
problem loans and its sluggish response to 
competitive Japanese rivals. 

A doubtful strategy, rather than sloppy 
risk control, accounts for the absence of Se- 
curity Pacific, one of the stars of the 1985 
list. Other institutions escaped more lightly. 
The problems that have dogged the invest- 
ment-banking subsidiaries of both NatWest 
and UBS erupted after the latest list of excel- 
lent banks had been compiled. Plenty of ma- 
terial there for the next edition. 





Myths and symbols 


' ady with asp 


CLEOPATRA: HISTORIES, DREAMS AND Dis- 
TORTIONS. By Lucy Hughes-Hallett. Blooms- 
bury; 338 pages; £16.95. Harper & Row: 
$27.50 


OR a fancy-dress ball in Venice in 1951, 

Lady Diana Cooper copied the costume 
of Tiepolo’s Cleopatra; Cecil Beaton photo- 
graphed her, and she put the picture in her 
passport. Thus a famous beauty crossed 
modern frontiers as a baroque blonde vision 
of an ancient queen. This odd face, coming 
near the end of Lucy Hughes-Hallett’s book, 
is unsurprising. Cleopatra has been used 
and abused for centuries. 

The certain facts of her life are few. She 
was of Greek descent, and her two brothers 
‘both of whom she married) and both her 
sisters perished mysteriously, leaving her in 
:harge of Alexandria, which she ruled wisely 
a ell. She reformed the police, balanced 
l — onomy, promoted some fine engineer- 
ing projects and conducted diplomacy in 
nine languages. She was sexually abstemious 
ind celibate for half her adult life. She was 
itrikingly ugly, looking rather like Mr Punch 
»n her coins, and had love affairs with Julius 
—aesar and Mark Anthony. 

It is, of course, this last point which se- 
sured her fame, coupled with the fact that 

he killed herself. Octavius Caesar, thus 
ihwarted in his aim to lead her in triumph 
into Rome, told her story in terms of four 
principles held by Romans as universal 
ruths. First, foreigners are inferior; second, 
io are women; third, a man dominated by a 
voman is no longer a real man; fourth, such 
t man is unaccountable for his crimes; the 
ault is the woman's. The western world has 
nherited his propaganda. 

This is a gripping book. Miss Hughes- 
lallett is magnificently scholarly, yet she 
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writes with ease and fluency, cheerfully 
quoting such comments as that of the Vic- 
torian theatre-goer on Sarah Bernhardt’s 
Cleopatra: “How unlike—how so unlike— 
the home life of our own dear Queen.” 

Later writers saw in Cleopatra the em- 
bodiment of the ultimate human rapture, an 
unattainable erotic ecstasy who, in Shake- 
speare's phrase, “makes hungry where most 
she satisfies”. This book contains 50 illustra- 
tions of Cleopatra, virtually all naked, or 
nearly, and many showing an asp at her 
breast. This is odd, as Plutarch declared 
firmly at the time that the queen put on all 
her finery to die, and that the only traces of 
the method she chose were two tiny 
scratches on her arm. 

Miss Hughes-Hallett gives a fascinating 
account of the way in which succeeding gen- 
erations have seen Cleopatra: as virtuous 
suicide, inefficient housewife, exuberant 
lover, professional courtesan, scheming 
manipulator, femme fatale, incarnation of 
Isis, and bimbo. She has fun drawing paral- 
lels between Cleopatra’s supposed extrava- 
gance and libidinous excesses and those of 
Elizabeth Taylor at the time when she was 
portraying her on film. Both women, she 
thinks, were fantastic creations of the public 
demand for spectacle, and probably much 


more sensible than imagined. 

However hard she tries, Miss Hughes- 
Hallett cannot help succumbing to the ro- 
mance of the legend. Firmly as she tells us 
that Cleopatra was (probably) a benefactor 
of the public-works department and an ex- 
pert on weights and measures, the vision of 
Jean de Tuim seems somehow nearer the 
mark. "Oh God,” he wrote, sometime dur- 
ing the thirteenth century, "how happy 
would he be who could hold that lady naked 


and willing in his arms." 





Tom Clancy's happy days 


Good Red-hunting 


WASHINGTON, DC 


WO questions hung over the opening 

in America of “The Hunt for Red Octo- 
ber”, the film of Tom Clancy's novel about 
a Soviet skipper who decides to defect to the 
West and take his state-of-the-art submarine 
with him. The first was whether Hollywood 
could translate to the screen a book bursting 
with wonderfully detailed descriptions of 
military hardware and scientific gizmos. The 
second is whether the public, after two years 
of basking in the warmth of glasnost, could 
take a Cold War tale. 

The verdict has been positive on both 
counts. In its first three days of general re- 
lease "Red October" grossed $17.2m. A 





fortnight later, it was still attracting crowds 
at mid-week showings. Submariners and 
navy types—the men most likely to spot any 
lapses in technological veracity—seemed to 
like it; laymen seemed to find the twisting 
self-willed torpedoes and rectangular decoys 
every bit as gripping as mines and depth- 
charges in films of the second world war. 


As for the end-of-Cold-War-end-of- 


genre debate, only journalists seem to worry 
about that. The film opens with a few words 
reminding the audience that all this is sup- 
posed to have happened before Mikhail 
Gorbachev; then gets on with the good guys 
and bad guys. It has not hurt, of course, that 
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which “Red October” is based. “Damn cor- 
dial of them", said Mr ‘Clancy during a chat 
with The Economist. “I wonder what Para- 
~ mount paid them to do that?” 
| Mr Clancy is havihg a lovely time of it 
lately. Just six years ago he was a run-of-the- 
. mill insurance agent struggling to meet his 
bills. Then came "Red October", followed 
.. by four more best-sellers. y he is ric 
© the darling f America’ s military establish- 
ment (th l h eT an old soldier looks 
denis and adviser to the vice-president, 
"whose Cold War views are appropriately un- 
: reformed. "E 
^. His office, | in a newlpbuilt mansion 
‘perched on a cliff overlooking. Chesapeake 
Bay, isa monument to his role as an icon of 
America's armed forces. One wall is taken 
‘up with various hats and helmets from grate- 
"ful battalions and ship's companies; the ash 
-from his endless cigarette smoking ends up 
za neatly i in a three-foot-high shell casing. The 
room is cluttered with director's chairs from 
> the set of "Red October", a film in which 
— Mr Clancy says his. financial stake is "rather 
less than you think". Somewhere in the 
computer on his desk are the beginnings of 
his sixth novel, the subject of which he 
refuses to divulge. 
It is based on an idea he has had since 
1979, a fact which Mr Clancy uses to dismiss 
any talk of his genre being undermined by 
glasnost. (Two of his books have nothing to 
< do with the oviet Union anyway.) What- 
. ever it is about, the new novel has already 


















ceided not to run for Congress this year, de- 
spite appeals from local Republicans. - 





| wants to repay through public service what 
n Ametica has allowed him to 

rieve. From anyone else, this would be a 
cliché. ‘Readers of his books—which un 























] American soldiers, sailors and intelligence 
analysts—will be inclined to think he means 
what he says. 








l The Soviet press 
Pravda rejigged 


TOW that the Soviet Communist party 
is about to forgo its leading role at the 
next Congress of People's Deputies in June, 
where does Pravda stand? Sales of many 
Russian newspapers. and magazines have 
fallen this year, as people get tired of reading 
bad news; but the decline i in circulation of 
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an acquaintance of presi- 


E -had one effect. The pressure to finish it is — 
one of the reasons why Mr Clancy has de- 


-He might do sò one day, for he says he 


abashedly celebrate the service. of everyday — 


Card-collecting 


(€XJ OUR membership book is the 
most important and valuable doc- 
ument that you possess." So say the in- 
-structions inside the membership cards 
of East Germany's Socialist Unity (com- 
munist) party. These documents are still 
valuable, even though the party itself has 
lost power and changed its name: the lit- 
tle red books are selling for up to DM20 
($12) each in Berlin. 

The trade is part of a fad for memora- 
bilia from East Germany, which every- 
body assumes will soon negotiate itself 
out of existence. Dealers line the western 





j Discontinued line 





side of ds Berlin Wall (this irreverent 
private business isnot yet visible in the 
East) to sell East German military caps 
(about DM40 each], complete uniforms, © 
books, flags, belts, medals and—par ex- - 
cellence—commemorative badges. The - 
commonest badges sell for about DM5; 
the more intriguing ones, such as those 
celebrating anniversaries of the infamous 
security police (Stasi), cost DM30 or 
more. The briskest trade of all, though, is 
in the Wall itself. Wall-sellers, some of 
them East Germans who set up shop on 
the bonnets of their Trabants, display 
colourful chunks of all sizes, together | 
with improvised certificates | of 
authenticity. — SAN 
"Buy now while you can, ' the dealer 2 
coax would-be collectors, "in two years’ | 
time it will all be much harder to get and 
cost a lot more." There is an awful lot of | 
Berlin Wall (about 29 miles of it, mostly 
still standing) and the East Germ: 
communists issued several million par , 
cards: but you never know. The new 
owners of those little red books should 
note the next instruction on the inside 
cover: “It is to be handled carefully, kept 
safely and protected from loss.” 





the — “Organ of the Central Com- 
mittee of the Communist party”, from 11m 
to 7m, suggests they want Pravda’s smiling 
tractor-drivers even less. Indeed, Mikhail 
Gorbachev has hinted that he reads Isvestia. 

Unlike Isvestia, Pravda is still consid- 


ered to be a voice of conservatism. It is still 


heavily censored, and its writers often told 
what to write. Articles on Eastern Europe, 


especially, must toe the government line. 


Pravdists—members of the paper’s working 
collective, which includes everyone from the 
editor to the canteen ladies—insist that 
Pravda is and always has been the most radi- 
cal of papers; indeed, the paper that intro- 
duced glasnost to journalism, when it started 


. to write openly about Chernobyl (two weeks 


late). Radical or not, it has certainly been 
driven to change its style by the pace of 
events. 

Last October a new — Ivan 
Frolov, was appointed to take over from the 
old-guard Viktor Afansyev, who “retired to 
pursue scientific research”. Within the first 
month it became clear that Mr Frolov was 
not a radical choice. When Pravda s weekly 
supplement, Rodina (Homeland), published 
an article with some unorthodox criticisms 
of Lenin, Mr Frolov was so furious that he 
expelled the magazine, placing it under an- 


other editor. 


Like all Pravda’s previous editors, Mr 
Frolov is not a journalist in the western 
sense. He was previously editor of the par- 
ty's theoretical journal Kommunist and was 
an adviser to Mr Gorbachev. The moment 


he arrived, the daily editorial meetings be 
came an hour of soul-searching, centrec 
round the word “circulation”. The editoria 
collective racked their brains, considering 
everything from the introduction of ad 
vertising to adding a business section in or 
der to improve the paper. 

On January Ist Pravda was relaunched 
Despite the dramatic fall in revenue, tw 
more pages were added to the existing six 
The layout was livened up, new typefaces in 
troduced, “humaninterest” and busines 
sections added. The grandiose “Man of th 
New World” section became a modes 
“Personality column. “Co-operation — : 
section devoted to the “fraternal” sc... 
countries, has become “Socialism—th 
road to renewal". In January came the star 
of a five-year plan to introduce new techno. 
ogy. All that now remains is to teach th 
staff to work—and think—in a differen 
way. | 
Pravda still has its letters departmen! 
one of the biggest in the Soviet Unior 
which receives 2,000 missives a day. Thes 
letters, sometimes orchestrated, often crie 
for help, can spark off wholesale investig: 
tions into crime or housing shortages. Bu 
once local elections become democratii 
later this year, people may no longer need t 
turn to a powerful paper for help. And i 
the new climate of openness a paper thi 
calls itself “the truth” (but does not alway 
tell it) can expect increasingly stiff comp 
tition from those that do. E 
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Canario’ growth and development into new areas of business have made theWoolwich into the 
| UK's third largest building society, with over 6,000staff based both at our Head Office sites in n 
Bexleyheath, Woolwich and Worthing, and spread throughout a network of Over 540 branches We 
adapted and. responded positively to the many challenges and intense com, p | 
deregulation in the financia services industry.Last year we oe recorc profit le 
interest rates and a pee 0 oe market. — 


Two exciting opportuni ies exist for indivi duals to contribute à 
panang function. ES — | 


This p role will.be 1 — for the provision ofi economic an nalysis which. — 
facilitate the development of business policy as well as assisting in the Society's corporate a and 
strategic planning activities. This will involve analysing economic developments affecti 
Society's markets, preparing economic and. strategic analysis and assisting 
Society's corporate plan. Ideally applicants should be educated to degree | 
economics related subject and preferably have at least three y 


STATISTICIAN 


You will be responsible fo initiating statistical and financial n modellin 
research projects, and managing the d development of statistical datab: un the departme 
Your results and conclusions drawn from the data will have a direct effec ‘on the decisions made. by 
the Society, and the way in which we. carry out our business. To qualif fo "this demanding role you . 
must hold a degree in statistics or a related subject with a minimum of four. years relevant espenenee 
in either a commercial, government or academic environment. 


in addition to the educational requirements stated above for both } sitions you v y wil need: tob be: | 
e confident and articulate with good communication and inter personal s skills. H 
e -self-motivated with an enthusiastic and flexible approach. fabu dus | 
In return we offer highly competitive salaries, concessionary mortga — a relocation P 
package where appropriate, first rate pension scheme, profit share s ie and BUPA. These - 
positions will also allow you to grow with the Society, so prospects for [1 areer advancement are 
excellent, | 7 
M a Interested? Then please write with a full c.v., indicating present salary level to: Graham - 
-.. Wakefield, Woolwich Equitable Building Society, Corporate Headquarters, aL) Street, 
Bexleyheath, Kent D DA6 7RR. 


.. Completed applications must be received by: 30 March 1990. 


o are an equal opportunities employer, e < EQUITABLE BUILDING OC 








THE COMMISSION OF THE EUROPEAN COMMUNITIES 
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is adi dr two. open competitions to fili two posts for 


HEAD OF UNIT 


COM/A/898- E ss External Relations Export Credit Policy 


— COM/A/ 697 
n 
3pec conditions .. Special Conditions: 


PU jave a thorough knowledge of the Treaties, ^. E 
bc ul the institutions, and commercial policy rutes and P. 
procedures; © have excellent negotiating and E 
management skills, andthe abi mes to head an~ 
s = administrative unit. — 













































been b er20Aprit 1939. 7 bes Hatlonal oF one of the Member states of the Communities: 
3 have a thorough knowlegde of one Community language and a satisfactory knowledge of asecond 
Commu language: D have completed a course of university education and obtained a degree or- 
. diploma; Ci have had at least 15 years' relevant experience since leaving university. 


The Commission is an equal opportunities employer. 


The detailed notice of competition and application form contained in the Official Jo urnal of the Euro- 
pean Communities n° C66 of 16.314990 (COM / A/ 699) and n? C64 of 14.31990 (COM/ A / 697) can be request- 
ed, preferably by postcard, mentioning the competition number from: 


Recruitment Unit, Commission of the European Communities, rue de la Loi 200, B-1049 Bruxelles.. s 
Offices: C] Office in the United Kingdom, 8 Storey's Gate, London SW1 P3 AT; [3 Office in Northern ireland, 


Windsor House, 9/15 Bedfort Street, Belfast BT2 7EG; |; Office in Wales, 4 cathedral Road, Cardiff CF1 ISG; 
C1 Office in Scotiand, 7 Alva Street, Edinburgh EH2 4PH. 


Deadline for applications: 20 April 1990. 


Principal Statistician 


You will be responsible to the Government Statistician for 
the provision of more frequent and up-to-date indicators — 
of changes taking place in key areas of the Botswana economy, particularly prices, 
labour, transport, energy and industry. . 


As well as managing the collection, processing and analysis of data, — will | 
| develop forecasting models and regularly review the scope and quality of the data 
being coilected. 


QUALIFICATIONS 


Candidates should be British Citizens with an MSc i in Economic Statistics and at 
least 5 years’ experience as an Economic/industrial Statistician. You will have the 
ability to manage and motivate a large team and a knowledge of micro-computer 
software and applications will be an advantage. 


TERMS OF APPOINTA ENT — 

As part of the British. Gove: "iment's aid. programme you will be on contract to the - 
Government of Botswana for 2 years with a supplemented, tax-free salary in 
the range £24,252 p.a. to £31,824 p.a. Benefits will normally include 
variable tax-free overseas allowances, children s education allowances, free 
passages, and fare-paid leave. 


Closing date for return of completed application forms is 27 April, 1990. 


For further details and application form, please write to Appointments Officer, Ref 
^AH367/SL/TE , Abercrombie House, Eaglesham Road, East Kilbride, Glasgow G75 
BEA € or. telephone — 41199 ext 3533. 
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ide mm or Professor 


fent. Lona 01-975 61 






o] Fax résumé to Atlanta, Georgia. (404) | 
5 . Tele 75-8366. 








Ld 
Queen Mary & Westfield | 
College 
University of London 
LECTURESHIP IN ECONOMICS 


- Applications are invited for a Lecture- 
. Ship in any area of Economics, tenable 


| from f October 1990. 
< Salary” is on the Lecturer A scale, 


£12,225-£17,139 inclusive of London 
Weighting. 


Informal enquiries may be made to 


either Mr A, Allard on 01-975 5555, ext 
Gilbert on ext 








werphone) for an application form and 
further details quoting reference No 90/ 


(c 48. Closing date for receipt of app! ica- 


tions is 6 April 1990. 





univerelty of. 


Cambridge __ 
ASSISTANT DIRECTOR. OF 


DEVELOPMENT STUDIES 


Applications are invited for an Assistant 
Director ót Development Studies within 
the Department of Land Economy. 
Qualifications include experience of re- 
search or other work in the Third World 
and interests in one or more of the 
following fieids: environmental eco- 
nomics, law and policy; urbanisation 
and urban issues; industrialisation; re- 
gional development; agrarian structure 
and reform. Special interest in Asia 


may be an advantage. 


The appointment, from 1 October 1990, 
will be for five years, with the possibility 
of reappointment for periods of up to 


"five years at a time. The pensionable 


scale of stipends is £14,169 a year, 
rising m w annual increments to 
£21,852. 23 


Further information may be ob'^^^4 
from the Secretary, Development 
ies Committee, 19 Silver Street, ou 


B bridge CB3 SEP; to whom app lications, 





including a curriculum vitae and the 


a names of two referees, should be sent 


SO as to arrive not later than a April 


|». 1990. 








ENGINEERING MANAGER - 
EASTERN EUROPE 


Construction Engineer electrical, me- 
chanical or civil background, European - 
base, fo open offices i in Prague. Berlin, 
Moscow, Budapest, for international | 
construction company. Must speak 
| English, multi-lingual: German, Rus- 
sian, Polish helpful. Top pay, full bene- 
fits. Will spend. 20% time in United 
| States/80% Eastern Europe. 























T | THE MACAULAY LAND USE 
DEPARTMENT OF ECONOMICS J RESEARCH INSTITUTE, ABERDEEN - 
L Lectu resh hin | LAND USE/ENVIRONMENTAL ECONOMIST 
— | . The Macaulay. Institut ishes to extend its. economics. research: by. 
appointing a land: use/environmental economist. The po l. be 


d : Applications are invited for a — in — | 
.| tenable for three years from 1 October 1990. Candidates 
“F with interests in any area of Economics will be considered 





it applicants w 
-be particularly w 






is 9 April iei: 
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-Asan Equal | 
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Employer 
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rth pa — and: application * ns from. 

affing Office (Academic Appointments; 

. 9f Leicester, University Road, Leicester LE1- 
Telephone 0533 522439. Closing date for applications 


Lectu r er/Se | ior = S : 
Lecturer in m — 


business, industrial, managerial, international. , 


candidates will be expected to pursue - 


research and extend their scholarship. — result ‘of t 

"e HP — Director of 
Fractional and fixed term appointments a are. | | candidate ests. in ‘any raeh | 
possible, which may be attractive to god | | andwillbe provide. academic | sade 
recent graduates wishing to — a Departmen s 


-. "Staffordshire Polytechnic, 


0782 744531, Extension: 3211. Closing date ^]€ | including the nam | 
aum completed — Apu: 1990. $ | April 1990. (Candid: 
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within the Land Use Economics Unit, jointly established wi 
-~ School of Agriculture, Aberdeen. | 


The appointee will provide. an economic input into — 
expanding programme of research and commercial consultancy 
deals with the impact of policy on land-use and the countryside 
particular importance will be the effect of policy changes on consi 
tion and environmental objectives i inlanduse. - ; 


The person to be appointed should ideally have a degree i in economi 
agricultural economics or related discipline. bu | on will: 
given to candidates. with : a torie beste ound foto — bys 
açademic expérience. T 

degree. 


Salary range, £9, 131 £14,909 with non-contributory 
scheme, MLURI isan Equal Opportunities Employer. 


Further particulars. of, and forms of application for the post ma 
- obtained from Th ‘See , The Macaulay Land Use Researc 
| institute, Craigiebuckler, Aberdeen . ra to whom, — should be 
1. returned by Z April M. HA D 
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Economics _ 


Department of Economics 
Salary: £10,827 to £20,511 per: annum 


. Two permanent posts are avallable from. LN 


September 1990. 


The Department c consists of 21 economists E m 


. and is responsible for economics teaching ss E 
across the Polytechnic at both de id 





sub degree level. Candidates should have | 
successful experience of teaching BTEC, SE Ie 
A-level and/or degree courses, and 


preferably a higher degree. - "Thee establi = 


Although applicants with any spebidlisition E IB garon | 
will be considered, the departmentis - 2E ET 
particularly interested in economists with — 
interests and/or experience in financial, - 


and recreational economics. Successful 
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APPOINTMENTS 


UNIVERSITY OF LONDON 
THE LONDON SCHOOL OF 
ECONOMICS AND POLITICAL SCIENCE 


Programme Director — 
Centre for Development Studies 


Applications are invited for the post of Programme Director in the 
newly created interdisciplinary Centre for Development Studies. 


The School has recently established the Centre for Development 
Studies to integrate existing work being undertaken in this field in the 
School, initiate and promote innovative programmes of postgraduate 
teaching and research, and disseminate a wider awareness of the 
School's activity in development studies. The Programme Director will 
be responsible for the execution of policies agreed by the Centre 
Steering Committee under the supervision of the Head of the Centre. 


This will require collaboration with colleagues in several academic 
departments in a wide range of activities. 


The successful candidate for the post will have extensive experience 
in development, either as a practitioner or in postgraduate teaching 
and research, and an interest in promoting the subject. 


The appointment will be made at an appropriate point of the salary 
scale for Senior Lecturers (currently £21,489-£24,285 plus £1,767 
London Weighting allowance a year) according to experience and 
qualifications. 


Further particulars and details of the applications procedure may be 
obtained from the Staffing Officer, Room H510, The London School of 
Economics and Political Science, Houghton Street, London WC2A 
2AE. Telephone 01-405 7686, ext 7070. Fax 01-242 0392. Telex 
24655 BLPES G. The closing date for the receipt of completed 
applications is 30 March 1990. 


An Equal Opportunities Employer. 
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SS Eras 


Holborn WC1 


St John's College, 
Cambridge 


SENIOR BURSAR 


The College proposes to appoint a 
Senior Bursar, from a date to be deter- 
mined during 1991. The Senior Bursar 
will be a Fellow of the College, will be 
responsible for the land, buildings and 
securities which constitute the endow- 
ment of the College, and for the man- 


agement of ts business affairs general- 
ly, and will exercise supervision over 
the College finances as a whole. Per- 
sons wishing to be considered for this 
appointment are invited to write to the 
Master, St John's College, Cambridge 
CB2 1TP, asking for further particulars 
and details of the application proce- 
dure. The closing date for applications 
will be 30 April 1990. 


THE UNIVERSITY OF LEEDS 


SCHOOL OF BUSINESS AND 
ECONOMIC STUDIES 


CHAIR OF 


ECONOMICS 


Applications are invited for the Chair of Economics in the School of 
Business and Economic Studies in succession to Professor M. J, C 
Surrey. Applications will be welcomed from candidates in any field of 
economics, including applied econometrics. The University is seeking an 
individual who has the academic and personal skills to provide leadership 
within the economics section of a large multidisciplinary school. The salary 


will be within the professorial range. 


Further particulars may be obtained from the Registrar, The 
——ÓTSór Leeds LS2 9JT (Tel: ——SjS—— quoting reference 
1 


number 


[75. Applications (two copies) stat 


g age, giving details of 


qualifications and experience, and naming three referees, should 
reach the Registrar not later than 20 April, 1990. Applicants from 
overseas may apply in the first instance by telex (556473 UNILDS G) 
or facsimile (0532-336017 or 0532-334123), naming three referees, 
preferably at least one in the United Kingdom. 


The University of Leeds is an Equal Opportunities employer. 


The successful applicant will ideally possess a degree or equivalent in 
economics, statistics or a related business area. A good understanding of 
statistical/quantitative techniques and first class communication skills 
would also be an advantage. 


Salary will be up to £15,500 p.a. plus a comprehensive benefits 
package. 

Please apply in writing with a detailed c.v., quoting ref: 3366, to 
Sue Adams, London Electricity, Templar House, 81/87 High Holborn, 
London WC1V 6NU. 

Closing date for applications is 
28th March 1990. 

WE ARE AN EQUAL OPPORTUNITIES 


EMPLOYER AND WELCOME APPLICANTS 
FROM ALL SECTIONS OF THE COMMUNITY 





re 


London Electricity are currently involved in a wide variety of activities 
needing specialist skills, and the forthcoming privatisation of the Electricity 
Supply Industry will place a heavy responsibility on our Head Office team, 
dealing with pricing future electricity sales. 


ASSISTANT ECONOMIST 
up to £15,500 p.a 


We are currently looking for an Assistant Economist who will bc 
involved in forecasting revenue and analysing the resulting financial 
impact. The work also entails preparation of reports and statistics on sales 
and revenue, including progress against forecast, as well as the analysis 
and revision of retail tariffs and contracts. 












* THE POWER 
BEHIND LONDON 


THE ECONOMIST MARCH 17 1996 





University of 


East Anglia 
Norwich NR4 JTJ B 
` Schoof of Economic and Social Studies 


Economics Research Centre 

. RESEARCH ASSISTANTSHIP/MA 
. STUDENTSHIP IN ECONOMICS: 

* 1990-92 


— "fo divide time equally over two years 


' between employment as research as- 


EO sistant in the Economics. Research - 


— Centre and study for MA in. Economics 


: (see below for more details of MA). The - 


ub combination of taught MA and ractical 







1 STUDENTS HIP nA 290-91 AE 





eee 5 duates seeking careers as profes- 
"al economists in government, 
* banking, business industry, internation- 


al agencies etc. Provides intensive ` 


training in economic theory and re- 
search methods and techniques with 
opportunity to develop specialised 
skills in one of the School's major 
research areas: industrial economics, 
political economy, international trade 
and development. Quantitative skills 
are provided through a course in 
econometrics, training in. computing 
techniques and software packages 
also given. Studentship: ESRC rate. 


MPhil/PhD-IN INDUSTRIA. " 
ECONOMICS: | — 
ESHC STUDENTSHIPS - 

FOR OCTOBER 1990 


.. The School has been granted "recog- ^ 
. nised" status by the ESRC for the 


. award of eril — in in- 





i Candidate Am P: 
d have (or expe 9€ 














conomics or — discipline. 
T information: Assistant Regis- 


E 





5 Social ‘Studies, Daversa 4 of. East 
nglia; Norwich NR4 7TJ. Tel: 0603 
2070. Closing date: 31 March 1990. 


APPOINTMENTS. 
ANTED 


- RELOCATING - 
TO BERLIN 


Éxperienced business journalist with 
entrepreneurial spirit is seeking em- 
ployer and/or business partner. Cre- 
ve mind, well-spoken, well-trav- 
"experienced manager and 
problem solver. Would be able to un- 
dertake most any business or — 
aditing assignment. French, 
Please 

















TE 









» scientists t 


| Asia. Candidates must have strong written and spoken Engli 
to Dr Peggy 
: New York, 





monik full-time programme for 


| IMD (International Institute for Manag, 
the leading institutes in internationa | m 


| THE ALCAN ALUMINIUM LIMITE MUNERE 


P | £ PhD level of education with experience in environmental 


l- - International experience and highly effective teacher and. 


1 nios above shoud | discussion leader in a classroom of executives | 


t to receive) at least man > E E Proven track record in research and able to integrate 


-A good understanding of international business. 


| IMD : offers excellent benefits, a highly stimulating internation 


. to: 


call USA (212) 593- 2940 or (212) BT 









HEALTH AND FAMILY 
PLANNING SPECIALISTS 


The Population Council, an international non: prof rch organisation, is seeking soc 
o be based in Southeast Asia to work in esearch, operations research 

technical assistance in family planning and materna ith. Doctora degree in the social 

health sciences highly desirable as well as experience ith or family planning programs 

| skills. Mail or Fax CV by 1 ld» 

ai 































McEvoy, Senior Associate, The Population Co ncil, B den ee 
| ——* Fax: 21 2-755-6052. An EEO/AA ee oyer M/F. - | 








INTERNATIONAL 






























| r sign v education. and 
research, is looking. for a » 4 


PROFESSOR OF ENVIRON MI NI [^ AL MANAGEMENT 
for | 






di dis yu year from the merger of IMEDE and IMI, two - 
ahagement institutes. it ds located in Lausanne, * 











ement orrelated area 








- with other disciplines 


atmosphere and a close partnership with industry. Interested candida 
should send their application, nip with detailed CV and references l 


The Director General 
P.O. Box 915 7 
CH-1001 Lausanne — 
Switzerland — 















































Development Alternatives, Inc., an international consulting firm 
| with over 20 years experience, is expanding its services in 
“economic policy analysis. The firm seeks economists at all career 
|! levels for consulting and full time, Washington based positions. 

A PhD in economics, multiple language capability and experi- 
— policy analysis and advisory work in the folidivitg fields 

desired: | 





MEN SYSTEMS | 
BUSINESS ANALYSIS 


Oil and Chemicals 
We are international consultants specialising in the oil, 


chemical and related industries. The work involves the analy- 
| sis of data and the development of business forecasts which 
> form the basis of the advice we provide. 

| Applications are invited from graduates in economics or 
| relevant technologies with at least five yea rs’ direct experi- 
ence in the industries we serve. The positions are very suitable 
for persons seeking flexible and/or part-time employment 
arrangements. Applications in writing please to Mrs R. Bird at 
the address below: © . 

Chem Systems Limited 

| 28 St James's Square 
London SW1Y 4JH 








_ | UNIVERSITY OF EDINBURGH 


| TWO CHAIRS 
OF ECONOMICS 


- Applications are invited for two Chairs in. the Department 
- of Economics, tenable from October 1990 and April 1991, 
or from such other dates as may be agreed. No particular 
areas of specialisation are preferred, but it is expected that 
one of the successful candidates will have a strong back- 
ground in economic theory and that one will have expertise 
in applied and econometric work. 

Salary will be in the Professorial range (minimum £24,783 
pa € 0 | 














SOT 


Ld 


THE GRADUATE INSTITUTE OF INTERNATIONAL STUDIES 


GENEVA 


— are invited for a full-time position as profes- 
associate professor of international economics starting 
in October 1991. | us 

Candidates should have a strong analytical background 
and an ability to combine theory and applied research. 
Preference will be given to candidates who have an interest 
in the application to international economics, in particular 


. to international trade policy or international finance, of 


one or more of the following: theory of finance, game 
theory, industrial organisation and public choice theory. 
Applicants must hold a PhD in economics and have 
significant teaching experience and a good publications 
record. Depending on experience, the appointment may 
be at the level of full or associate professor. The language 
of instruction is either English or French, but the candidate 
is expected to have, or be willing to acquire, a working 
knowledge of the other language. | 

Applications including a detailed curriculum vitae and a list 
of publications should be sent to The Director, The 
Graduate Institute of International Studies, 132 rue de 
Lausanne, 1211 Geneva 21, Switzerland (Fax 41 22 738 43 
06) from whom additional information about the post may 
be obtained. To be considered, applications must have 


| arrived by 31 May 1990. 


The Institute reserves the right to appoint a person who has 


not submitted an application. 





The Fourth London 
Conference on 


PRIVATISATION 


‘Privatisation and 


*Dr Ernest Stern 
Senior VP, World Bank 
* John Redwood MP 
UK Industry Minister 
*Dr Madsen Pirie 
í Adam Smith institute 


*Sir Geoffrey Howe MP 
-UK Deputy Prime Minister 
*Dr Paul Elicker 
Center for Privatisation 
Sir Bryan Carsberg 
Director of 
Telecommunications 


Conference fee £379.50. To reserve a place or receive 
details, write to The Adam Smith Institute, 23 Great 
Smith Street, London SW1P 3BL, UK. Telephone - 


(London) 222 4995. Fax: 222 7544. — — 









College a announ es 
Management P Pr 














.. E you're taking a Master's in international business whiy not také iti n the 
heart of Europe? - "AN : 


V sono Europe Ew 7o 





Boston, New York. — Philadelphia. 
Group interactive sessions will focus - 
| on developing marketing strateg 
| based on participants own case studies. 


The melting et that results wil vein | 
TEN sing e entity. aa ce | | 
a pi he perspective, in fact, that employers a are ecyngc out ito ^ o4 


o PRAES etin 





EMIB ADMISSIONS OFFICE, inem ^ sb | 1990 Session: July 1 I | through July 27, 1990 
` EAP- ÉCOLE EUROPÉENNE DES ·Ataff | : 
| 108 BOULEVARD MALESHERBES, © LESEN N T — additional information, please contact the Institute as 
75017 PARIS: "m v m QUAL | follows: Bad gie. i4 
TEL: 47548500 (EXT 6796) - Dr. Jerome B. Brightman mE FAX: ^ 617. 552 3730 
TELEX: EAPFRAN 640611 - TELEFAX: 42. 67.48 19 Executive Director = Talex: 951750 IMI CAM. 
| International Marketing Institute Phone: 617 552 8690 - 


bu UE 20. 7889 CT VP = tU Hammond Street - Suite 1390. 
W3 [OL id DEG" dede. | | Boston, MA 02167 USA — 


Investing i in Improved: Global Competitiveness 
Pia Marketing | 





etienne struit 













THE OPTIONS. CLEAR 
and 

INSEAD | 

The Europ ean: Institute of 
Business / Admi 


















designed for: 





DISTINGUISHED FACULTY: INSEAD FINANCE AND ECONOMICS PROFE S : ORS, 
| OPTION AND RISK MANAGEMENT PROFESSIONALS... T 


oa — — 
"May 13-18, 1990. 

























-" __FORMORE INFORMATION PLEASE CONTACT. e — 
(USA ^ Tei É 1 21322. 2574 Fax: x (91 21822-4442 1 Telex: 91 10221261 6 


















We.are an Independent University College offering accredited 
American Degrees and British Professional qualifications. 
ie BSc American Degrees in Business Studies, 

^u Management, Marketing & Computing. 

($MBA —  Fulltime | year, Part time 18 months +. 

! London University external Law Degree 

with additional Business courses. — 











ek Marketing, Media & PR. Certificates 
€ CAM and Diplomas, Full time & Part time. 


I CR — ; LANSDOWNE 
‘Details: Director of Admissions, Lansdowne College, 
<- 3-5 Palace Gate, Kensington, London W8 5L5. 




















University of Leicester 
Department of Economics 


MA Courses in Economics 
-; The Department offers three postgraduate taught masters courses 
in G) Economic Development, (ii) Public Policy and Gin) Business 
1. Analysis. All courses are full-time and may be taken over either 
cone year or two years, depending upon your previous training in 
economics, Teaching is by a mixture of lectures and classes. 
Continuous assessment forms a substantial element of the assess- 
| > ment process. | 
-Each of the MA degrees follows a four unit structure. There are 
two compulsory units in economic. analysis and quantitative 
| methods. Each MA degree then has its own core course. The final 
^5 unit for each degree is made up of two option courses. 
Further details and an application form may be obtained from: 
| Mrs L. Baker 
Department of Economics 
University of Leicester 
Leicester LEI IRH 







Warwick is rated as one of Europe's 
most innovative and outstanding 
business schools; research led and 
outward-iooking, maintaining 
close links with international, 
national and local businesses. 

| Wi Management Development — 
|. Programmes Bl Research and 
Consultancy 

Wi MBA: full- and part-time, 


— 


WAYS 
























WARWICK 


BUSINESSSCHOOL 








BACHELOR, MASTER, DOCTORATE 


EARN A DEGREE. Use your ig experience as 

credit toward your degree. No classes, semi — 

näts or on-campus attendance. Studies build ~~] 
ie. Sen - Send. 


enerience. Sel-paced. Send. 
Resume For No Cost Evaluation. d 





| | CE: 13 545-3635 * Angeiss, 1 

University of East Anglia 
Norwich NFi4 7TJ 
MA in INTERNATIONAL RELATIONS 

This highly topical Master programme 
(11 months full-time, 22 months part- 
time) provides specialist knowledge 
and training in US-Soviet relations 
since 1945. it combines international 
relations theory and methodology with 
a distinctive emphasis on superpower 
relations. Options include nuclear 
weapons and arms control, US and 
Soviet foreign policy, the Third World 
and the international system. . . 


The programme is particularly de- 





è 
FAIRFAX UNIVERSITY home study 
degree programs. Entry at any time. 


. Advanced credit given for prior learn- 
 ing/experience. No classes to attend. 

For free catalogue, write: Fairfax Uni- 
| versity, Dept EC, 2900 Energy Centre, 





New Orleans, LA 70163 USA: 





signed both fo provide specialist study 
in international relations and to serve 
as a conversion course for those with- 
out a degree in international relations 
wishing to proceed to research in this 
area. Career possibilities include gov- 
ernment, diplomatic service, EEC 
Commission and the media. 

Applicants should have (or expect to 
receive) a good honours degree. 


Application forms and further informa- 
tion from Assistant Registrar (A20), 
School of Economic and Social Stud- 
ies, University of East Anglia, Norwich 
NRA 7TJ. Telephone 0603-582070. 











distance-learning and in consortium 
with leading-edge companies 
Masters’ Programmes in 


AH E AD Operational Research, Industrial | 
BD". Relations, Business Management 


Warwick has pioneered industry- 
university collaboration and is 
working with many of Britain's 
| major companies, providing 
executive development courses in 
marketing, finance, the | 
management of change, operations 
management, information systems, 
retailing and strategic 
management, 
If you are interested in | 
lll management training B research or B consultancy, 
contact Warwick Business School, 
University of Warwick, Coventry CV4 7AL, U.K. 
Telephone: 0203 523523 ext. 2834 
_ Fax: 0203 523719 Telex: 31406 


WARWICK BUSINESS SCHOOL B 
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UNIVERSITY DEGREE 


Degrees for people who want to be more effective and 


tecognized for their achieverhents in business and 
industry. We will assist you in completing your degree requirements 


Send datailed résumé on work life and academic experience for a no 


UNIVERSITY 


| 

| 
TH | 

; 






MBA & GMAT 
ADVICE CENTRE 
- For choosing an MBA course we supply. 
rankings & guide books. To help with GMAT 
— we sell the Official Guide, practice papers 
| and 1 day courses - 
E London Apri 28, Manchester May 12. 
For immediate attention contact 
PasTest UK. Tel: 0565-55226 
Fax 0565-50264 


ai: 

YOURSELF 

ONE OF 
40 


Korean | 
Norwegian 
Persian 
Bulgarian Polish 
Chiese — Portuguese 
Cambodian Russian 


Ainikaans 




































Spanish 

















LANGUAGES K 
IU. os. 


ES FREE 
CATALOGUE 


CEL 01-937 1647 E 











UNIVERSITY OF STRATHCLYDE — 











DEPARTMENT OF MARKETING 





and FRENCH, DUTCH or SPANISH 6 66 
in the ARDENNES. 












ate about the following . | 
What promotion, distribution and j pricing policies: are required for 
Success in internati onal marke 

| ting satis of EC and non- -EC comp 
andie. 1992? 


times, breaks and i in the e evenings. ; : 7 | 







o2 











man orien Office, Honeywell, Lufthansa, pe atate Der | 
Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. F : 


x We also run holiday courses in French for r young [people as 16. 





Is South Korea o M the next Japan? 
How do consumer | haviour patterns vary across culture? 


. if you apprecia he importance: of these questions and the 
implications t Wen th — ol for you. 







nN — 
Ld * 

















.. CERAN LANGUES PROVENCE / 

B.P. 27/280 i4 

F-30130 PONT-SAINT-ESPRIT | | 
FRANCE - Tel. (+ 33) 66 90 33 66 







ng or, Strathciyde Internation. l 
3 riment of Marketi Steet, las eee 
de, T UK. ding, 173 Cathe ral Street, las- |. 









= E. Fax (+ opm 36 "- 
/ ^ Talon 49650 céran b 






) in: 77472 UNSLIB G " 










i 11- 12 Anni: 1990 
" -. Berkhamsted, UK _ 
This important 2day study conference, aimed at people | 
» actively cóncerned in assessing and developing ^—— 
JE. international human resources will focus. on thc themes us 
i . working with different cultures ; 
" nal management competencies 
3 e compan nd industry experiences. 
€. international « comparisons of management style 3 























Over 25 expert contributors and speakers will share their 
psum in this highly topical area of rare : 

^o development — g 

Fee £265 +VAT Jincluding 1 night accommodation. at. — 
Ashridge. For further information, please phone, or fax 


Ashridge Management Research Group 
Ashridge Management College —— 
Berkhamsted + Hertfordshire + UK 
















Reach the top: i managem ay taking à an MBA. thi TEM n * urope’s — 
nior business ipd iss co nd With over ^ years experience, the ale offers: : 









Tel: National: 044 284 2511 International: + 44 44284 23511. 
Fax: 044 284 2382 










| P Henley t MBA is recognised — 
i na available i in many countries. For full details contact: 






























US HOUSING EXPORTS 


Largest custom builder in Virginia will 
J| «ontainerise and ship homes to your loca- 
F tien, Many models to choose from or send 
us your plans for bid. 


"Call or write for free brochure. Northem 
Counties Lumber Inc, Route 50 West, PO 

Box 97, Upperville; VÀ 22176. Tel: 703) 
| 592-3232. Fax: 179a) 592-3552. 


“IMMIGRATION 
TO CANADA 


| To jinnota investors and their advi- 
sors we offer bank:or mortgage guar- 


2nd INTERNATIONAL SEMINAR ON - 
"EFFECTIVE MANAGEMENT OF 
INFORMATION SYSTEMS 


24-27 SEPTEMBER 1990 — LONDON, UK 


Registrations are invited from senior management in medium to large 
public and private sector organisations in developing countries. 


— 
Tet: (202)226-1223, Fax: (203)454-7690 | 


AUTHORS WANTED 
— BY NY PUBLISHER 


Leading subsidy book publisher. seeks | 
manuscripts of all types, fiction, non- | 





















The seminar, co-ordinated with the London School of Economies, is 






. designed to provide delegates with a basis for their decisions upon 
Information: Systems appropriate to their national resources and 
organisational aspirations into the next century. 


To receive further information, please write or faz to: 


Tall Towers International Ltd, 324 Kennington Lane, 
London SE11 5HY. 
Fax: 017 793 0293. Tel: 01- 735 9000. 













































fiction, poetry, juvenile, scholarly and' | 
religious wor S, etc. New authors wel- 1 | Pegaso — gr 
; Sue ae Press, 516 W, 3áth | | Confidential service is assured. —— 
-Stree ork, NY 30001 USA xw | Kingsworld Capital Inc, 1255 Universi- 
14) 740324, fox: By 8740329. 
| HOTEL COMP LEX | YOUR STAY IN LONDON 
| | Take a furnished sélf-contained service apartment | 
2 Kitchen-dinette, bathroom. phone, colour - 
| 9 leti buds term. central heating, elevator. Suit 1-2 persons. Bro- 
] -45 Esnismore more Ga — INDON- SW7 
| wipe a lee 25441 (Ref KS 






comed. Send lor free booklet. | | vestment syndicates (for 150K/unit). 
= ea = | ist 21600, MU, Canada H3B 3X3. Tel: 
CUT THE COSTOF 
| — two- bedroom. n ite | | in Knightsbridge, near Harrods. Fully equi 
— i | P : chure by airmail. 
-235 1086 L. 


— 





















——95 510/04: OF Arts Dex jee 


2year course leading to. the Associate of Arts decre | 

.. (AA) in Commercial Art enjoying first-class studio 
facilities at our study centre at Waterloo in the heart of 

London. The course prepares students for immediate 


~ WILLETT HOTEL | 










| "nd yn doe WT SOT. a2 








“Tourist Board depuis = careers or for further training in the USA. Subjects 
Ashburn Garden Apartments Tel: 01-824 8415. covered include: 
E South Kensington, Condon SW7 406, UK e ex: 820578. . Graphic Design * Visual Design * Studio Skills 
ON Tel: 011-441 370 2663 — 





Sall character town house, off Sloane | 
Square, All modern facilities. Full English - 

breakfast inclusive of very modest rates. 
| A CINBAREXCLOSIVE HOTEL — 1 


| Advertising Layout and Design * Contemporary Art 
| Princi ples of Marketing & Advertising — 
. Entry: September - January - May 
Admission: With high school diploma 





Fax 011-441 370 6743 - 
SENBEEEE J 
































SHOOTING es Pre F Write for prospectus to: 
FISHING & SAFARIS: BUSINESS IN ‘SCHILLER INTERNATIONAL UNIVERSITY (Dept evo f 


| Let us help hi p Histon the right 1 
business partner in Norway. = > 
| . A/SRESPONSE 


mim ^ — nud E INTE ER NATIONALE ROPER TY S — 


Tel: (05) 23 42 10 
+ EZ take ENNA 


Fax: (05) 23 43 30 

& Mountain resorts |. 
You can own a quality CHALET/APARTMENT in MON- B. | 
TREUX, VILLARS, LES DIABLERETS, LEYSIN, GSTAAD F- 
Valley, CRANS-MONTANA, VERBIER, etc. from SFr. J 
200'000.— 60% credit at = 714% : 


REVAC SA. i 


Custom-tailored to individual, group | 
or corporate requirements; — . 
For the finest specialist Adventure 
Activities Worldwide, contact: 
Sporting International (Europe): Lid - 
14 Old Bond Street, London W1X 3DB : 
Telephone 01-629 2044 
Fax: 01-491 9177 


US IMMIGRATION 

AND BUSINESS 
Counselling. for individuals and | 
companies wishing to immigrate 
or to do business in the US. |. 
Multilingual. 
Daniel A. Austin, Attorney at | 
Law, 1301 West 22nd Street, | . 
Suite 507, Oak Brook, IL 60521- | 


i 51 Waterloo Road - London SET BTX 
$ Tet: (01) 928 8484 - Telex: 8812438 SCOLG - Fax: 01 620 1226: 
(Accredited member AICS, Washington DC, USA) 














ITALY. CASTLES IN T 
SK Y¥—vor villas in the vineyard. 
best city or country rentals all vva 
JATALY...American specialist based in 
Rome will help design the perfect holiday. 
“INTERNATIONAL SERVICES, Piazza di 
4 Spagna 35, Rome, Haly. Fax: (011-396) 
| 684-0943; In US (212) 794 1534. 





“ol & Gas Exploration s 
| & Development Participation - 
] Established. oF, & Gas Company has limited 


| number of r^ ooriunities. fo participate in 
| Development Oil & Gas Drilling Programme in 








| well established productive basins in Central 
4 United States, Gulf Coast and Pennsyt vania. 





Í Send inquiries to: de Monttéiert - CH 1202 aiv B 
e. 4T 22/794 1540 Fax 7341220 - — E 


Cornish Manors 


- | Oilmarc, 410 17th Street, on 1810, | 
| Denver, Colorado 80202 USA . Tek (303) 


— USA. 35 0 571-1734. 4 d 
—— — —— Fax (303) 828-73 








[ EXECUTIVE HOTEL | | 
















Readers are 


a STREET hind | CAPITAL GAINS TAX ROLL OVER RELIEF 
LONSON SWR OB oe recommended INT HOMES IN CORNWALL 












io make appropriate enquiries and 
take appropriate advice before send- 
ing any money, incurring any ex- 
pense or entering into a binding 
commitment in relation to an adver- 
tisement. The Economist Newspaper 
Limited shall not be liable to any 
person for loss or damage incurred 
or suffered as a result of his/her 
. | accepting or offering to accept an 
4. invitation contained in any advertise- 
ment publistied in The Economist. 


Tel: 01-581 2424 


Fax: 1-589 9456 
Telex: 941 3498 EXECUT G 


"ing bedroom £49.95 + VAT 
Double or Twin £74.95 + VAT 


Ta ance, privacy and ex ional - 
sake Ih the of the works MOA 
Bute "Style English  breaklasi 

e. ast 
included. 


and affer Management 
Services. Full | Capital Gai 
relief (s Ca 
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A LINBAR EXCLUSIVE HOTEL 


Exo m E 


THE ECONOMIST MARCH 17 1990 









MARKET RESEARCH for business 
plans, marketing and acquigitions. Call 
— Research Ltd on | et -404 
AUTHORS invited to submit manu- 

- Scripts, all types. for book publication. 
Reasonable terms. Stockwell, Dept 75. 

. fifracombe, Devon, UK (Est 1898). 








LONDON 
SOUTH KENSINGTON 
Fully furnished luxury ane e and two bed 
apartments, 


| Quiet tree lined street udine to shops, 
restaurants and tube. station. veo 
security, A NM 
Min ane week. £336 t to £805 pw. Full i 
info. Tel 01-225. 0184. Fax. 01225 — 
0280 Telex B93095. dod 
















Sarah Hodge Recruitment Consultants 
Need a Top — 


ai Call (01)434-0030 . — 
215-217 Oxford d RI 










































































` COMPUTERISE PAINLESSLY. 7 : 

L Custom built IBM PC programs, for fast SECOND LEGALLY oB TT | TOTAL NATURAL IMMERSION - 

< response. Call Peter J Menter 01-802 SECOND PASSPORT ) OFFERS with French participants. tor? 

, 7036. E FREEDOM, GREA 

S NNNM "EX ion — sere intensive days in the DORDOGNE 
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ECONOMIC AND FINANCIAL INDICATORS 1 


— —— n ee — — 
OUTPUT, DEMAND AND*JOBS America's unemployment rate remained at 5.396 in February, for 


the ninth consecutive month. In the same month Canada's rate edged down to 7.796—slightly 
above its level a year ago. Sweden's jobless rate was 1.4% in February, compared with 1.5% in 
February 1989. Britain's retail sales unexpectedly jumped 2.496 in February, lifting the 12-month 
rate of growth to 2.696 and adding to fears of inflation. In the year to January West German retail 
sales also climbed 2.6%—but during the month they fell by 0.4%. 


% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment *& rate 
3 mthst 1 year 3 mthst 1 year 3 mthst 1 year latest year ago 
Australia — 26 + 18 Now +26 +654 0⸗ + 38 + 500 6.2 m 6.9 
+ 23 + 38 ox na na + 09 + 48 sept 9.1 æt $97 
Canada — 09 + 10 ve +20 +24 ù +17 — 17 Dec 77 fe 7.6 
France = 0.5 +18 Ox + 45 +35 o — 44 + 1.1 Dec 98.4 Dec 10.1 
W. Germany + 5.9 +42 in + 37 +39 o + 64 + 26 m 74 re B.0 
Holland +14.0 +100 ox — 48 * 33 u +10.2 + 6.1 mm 5.5 ec 6.2 
Italy + 30 +20 ww + 3.2 + 28 o + 78 — 7.1 oeg" 109 »' 107 
Japan * 24 * 20 m» +122 +52 0 +13.9 + 5.8 ww 22 jan 23 
— 97 — 20 De na na —20.1 + 7.6 e 159 ue 18.2 
Sweden * 59 +42 Ox na +19 @ — 47 + 16 Now 14 re* 1.5 
Switzerland — 68 +06 o +19 +28 ù — 25 + 02 nove 0.6 sun” 0.7 
UK +24 +16 ox +24 +21 ù + 52 + 26 fe 5.7 san 70 
USA —09 +01 son +09 3-25 ù — 38 + 07 den 53 fe 5.2 
index defiated by CPI.**1988.T New Series. 


PRICES AND WAGES American workers received a 3.7% pay rise in the year to February, 
equivalent to a cut of 1.4% after allowing for inflation. West German wages climbed 4.6% in the 12 
months to January—a real pay rise of 1.9%. Britain's wholesale-price inflation quickened to 5.4% 
in the year to February, while Spain’s slowed to 3.3% in the 12 months to January. In the year to 
February Holland's consumer prices increased by 2.2%. 


% change at annual rate A 
consumer prices* wholesale prices* wages/earningst 

3 mthst 1 year 3 mthst 1 year 3 mthst 1 year 
Australia + 7.7 + 7B ww * 42 + 7.0 New + 42 + 75 S’ 

+ 29 + 34 fe + 40 + 5.0 Ww + 37 * 420 
Canada * 35 + 55 san - 19 — 03 Jan + 8.8 + 64 Dec 
France + 29 + 34 m — 1.8 * 50m + 39 + 40 se 
W. +34 +27 Fe + 17 + 1B ian + 24 + 46 san 
Holland + 0.1 +22 Fe — 19 + 10 dec + 08 + 14 m 

+ 69 + 63 Fe + 60 + 5.4 we + 44 + 6.6 w* 

: — 05 + 30 sn — 09 + 3.7 m + 44 + 70 De 

+ 56 + 67 m * 19 + 33 san + 2.7 + 5.3 An 
Sweden + 9.7 + 6B ian + 51 + 58 tan +10.2 +10.3 o«* 
Switzerland + 87 + 49 fe + 12 + 22 m +15.7 + 3.6 0* 
WUK + 8.1 +77 m + 56 + 54 Feb +12.1 + 9.3 De 
USA + 46 + 52 m * 68 + 5.8 sn + 3.0 + 37 Fe 
Pn T rri eri reir e rae m M SM mon aa DAOA TSA aa 





Ww IHE COST OF A CALL £T may have 
phoned home for free, but jetsetters should 
beware. The cost of an international call 
varies widely between countries. Make a 
‘hree-minute overseas call from Italy and, on 
average, you will pay $8.68. Dial a similar 
ball from Britain and it will cost just $2.90. 
3ritish long-distance domestic calls are also 
a bargain: at 52 cents for three minutes, only 
Jutch callers get a cheaper chat. Over the 
border in West Germany, a long-distance 
lomestic call costs five times that sum, at 
:1.63 for three minutes. While British inter- 
ational and long-distance calls look good 
alue, Britain's local calls are the costliest of 
ve nine countries surveyed, averaging near- 
¥ 18 cents for three minutes—more than 
ouble the cost of a similar call in America. 
1 Canada local calls are free. 








COMMODITY PRICE INDEX 
ZSDIUIILI Hot drinks, the big movers 

in our food index in 1989, 
have changed tack. Coffee and cocoa prices 
have risen sharply this year, after hitting 14- 
year lows in 1989. Coffee exports rose by 
2496 in the second half of 1989 after quotas 
collapsed. Now supplies are running short, 
especially of high-grade arabica coffee. 
Cocoa stocks will be a record 1.3m tonnes at 
the end of this season; but, for the first time 
in six years, output is static, while consump- 
tion will increase by 796. A glut of low- 
quality tea at auction in recent weeks has 
wiped out last year's price gains. 





Mar Mar 13$ one one 
month year 
Dollar index 
All items 128.0 129.1 +72 —148 
Food 102.2 102.7 +40 —138 
Industrials 
All 153.8 155.3 93 -—155 
Nfa tt 139.0 136.5 —14 — 22 
Metals 164.2 168.6 +16.7 —216 
Sterling index 
All items 99.5 103.4 +132 — 80 
Food 79.4 82.3 *99 — 69 
industrials 
All 119.5 124.4 +155 — 87 
Nta tt 107.9 1093 +40 + 56 
Metals 127.6 135.0 +23.4 —153 
SDR index 
All iterns 99.1 101.0 +95 —142 
Food 79.1 80.4 +63 —132 
Industrials 
All 119.0 121.5 +117 —149 
Nfa tt 107.6 106.8 +06 — 15 
Metals 127.1 131.9 +19.2 —21.0 
Gold 
$ per oz 404.75 396.25 — 55 +03 
Crude oil North Sea Brent 


$ per barrel 19.38 1865 — 48 + 35 
$ Provisional $} Non-food agriculturals 





iootnotes applicable to all tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg of previous 3 mos, at annual rate. na not available. 


ECONOMIST MARCH 17 1990 






3 - 113 | 
d 4 ws ue pe.- =. 


» 


a » “ae, — 


= 





1 
> 
P 
p 


— e — —— — 





Y-. HERE .—9 ry ts — — — — 


L 





m FACTORING Specialised factoring com- 
panies pay cash for the bills owed to others 
in return for a fee; they then accept the risks 
of collecting the debt. Since this helps 
growing small and medium-sized companies 
to avoid cash squeezes caused by unpaid 
bills, factoring has boomed over the past 
decade. In 1989 the worldwide value of 
factored bills climbed 1896, to $190 billion. 
The value of total world exports financed 
through factoring topped $10 billion, a 2296 
increase over 1988. For the first time Italy 
overtook America as the world's biggest 
factoring market: that is largely because of 
Italy's archaic payments system. Italy now 
has 80 factoring companies, compared with 
America's 17. Asian countries saw the big- 
gest growth in factoring last year. The value 
of bills factored in the region surged by 
29%, to $17 billion. Factoring may now take 
off in East European countries as they learn 
capitalist habits: only in Hungary and 
Czechoslovakia is the factoring business 
already well established. 
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WORLD BOURSES Fears of higher interest rates sent Tokyo tumbling 33000 for the first time 
in eight months; during the week the Nikkei index dropped 3.596. Wall Street lost 0.196, while the 
world index fell 2.496. London, shrugging off poor trade figures, gained 0.496. 


Stock price indices % Change on 
Mar 13 — OL UE one one record 31/12/88 
high low week year high in local in $ 
currency 
Australia 1560.6 1781.8 1412.9 — 13 + 45 —32.3 + 49 — 66 
6003.9 6805.3 5519.3 + 34 + 53 —11.8 + 79 +12.9 

Canada 3734.1 4037.8 3350.5 + 03 + 30 — 92 +10.7 +12.2 
France 515.0 561.6 417.9 +21 + 168 — 63 +23.9 +29.3 
W. 2281.9 2370.8 1595.7 + 26 + 37.1 — 3.7 +38.1 +42.8 
Holland 193.3 210.5 166.7 + 3.2 + 69 — 8.2 +16.6 -+20.9 
Hongkong 2887.6 3309.6 2093.6 — 1.6 — 49 —26.9 * 74 +74 
Italy 665.3 734.8 577.5 — 03 + 15.1 —26.7 12.8 +16.2 
Japan 32620.6 38915.9 30183.8 — 35 + 28 —16.2 + 82 —114 
Singapore 1565.7 1595.4 1030.7 + 08 + 34.2 — 19 +50.8 +56.1 
South Africa 2976.0 3211.0 1961.0 nil + 28.3 — 73 +52.3 +43.8t 
Spain 272.3 328.9 268.6 + 0.4 — 30 —17.2 — 08 + 19 
Sweden 1145.3* 1373.0 968.5 — 15 + 14 —16.6 +13.0 11.1 
Switzerland 761.5 829.1 613.1 + 0.8 * 176 — 82 +26.1 423.8 
UK 2224.5 2463.7 1782.8 * 04 + 47 — 97 +24.1 +39.5 
USA 2674.6 2810.2 2144.6 — 0.1 + 16.0 — 48 +23.3 +23.3 
Woridt 500.4 571.0 487.6 — 24 — 07 —12.4 * 12 + 12 


Hew series $ Morgan Stanley Capital Intemational {Converted al financial rate 
ÁÁÁ — — — 


MONEY AND INTEREST RATES West Germany's narrow money supply grew by 2.9% in the year 
to January; its broad money grew by 4.496. Yields on American, Japanese and British long-term 
government bonds firmed; West German government bonds stuck at 8.9596. 


Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency 


Australia — — 0.6 +20.9 n 1655 16.13 19.50 — 16.13 13.55 14.66 15.88 — 14.40 
Belgium — + 55 * 940 1025 1040 1325 10.15 10.66 10.59 10.50 10.73 
Canada + 3.0 +124 fe 13.25 13.25 14.25 13.25 10.79 11.56 1288 12.02 
France * 74 + 67 nw 1044 — 10.69 11.00 10.88 10.31 10.96 10.75 10.78 


W. * 29 + 44 m 7.95 8.45 10.50 7.69 8.95 9.00 8.00 8.86 
Holland + 67 +14.2 Dec 8.05 8.90 10.75 8.90 9.14 9.51 8.75 9.54 

+11.3 +11.0 De — 13.13 13.63 14.00 na 12.46 12.09 12.38 1226 
Japan — 0.6 +11.5 Jan 6.63 6.29 6.25 2.04 7.31 7.11 7.50 7.26 
Spain +13.7 +11.8 o« 1499 15.45 16.25 7.25 12.92 14.32 14.75 na 
Sweden na + 63 w 1465 14.95 1550 1492 14.59 15.45 1463 14,60 
Switzerland — 3.9 * 63 o« 8.58 9.18 10.88 8.38 6.45 7.15 9.00 7.10 
UK * 58. +182 im 1344 1538 1600 1531 11.79 13.13 1534 1377 
USA + 1.1 + 3.1 dan 8.19 8.28 10.00 8.41 8.63 9.59 8.50 9.42 


Other key rates in London 3-mth Treasury Bills 14.8%, 7-day Interbank 14.9%, clearing banks’ 7-day notice 4.0%. Eurodollar 
rates (Libor): 3 mths 8.5%, 6 mths 8.7%. 

1 UK MO; M3 except Belgium, Holland, and Sweden M2, Japan M2 UK M4. Definitions of interest rates quoted available on 
oures: Banco Bien Viscaye, Chase Manhattan, Banque de Commarcs (Bug), Cre Lyonnais, Credit Lyonnets Bark Nederand, Svenska Handelkencn. 
Westpac Banking Corporation, CSFB, The WEFA Group. These rates are indicative only and cannot be construed as offers by these banks. " New series. 





TRADE, EXCHANGE RATES AND RESERVES America’s current-account deficit narrowed to $105.9 billion in 1989, its smallest since 1984. West 
Germany's current-account surplus grew to $52.4 billion in the 12 months to January; its monthly surplus almost doubled to $6.4 billion. In trade- 
weighted terms the dollar rose by 1.2%, the yen lost 1.4% while sterling tumbled 2.0%. 


trade balancet current- trade-weightedtt currency units per $ currency units foreign reservestt 
$bn account exchange rate $bn 
latest latest 12 balance $bn 
month months latest 12 mths latest — year ago latest year ago perf per SDR per ecu Jan year ago 
Australia — 055 m — 38 — 15.8 sen 88.7 91.1 1.32 1.23 2.11 1.72 1.57 13.5 13.5 
Belgium — 0.06 ^. + 13 + 39 2 110.7 105.8 35.7 38.9 57.2 46.2 42.3 10.9 8.9 
Canada — 0.08 dec * 40 — 149 o 104.1 101.8 , 1.18 1.19 1.89 1.53 1.40 14.9 15.8 
France — 0.14 son — 69 — 34 o 104.2 99.3 , 5.81 6.30 9.29 7.51 6.89 244°" 263 
W. Germany + 523 Dec + 715 + 524 m 118.8 112.6 1.72 1.86 2.75 2.22 2.04 60.8 54.9 
Holland — 0.12 oa * 37 * 66 0 114.8 110.0 1.93 2.10 3.09 2.50 2.29 165*** 161 
Italy — 1,08 à — 122 — 109 a 100.9 97.3 1268 1364 2029 1640 1505 48.4 35.3 
Japan + 5.04 ten + 73.0 + 537 m 123.5 149.3 153 130 244 198 182 81.8 97.3 
Spain — 290 sm — 280 — 11.7 sn 105.6 103.9 110 116 176 143 131 41.1 37.1 
Sweden + 0.16 Ox + 27 — 6.0 Cec 95.2 95.4 6.21 6.37 9.93 8.05 7.37 96*** B.5 
Switzerland — 0.73 de — 63 + 60 o 108.6 107.8 1.53 1.59 245 1.97 1.81 21.9 20.8 
UK — 3.27 m — 37.7 — 94.1 sen 86.2 96.1 0.62 0.58 -— 0.81 0.74 34.6 43.0 
USA — 7.17 Ox — 108.7 —105.9 o 68.8 67.7 — — 1.60 1.30 1.19 64.4 37.1 


Australia, France, Canada, Japan, UK and USA imports fob, exports fob. All others cif/fob. tł Bank of England index 1985 = 100, Reserve Bank of Australia index 1985 = 100, New series, Tf Excluding gold. **November * * * December 
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For every hour’s flying time, 
Lufthansa puts in 
22 technician hours. 


aS. 


Running an airline is a job 
which, for the most part, takes 
place behind the scenes. At 
Lufthansa, for example, we 
invest 22 technician hours in 
maintenance for every hour of 
flying time. 

That's considerably more 
than demanded by the statu- 
tory manufacturers' require- 
ments. Our servicing and 
repair work is carried out to 





the highest standards of qua- 
lity, which, in turn, are subject 
to checks by independent, 
government technicians.This 
attention to detail also ex- 
tends to the quality of per- 
sonal service you can expect. 
On the ground and in the air. 
State-of-the-art technology, 
perfect organization, per- 
sonal commitment: that’s our 
promise. 


C2 Lufthansa 


For those who will not 


settle for second best, there 


is only one name. 


Twenty years ago, 









and Men and the Ri 


mechanically programmed unti the year 


The ultra-thin Royal Oak for Ladies 


Audemars Piguet created a 
watch so unique that it has 
been admired and envied the 
world over: the Royal Oak. 
"adis the Royal Oak Ap 
remains unchallenged. 


And so it will be in the Audemars Piguet 


years to come. 


| Sen tn ; BANGKOK: imi fel. 253.03.60. HONG-KONG: Desco (HK) Ltd., Tel. 34 
JAKARTA: ' nt f , KUALA | LUMPUR: /aroyal (Pte) Lt . SEOUL: Sungsan Trading C 
^ SINGAPORE: Silvarova : _ TAIPEI: nars Piguet Showroom, Tel. 701.96.39 
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‘Today. a bank should keep right on developing 


new solutions for old problems. 


Some problems are as old as business itself. 
Year in, year out, you have to invest corporate assets, struc- 
ture corporate debt, manage corporate cash. 

Last year's solutions may not be best today. 

Creating better ones is a constant pursuit at Bankers Trust. 
; We have at our command a wide array of sophisticated 
| | financial techniques. Presence and proficiency in all the world's 
1 markets. And the ability, through skilled and imaginative people, 
to focus all these resources on a problem. 
| The result may often be a brand-new solution. A merchant 
| | banking solution. One which fits not only the problem at hand, 
| but also your overall strategic objectives. 

Today, an increasing number of corporations are relying on 

merchant banking for what it provides best: innovation not for 


innovations sake, but for the client's sake. 





"Bankers Trust Company 
B. ert OS . Because today isnt yesterday. 
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Tokyo’s crunch 


23, while the mainland goes its _ 
dreary communist way, page 25. 


Perestroika for real 


reforms, page 48. Poland’s f 
Solidarity in its twilight, page 49. 
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ear ofa united Germany 








ael, have viewed recent efforts 


r all, Germany does have a dis- 
urbingly long tradition of at- 


at issue today. To say merely 
“things are different now" 


we: 


and bitterness of past ex- 
rience and bears little assur- 
ce of a future political and mil- 
ry stability i in Europe. 


ive the crime that Germany 


go; the only ones who might 
' done so died on the battie- 
field or, worse yet, in the gas 


ership in Europe, let us seriously 


hould at least not happen in 
ur generation. = | 
Cincinnati Moses ALTSECH 


~Your article on the eco- 
ic policy of the Labour party 


ionary note about 
pending plans of an incoming 
abour government. | 










Rei should néither be sur- 
ng nor intriguing that many 
ropean countries; as well as Is- 


imed at German unification: 


ith scepticism and concern. Af- 


j — to ee — dominate 


he. dun — of — are 


rdly any consolation for the 


Iti is not up to us to forget or 


ommitted only a few decades 


ambers. And if Germany is 
estined to become one and in- 
evitably rise to a position of lead- 


consider the sceptics' view that it 


'ebruary 17th) concludes witha 
the. 
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With Labour having scrapped 
its unilateralist defence policy, 
the ability of its economics team 
to manage the economy respon- 
sibly could become the major is- 
sue in the next election cam- 
paign. Perhaps the debate about 


membership of the European ex- 


change-rate mechanism (ERM) is 
relevant here. Within the ERM a 
Labour government would pre- 
sumably find its freedom to 


s launch into an unwise, inflation- 


ary spending spree greatly re- 
stricted. The credibility of the 


party's claíms that it could safely 


be entrusted with the running of 
the British economy would thus 
be greatly enhanced. 

Might such considerations ex- 
plain Mrs Thatcher's reluctance 
to join the system, at least before 
the next election? 





Ashford, 
Kent COLIN POULTON 
Tooth and law . 


SiR— Your essay on the impor- 
tant role of co-operation in our 
ever-changing understanding of 
evolution (February 24th) is also 
an apt testimony to the unity of 
the sciences. - 

Darwin's idea of "survival of 
the fittest" found a home in po- 
litical philosophy in the form (al- 


- beit distorted) of social darwin- 


ism. Likewise, Dr Lynn 


Margulis's theories, which hold | 


that evolution advances as much 


through symbiosis as by tooth 
and claw, correspond to the late 


anarchist Kropotkin's theories - 
of social evolution. He argued 
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ress- is the. greatest advantage in in 


the struggle for survival. He also 
held, dubiously, that were it not 


for the corruptions imposed by 


state and law, men would de- 
velop bonds of instinctive soli- 
darity which would make gov- 
ernment unnecessary. 

We can at least be thankful 
that microbes are not subject to 
such corruptions. 





Annapolis, of, 
Maryland Jt4 O'GARA 
Perfect competition 


Sr&— Your perceptive articles on 
European airlines (January 20th) 
and high-speed travel in Europe 
(February 3rd) raise a number of 
issues for the contestable mar- 
ket-theory debate. 

Baumol’s theory of contest- 
able markets states that con- 
sumer welfare can be maximised 
regardless of the number of firms 
in an industry, as long as it is 
greater than one. Producers 
have to operate efficiently due to 
the pressure of potential "hit 


-and run entry” into the market. 


If airlines can fly wherever and 
whenever they want to after the 
EC's liberalisation of aviation, ex- 
perience will be similar to that of 
the United States, where empiri- 
cal work suggests the market is 
"imperfectly contestable”. 

However, coupled with a Eu- 
ropean high-speed rail network, 
owned by an Ec track authority 
with both national and private 
operators running trains on it, 
the high-speed travel market in 
Europe could well come as close 
to perfect contestability as any- 
thing. The implication for com- 
petition policy would be pro- 
found, with the realisation that 
big operators are susceptible to 


hit-and-run entry from indepen- - 


dent companies. 


Lenton, 
Nottinghamshire Tim NORTHAM | 





Poland and Lithuania 


Sir—In your article on the Lith- 
. uanian 


elections (February 
17th), you state that Poland held 
Lithuania's capital, Vilnius, be- 
tween 1920 and 1939. While this 
is correct, you neglected to men- 
tíon that Poland occupied the 


city against Lithuanian wishes, J. o 
through the actions of the Polish. | 
army. This is much less well. 
known than the standard image 


_of Poland a asa nation constant 


"Waiting for China 
|: From modest beginnings only 40 ` 

























































the prospect. ofa ied. C 
many, given its past. history. 
Lithuania should be just as con- 
cerned with the emergence of a 


free Poland, for the same 
reasons. 

Perth, . | 
Australia Ray KALINAUSKAS 
is Canada duli? 






Sirn—Could it be that you are A 
just a little bit jealous. ot The | 


— — Britain? 

I write as a joint citizen of Brit- 
ain and Canada. I value my > 
nadian citizenship rather inc 
however. And a temporary u. 
journ in the murder ici of 
the United States reinforces the 
value of supposedly "dull" old 
Canada. 

Yes, peace, order and good 
government can be rather dull. 
lt is surprising, though, how 
many nations these days seem to 


- crave it. 


Washington, 


DC MicHAEL McDOoWELL 


— — 


Sir— Why do you persist in call- 
ing Canada dull? What is it you 
want! 

Do you know that Canadians - 
are the world curling champi- 
ons? Do you realise that the 
paint roller is a Canadian inven- 
tion? Have you ever heard Mi- 
chael Wilson speak? 

A country can only stand 
much excitement. | 
Washington, 

DC FRANK POTTER 
"——————————————— ait 
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HONG KONG CLOTHING: 





years ago, Hong Kong has grown to 
_become. the world's largest exporter 
of clothing. But how will Chinese rule 
in 1997, and the possible phasing out 
of the Multi Fibre Arrangement, 
impact on the strong trading position 
. of the Colony? This report provides 
an examination of current global 
Success, and assesses the prospects 
for Hong Kong's dlothing industry to 
| 1997 and beyond... 
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ND READY to act? Like mar 'cutives who 
have reached the higher echelons, you may well find 
that the career evolution methods you used ear ier can no 
longer produce the results you seek today. 
` Alain Forgeot and Willet Week is in Paris, Gni Dubois in 
Gent nd their consultants have hel ped, for the past 15 
Ei *than 5,000 top executives such as yourself 
heir career and, when appropriate, think, mount 
| onduct a sophisticated search of the hidden side of the 
‘national market. 
phone for a confidential exploratory meeting. We will 
Moyen situation and — if and SON we can. be 















PERSONAL — CONSULTANTS 


Paris: 3, rue du Fg St-Honoré, 75008, Tél. (1) 42.65.42.00 
‘Geneva: 9, route des Jeunes, 1227. Tél 022.4 a2. 52.49 
Associate office: London 








FÓOD AND AGRICULTURAL M NSTTUTE OF g 


(CIIFAD) 


t Corel University invites applications for the. position. of Director for a 


' new institute within its College of Agriculture and. Life Sciences. The 








4, Cornel International institute of Food and Agri 
(CIIFAD) serves to focus and utilise more ef 
demic. resources and international expertise tc 

] critical policy-related problems of food and agr 

| These problems include those associated with rut: 


ie. solution of 
tural development. 





Z nations. 
_ The Director of CIFAD must have outstanding academic credentials i in 


| the agricultural sciences (social.or biological); management experi- - 


| ence; a sound knowledge of and direct experience with developing 






-plinary research, teaching and outreach activities. 
“A competitive salary with fringe benefits will be offered. Appl ications 


l: and requests for further information will be. confidential and should be - 


| directed (before 1 July 1990) to: 


Professor Daniel G. Sisler 
Intemational Agriculture ~ 
Box 16 Roberts Hall 
Cornell University 
Ithaca, New York 14853 USA 
Phone: 607 + 255-5453 Fax: 607 + 255-1005 


pore isan — opportunity, affirmative action employer. 


Say 
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 LANDELL MILLS ASSOCIATE reivides propeen sa 







, malnutri-> 


ert | | Financial 
tion, population changes and environmental degradation i in developing. T d Anrie 


| nations; and the vision and leadership required to catalyse interdisci- 


| Management experience in reafforestation, agro- and 
— . community.forestry, fodder.crops. = 
Fisheries - "Fisheries or Aquaculture Technologist; Eco 
Aquaculture omist or Managers. 



















Padi programme i is ; one-to-one, confidential ani 
highly cost-effective. Why not considet it for yout top 
people now? Call 01-493. 5239 to intime s | 
an — Wi | ! 
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London WIR 9AJ. - — DEVELOPMENT 
0l- 493 5239 * s: CONSULTANTS | 










a pr 
management services for agricultural and related. services 
worldwide financed by e international aid agencies. 
We are now seeking experts for long and short term - 
assignments in Francofon: ee Africa in the following 
disciplines: dE | 


Project 
Management 























Economist/ * 





i» ider scheme management. | 
Agricultural ^ ^^ Extension: ‘experience: “of rainfed crop. in. 
Engineers ~ Sahelian areas with a focus on farm 

] mechanisation, irrigation and animal tractioi 


Forestry E a Planning, extension and training skills, wi 





























Salaries are internationally competitive. Applicants should be 
fluent in French with a minimum of five years professio 
experience, Please send Curriculum Vitae in eee 


Bill ‘Denne, Director, Alrica Division, 
Columbus. House, ——— Drive, 
Bath, Avon BA2 6RR, 

Telephone (0225) 4628 

Fax (0225) 466018. Telex 44670 LANMIL 6. 
























i 
i 
| 
| 


simersdale Là ncashiré WNB BLP Tel: O695 50200 Fax: 0695 sona 


POSITION 


TELEPHONE 









t å 


MARCH 24 1990 








Kohls kingdom 


ATS off to Helmut. For a chap who was 
reckoned a bit of a bumbler by his 
friends and a bit of a bruiser by his country’s 
neighbours, West Germany’s chancellor may 
have surprised even himself this week. He is 
now, beyond doubt, the power-broker of Eu- 
rope. East Germany’s ringing endorsement of 
`; plan for speedy German unity makes him 
-..2 Strongest contender to lead the strongest 
power in non-communist Europe. That gives 
him clout not only in tricky talks with Amer- 
ica, Britain, France and the Soviet Union 
over how the new Germany will fit into Europe, but also in 
negotiations within the European Community over what sort 
of Europe it will be. No doubt about Mr Kohl's victory this 
week. His worry is how to handle success. 

Mr Kohl rightly sees the East German vote as a personal 
vindication. He recognised the opportunity in last year's East 
German revolution and grabbed it. He bamboozled all four of 
the occupying powers—including that arch-bamboozler 
Mikhail Gorbachev—into accepting fast-forward unity more 
or less on his terms. And he made unity on those terms the 
campaign issue in East Germany. At each stage Mr Kohl has 
followed his instincts, taken his chances—and won. At each 
stage the opposition Social Democrats, both in East and West 
Germany, have hesitated—and lost. But if Mr Kohl is now 
riding high, East German expectations are riding higher. Not 

` sappointing them will tax even his instincts. 

To make swifter unity on West German terms more at- 
tractive to East Germans, Mr Kohl has all but promised that 
their savings will be converted, over time, from Monopoly- 
money Ostmarks into rock-ribbed D-marks at the ridicu- 
lously unrealistic rate of 1:1. So far he seems as good as his 
word. His economics minister is talking of currency union 
between the two Germanies by July. Full economic and then 
political union cannot be far behind. East Germans will get 
what they voted for, and much else besides. 

Unity will not swiftly mean equality. Even on the cheeriest 
estimates, it will take five or ten years to rescue East Germa- 
ny's economy from 40 years of communism. That will mean 
cutting subsidies—on food, housing and most other things 
East Germans buy—and shedding unproductive jobs. East 
Germans who stay in work will have to work a lot harder as 
tough private bosses take over flabby state-run factories. Not 
that anybody will miss the Wartburgs and Interflugs, those 
trademarks of failure. And things could be worse. Unlike Po- 
land and Hungary, East Germany will not have to coax in 
private capital: the stuff will flood in from West Germany. All 
the same, it will be a while before a freer East Germany also 
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feels like a richer one to most of its people. A 

As times get harder, the Social Democrats. 
may get their chance. They (and East Germ d j 
ny's communists) argued throughout the elec- 
tion campaign for a slower road to unity, one 
that would give East Germans the chance to 
negotiate some safeguards for their liveli- 
hoods. If monetary union goes badly, bring- 
ing either too much inflation to West Ger- 
many or industrial collapse to East Germany - 
(anc hence an even bigger flood of refugees to 
the West), Germany's voters may turn against - 
Mr Kohl. But the chances are that the momentum of this — 
week's success will carry his Christian Democrats to victory in 
West Germany's election in December and then in all of Ger- — 
many next year. On present evidence, that would be wel- - 
come: a reunited Germany with Mr Kohl as its first chancellor 
is likely to be more prosperous, and stabler, than it would be. 
under the Social Democrats. 


The only Germany there is 


Despite last month's bruising row over the fate of the Gere 
man-Polish border, further Kohl victories would also be bet- 
ter for Germany's neighbours than Kohl defeats. Most — 
peans, Poles included, now accept that a united German 
democracy is a place they can live with, provided it stays s 
curely anchored in the western alliance. Mr Kohl — it 
should stay anchored. Only the Russians and some German > 
Social Democrats keep banging on about a neutral Germany. 
Had the Social Democrats won in East Germany, Mr Gorba- 
chev would have gained himself a valuable ally. He may still 
try to insist on neutrality at the two-plus-four talks on Ger- 
many. Or he may try to trade in that idea for something he | 
might think would be almost as valuable, the withdrawal of all 
foreign troops from Germany. 
It is there that Mr Kohl’s fine political antennae could get 
the worse of him. So far he and his foreign minister, Mr Hans- 
Dietrich Genscher, have stuck nobly to the view that Ger- 
many should remain a member of NATO, with some (no doubt 
far fewer) NATO troops staying on in what is now West Ger- 
many and with enough Soviet troops staying on in eastern - 
Germany for a while to make the Russians feel better about it. 
But no German, least of all the East Germans, would want 
Soviet troops to stay there indefinitely. Rather than let th 
pressure grow for them to leave, Mr Gorbachev may offer to 
take them out—in return for the departure of the Am 
and other NATO forces from West Germany. If that seems to 
be the Russian price for full German unity, and if Mr Kohl's 
instincts tell him it is also his price for winning the next Ger- 
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man election, he may be tempted to go for it. 
... Why shouldn't he? Mr Gorbachev is already pulling 


. agreement later this year, after the Vienna talks on conven- 
tional forces in Europe. Why put up with any foreign troops 
. on German soil? The answer is that American troops are in 
_ Germany, and elsewhere on the continent, not only to help 
_ defend Western Europe against a conventional Soviet attack, 
but also to keep the edge of the American nuclear umbrella 
pulled over Europe. Even a demobilising Soviet Union will 
. Still be a nuclear-armed one. And who knows who comes after 
. the affable Mr Gorbachev? 

Mightn’t a European Treaty Organisation, either in NATO 
or in place of it, be able one day to do the protection-cum- 
. deterrence job that America does today? Perhaps. But if push 
. ever did threaten to come to shove, British and French nu- 
. clear weapons are unlikely to inspire the confidence in West 
-. Germany that America's much bigger atmoury does. Mr Gor- 
bachev, and others, should remember that a shrinking of 
_ American protection for Germany could raise the tricky issue 
of how Germany will defend itself—including the until now 


J 


-unthinkable thought of German nuclear missiles. 


Britain’s quiet budget 
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| N you are deep in the valley and don't want your 
Ng companions to realise how cold it is, keep talking 
loudly about the sunlit uplands. That was John Major's ploy 
. on Tuesday. For a new chancellor, presenting a budget for an 
unpopular government, it was the best he could do. For the 
British economy, with inflation rising and growth slowing, his 
budget will do little harm. Neither judgment is quite the epi- 
taph it seems at first sight. 
. To do little damage to the economy is, for a British chan- 
- cellor, a huge achievement. Most of Mr Major's predecessors 
. had no guiding principles for microeconomic things like the 
tax code, so they tinkered obsessively instead. And most, in 
~ their macroeconomic management, lurched between unjusti- 
fied fears of recession and unwarranted euphoria about 
growth. Mr Major avoided these mistakes, at least in their 
extreme forms. His sins of micro-commission were small; and 
_ the macro thing he did not do was hardly a new failure. 


-. So«so little bits 

The detailed changes to the tax system were mostly unam- 
bitious (see pages 53-60). Mr Major was straightforward in 
raising most personal allowances in line with inflation, and 
. most excise duties by slightly more. That was the mark of an 
— honest chancellor who is prepared to take a longish view. Un- 
— fortunately, he then lost his way over cars and creches. On 
- company cars, he continued the policy of his predecessor, Mr 
. Nigel Lawson, in recognising that perks provided by employ- 
. ers are as much part of employees’ remuneration as salaries 


are, and should therefore be just as taxable. Then, bizarrely, 
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troops and tanks out of Eastern Europe. More will go by 


4 new chancellor did some mildly useful things with an old set of policies 
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German confidence will also depend on how robust Eu- 
rope’s other structures prove to be. So far fears that West 
Germany will be too distracted by the rebuilding of East Ger- 
many to continue the building of the European Community 
have been exaggerated. Economic and monetary union in 
Western Europe will be delayed until it is clear what effects 
will follow from the mini version of that union in Germany. 
But the post-1992 European single market remains as attrac- 
tive as ever, to Germans east and west. 

The real worries about Germany may come after the 
1990s, when Germany is not only whole, free and rich, but 
has also begun to sense its real power. Today's West Germany 
bends over backwards to be a reliable ally. Would a demo- 
cratic and successful Germany bound into a democratic and 
successful Europe have reason to do otherwise? Defence 
might be one reason; there could be others. Once assertive- 
ness starts coming more naturally to Germany, as naturally it 
will, might the Kohl sort of Germany want to make its politi- 
cal weight in the Community match its economic power,a ` 
be more protective of German minorities across its borders. .. 
might. But the only answer to that is for the West to build the 
most solid alliance it can with the only Germany it's got. 
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he announced that the perk of a workplace nursery would no 
longer be taxable. The House of Commons roared in (over- 
whelmingly masculine) approval. Working mothers, it seems, 
are a motherhood issue. 

The budget’s biggest microeconomic change was on an- 
other motherhood issue, the treatment of savings. When Brit- 
ons are saving just 6% of their post-tax income, surely every- 
body agrees that they should be encouraged to do more. * 
seems churlish to point out that most such carrots causc _ 
diversion of savings from taxed to untaxed channels, not an 
increase in the absolute amount. But there is a bigger caveat 
about what Mr Major did, a caveat about tax philosophy. The 
best fiscal system is one which taxes any part of income or 
wealth that is spent on consumption, and exempts any part of 
them that is saved. Mr Major, by picking on certain types of 
savings for exemption, moved further away from this ideal, 
not nearer to it. He is moving back towards the bad practice 
of selective tax shelters, which Mr Lawson had undermined in 
his five years as chancellor. The old system gave tax breaks for 
saving with life assurance companies; the new one gives them 
for saving with banks and building societies. 

Mr Major's big omission was on macroeconomic manage- 
ment. After eleven years of Thatcherism the government's 
macro policies have been transformed—for the worse. Ini- 
tially their aim was to set some rules and, as far as possible, 
stick to them. This, it was hoped, would reassure the financial 
markets that fine-tuning, and the inflationary bias that went 
with it, was out, shunned, verboten, dead. All those rules were 
for nominal measures—money supply, public spending and 
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‘ume goals of output, jobs and expenditure that most earlier 
governments had ptirsued in vain. The new principle was a 
good one, because it forced the government to live in a world 
where inflation matters and cannot be assumed away. 

- All those rules got forgotten, most notably by Mr Lawson, 
who had done most to introduce them. Trust me, he said— 
and then presided over an inflationary boom. To his credit, 
he would have preferred to give the markets a new nominal 
rule, on sterling's exchange rate, but was prevented from do- 
ing so by Mrs Margaret Thatcher's visceral dislike of the Eu- 
ropean Monetary System. So Britain has been stuck with 
trust-me pragmatism. The result is an inflation rate double 
that of the other large OECD economies, and interest rates 
that have to be kept higher than they otherwise would be— 
because moneymen, on the whole, are not the most trusting 
(read gullible) of types. 

For Tuesday's budget, the man was different but the mes- 

ie was the same: trust me. Mr Major produced some nomi- 
«al figures, but none that proves he is an inflation-fighter. He 
projects a fiscal surplus for 1990-91 of £7 billion, the same as 
the outturn he now expects for 1989-90. Simple extrapola- 
tion has been the pattern for five years now, to the point 
where the financial markets treat it as a game. There is little to 
choose between a game-based policy and a trust-based one; 
both are miles from a rule-based system that the world could 
understand and the government would stick to. The same ap- 
plies to monetary targets, now just a melange of notes and 
coins; and to nominal GDP, which Mr Major didn't even men- 
tion. Instead, he offered a pair of trust-mes: “I favour a strong 
exchange rate. .. The moment I judge I can safely lower [in- 
terest rates], I will." That is Britain's macroeconomic policy, 
to go naked into the market place. 

Not surprisingly, sterling shivers. If it falls much further 
over the next few days, Mr Major will have no choice but to 
raise interest rates. Unless, that is, he wants to be branded as 
the man who brought double-digit inflation back to Britain. 

That is not his aim. Mr Major may be chancellor of the 

chequer but he is also the member of Parliament for Hun- 


Tokyo's money crunch 


Policy co-ordination lies at the root of Japan's financial troubles 


OR an economy that is supposedly manipulated to make 

it impervious to market forces, Japan has moved remark- 
ably rapidly from joy to gloom. Only a few months ago it was 
full of optimism, with real GNP growing at 596 a year, financial 
markets soaring, companies rushing to invest, and consumers 
strutting the streets with their furs and Rolex watches. Now, 
with the Tokyo stockmarket's Nikkei index down more than 
2396 from its December 29th peak, with the yen sliding 
against the dollar and with interest rates on the up, the mood 
has switched to fear. Everyone knows that the party is over. 
The question is how bad the hangover will be, and not merely 
for — 



































— it is on most — to succeed Mrs Thatcher 
Tory leader. So his was a budget full of politics, with se 
points to make. One mattered for him personally: he showed 
himeelf t be kis do man, Hé did gor epe Se Ahi 
mortgage-interest relief, which Mrs Thatcher had press 
him to do. He offered some minor Major themes, — the 
role of small businesses, small savers, charities and football: al ll 
of them got tax breaks. And, most cunningly of all, he did not 
raise the starting level for higher-rate i income tax. It is n si w 
barely 1! times average earnings, so Labour’s pledge to r 
the top rate from 40% to (in effect) 59% can be — 
sound threatening to millions of ordinary Britons. ee 
Their frustrations used to be articulated by Mrs Thatcher, 
but she is now as likely to be a cause of them as a cure. It is N ues 
Major who seems to sense the fears and hopes of middle Bi 
ain. He is an ordinary bloke, everybody's idea of a bank m 
ager. Because his budget went down well with Tory MPs ( 
page 64), however, Mr Major has given Mrs Thatcher a va n 
able breather. Had he produced a no-hoper, the pressure on 
her to quit this summer would have started growing on Tue 
day evening. As it is, she can now feel a little safer in one ¢ 
her jobs, as leader cf the Conservative party. 3 


Not impossible 
And what of her other job? The clear message from the bud- 
get was that the next general election should be delayed * i 
the last minute, in June 1992. Several of the changes Mr } 
jor announced will not come in until next year, and their e of E 
fects will hardly be noticed for a while after that. More, the 
economy is going to look grim—slow growth, fast i 
an income squeeze, high interest rates—for a year or more. 
But the sunshine in Mr Major's vision may be felt, just, by th h = 
end of 1991, with inflation down to 5%, gro 
and interest rates on the wane. In which case — — ‘ol 
Huntingdon could deliver a 1992 budget of generous tax cut 
and more spending, with the markets roaring at the prosp vole 
of another Tory triumph. a 
That is not a prediction. But there was just enough fr TOIT 
John Major this week to suggest that it isn't a fantasy either. 
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Nothing has changed in the bedrock of Japanese ind * y 
to cause this. People work as hard as ever. Innovation is e 
more frenetic. Japanese companies are getting stronger a 
stronger, as they turn themselves from exporters into tr i 
multinationals. But in the past five years the economy has 
been pulled along at an even faster pace than that merited by 
its industrial over-achievers. The mechanism has been a rapic | 
rise in share prices and a trebling in urban-property price 
which in turn have boosted consumption, revved up B " 
sales and, for top-notch manufacturers and banks, redis ced 
the cost of capital virtually to zero. lt is as if the dome f E 
nancial economy overtook the 100mph real economy; : t 
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with its slipstream, helped the slowcoach to accelerate. 
_ This did not just happen by itself. It happened with the 
help of a loose monetary policy, under which the central 
bank's discount rate was pushed down four times in 1985-87, 

. to a historic low of 2.596. Japan's financial markets had been 
substantially deregulated in the previous three years, making 
them more sensitive to changes in the price of money. But the 
supply of financial assets remained rigid, especially in the case 
of land and shares. When demand rockets and supply stays 
fixed, there is only one way prices can move: up, often 
sustainably fast. Why didn't Japan's ever-prudent and oh- 
..So-dominant bureaucrats step in to prevent it? Partly because 
the financial fun enriched lots of powerful people in Japan. 
Partly because cheap capital and a shot at some financial prof- 
its were just what exporters needed to help them deflect the 
blow of the strong yen after 1985. But the main reason lay 


Y 


7,000 miles away, in Washington, DC. 
-From 1985 to 1988 the chief target of Japan's monetary 
policy was America, not Japan. In the name of international 
policy co-ordination, Japan held its interest rates down to sup- 
port the dollar and to help America finance its external defi- 
cit. In effect, Japan bailed out America—and is now facing the 
consequences. The liberation of Eastern Europe and a world- 
wide rise in inflation have forced interest rates to rise virtually 
everywhere. Japan’s money policy had to tighten sharply, if 
the yen were not to collapse and if inflation was to be kept 
under control. That is why on March 20th the Bank of Japan 
raised its discount rate from 4.25% to 5.25%, and why it will 
raise it again soon. It is also why share prices are returning 
towards reality, and why many fear that property prices will 
soon do the same. 
Japan has done too little, too late about tightening money 
policy and deflating its financial bubble. By waiting so long, it 
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Gorbachev's greatest gamble 


1 


| ) nat happens if he really makes the break for a market economy? 


{ROSS your fingers. One of the biggest economic adven- 
V tures of all time is, with luck, about to begin. It dwarfs 
even the extraordinary experiments under way in Poland and 
Hungary, and the one just starting in East Germany. The 
challenge: to turn the Soviet Union into a market economy. 
.. Surely that is what perestroika has been about these past 
five years? Alas, no. Mr Gorbachev has allowed joint ventures 
with western firms, promoted quasi-capitalist co-operatives, 
tried to trim the planning bureaucracy. But this has been a 
mere flirtation with the market. It was far short of unambigu- 
ous espousal, even though it upset the old planners. 
Also, small point, it did not work. Queues have length- 
ened, real incomes have fallen and inflation has soared. 
. Mounting chaos in the state's finances has threatened a col- 
lapse of the money economy and a retreat to 10096 rationing. 
Radical economists have argued for an escape to a market 
system before it is too late, but the conservative establishment 
has always over-ruled them. 
(1.10 
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has made itself vulnerable to a systemic collapse. It may still 
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avoid one, by luck or by a decisive further tightening now. 
But meanwhile many Japanese eyes are turning back to the 
root cause: policy co-ordination and America. 

When finance ministers from the biggest economies meet 
on April 7th, Japan will ask America to cut its interest rates to 
support the yen. After all, the Japanese will say, we did it for 
you. But America will be right to say no, as long as it has 
worries about its own inflation. At that point, many will con- 
clude that policy co-ordination is dead. 


Partial partnership is worse than none 


With any luck they will be right, at least in the form in which 
co-ordination has been practised since 1985. Under the Plaza 
and Louvre accords, the policy has been a pretence. The only 
thing that has been co-ordinated has been monetary policy, 
because participating countries, most notably America, re- 
fused to include fiscal policies at the same time. The result was 
inflation, especially of Japanese asset prices. It went on | 
long, until its recent shuddering halt. 

There is no point in another try at partial co-ordination. 
What is needed is either full co-ordination, or none at all, 
with countries concentrating on their domestic needs. In 
America’s case that should amount to the same thing. The 
best way for America to help Japan would be to slash the bud- 
get deficit, lowering its demand for Japanese capital and thus 
helping the yen. Helping Japan is not a popular theme in 
Washington. But if the worst really came to the worst in Ja- 
pan, the resulting mess could not simply be welcomed as 
come-uppance. It would dry up the flow of Japanese credit to 
all American borrowers, private or public. Then congressmen 
would no longer be resenting the arrival of Japanese investors 
in America. They would be wailing at their departure. 





No longer, maybe. According to the hitherto reliable 
Interfax news agency in Moscow, Mr Gorbachev plans to in- 
troduce a daring set of reforms, a “180-degree about-turn”, by 
July. He may be willing to use his new powers as executive 
president to brush aside resistance. The reforms were report- 
edly prepared by a group of specialists and astonishingly kept 
secret from the prime minister’s cabinet. What is known of 
them suggests two strong influences: Poland's “Big Bang" and 
Mr Gorbachev's new personal economic adviser, Mr Nikolai 
Petrakov. Mr Petrakov is one of the band of influential econo- 
mists who have made the mental leap to the market (“We 
need a normal, civilised market,” he says), and have been say- 
ing with growing urgency that Mr Gorbachev must join them, 
and bring the country with him. 

The policy they have prepared is said to involve 
liberalising prices, freeing trade, selling state companies, 
smashing monopolies and moving rapidly towards a convert- 
ible rouble. A fast track to currency convertibility is one of 
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EXPANDING HORIZONS 


FOR THE 1990'S 


1989 was another excellent year for Enterprise 
Oil, with a substantial rise of 57% in profit after tax 
to £115.6 million. We are now firmly established as 
one of the leading independent exploration and 


production companies in the world. 


This year, we plan to spend a record £120 
million on exploration programmes in 13 countries 
and a further £180 million on developing new 
fields. With production set to double by :995 and 
against a background of firmer oil prices, we are 









well placed for the decade ahead. 
The Annual General Meeting of Enterprise 


FINANCIAL HIGHLIGHTS 


Oil plc will be held at 12 noon at The Glaziers Hall, 





1989 1988 Increase % j EA 

9 Montague Close, London SEI on Thursday 
Turnover £337.1]m — £192.1m 15% 17th May, 1990. The proposed final dividend is 
Profit after tax £115.6m  £73.4m 57% due to be paid on 21st May, 1990, to shareholders 
Farnings per share 28.6p 22.3p* 28% on the Register or 12th April, 1990. 

AI FR : * © 

Dividend per share 13.0p 1l Op 18% The contents of this statement for which the Directors of Enterprise Oil ple are 
Oil and gas reserves 924 673 37% solely responnble. have been approved for the purposes of section 57 of the 


Financial Services Act 1996 by KPMG Peat Marwick 


(million barrels of oil equivalent at end year) 
McLintock which i authorised to carry on invertment 


*restated 
husnets by the institute of Chartered Accountants in 





England and Wales 





Higher production, higher oil prices and x E 
increased interest income all contributed to this g 3 ER 
improvement in performance. Production in the Enter ise Oil 1 
fourth quarter was a record 120,000 barrels of oil T 
equivalent a day. ut 

Important developments during the year on De 

k 





included: the £442 million acquisition of explora- ae 
. : A — > r B Lao 
tion and production interests from Texas Eastern; NM MA | Fr 
2 : TS / L3 Li 
the signing of agreements opening the way for E 4 E iU 
j^ j | f — A 


three new North Sea developments; the award of 











new licences in the North Sea, Vietnam, Laos and č b 
Indonesia; and higher oil prices, which meant | 
that we realised an average of £11.07 per barrel 
for our oil (1988 average: £8.73 per barrel). 

Since 1984, our market capitalisation has 
grown from under £400 million to approaching 
£3 billion. 






ANNUAL REPORT AND ACCOUNTS For a copy of the 
Annual Report and Accounts, please complete this form and 






send it to the Corporate Affairs Department, Enterprise Oil plc, 
5 Strand, London WC2N 5HU. Shareholders will receive their 








copies by post towards the end of April 


Name 









Address 





Postcode 


THE ECONOMIST MARCH 24 1990 11 


Lis. 
"E Tais 





BES 


GAVA- 


£ “ENGI A ERNS 


Fortunately they're not involved in some huge brain-drain. They' ré members of 
the Taylor Woodrow team and part of the consortium which is designing and 







constructing the largest undersea transport system in the word 
The Channel Tunnel 


TEE oM. 
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g tson incredible engineerng feat, boring 2 running 
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over 150 km. And the good news is over 59 km have 
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already been completed, despite the extroordinary geological conditions 
A multi bibon pound high-profile project, i! requires the combined prowess of a 
consortium of 10 companies, 5 British and 5 French, As Taylor Woodrow's success as an 


international company is bulit om our belief in Teomwork and 
—“ TAYLOR 


AAAA 


Skill and tec 
pulling together 


tree enterprise we are working happty within this framework 
In fact, it's a philosophy that's moking history and 
leoding the way into Europe 
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Mr Pesakov s pet : ideas. He has argued for the E 
of a convertible currency parallel to the existing non-convert- 
ible rouble. Perestrbika will not work without opening the 
Soviet economy tosthe West, he rightly reckons, and that will 
not happen properly until there is a hard rouble. 

The West will face some difficult decisions if Mr Gorba- 
chev really does make a dash for economic freedom. A market 
three times the size of all the liberalising economies of Eastern 
Europe combined would suddenly be wide open. The IMF, the 
World Bank and the GATT would swiftly face applications to 
admit a giant new member. And western politicians would 
probably find themselves faced with a request for enormous 
help—including consumer goods to fill shops and soak up 
—— contain De shock of a Soviet Big Bang. 








The ch angai would * traumatic. In Poland Big Band s piled 
on pain for consumers in the hope of taming inflation. Suc- 






‘under communism (against Poland's 40). Poles have so far 
accepted yet more economic misery because they trust their 
Solidarity-led government. The Soviet leadership enjoys no 
such trust. In backing a Petrakov plan, Mr Gorbachev risks 
popular unrest as well as revolt within the Communist party 
(and perhaps the resignation of his prime minister, Mr 


Crude justice 








Deal with oil spills in in a way that cleans up fast and settles up later 


= YEAR after the Exxon Valde spilti its — cargo along 

the shores of Prince William Sound, the main oil-ship- 

ping countries are locked in bitter battle over how to pay to 
'an up such incidents. The shipping countries of Europe 
«xi Japan want a system of no-fault compensation that would 
quickly foot the bill for scraping oil off the beach. Powerful 
voices in the American Senate want the polluter to pay. The 


senators may have principle on their side; the Europeans and | 


Japanese have common sense on theirs. | 

At the root of the debate is a pair of treaties, produced 20 
-years ago after the Torrey Canyon disaster. They established 
i that, in the first instance, shipowners would automatically 
meet the cost of oil spills, through i insurance cover which they 
would be obliged to carry; but the owners’ liability was to be 
limited to a maximum of $18m. Above that, up to a ceiling of 
about $65m, the cost would be paid by a fund, financed by a 
levy on oil importers. Countries that signed receive com- 
pensation for spills, however they occur. In 1984 new treaties 
were negotiated to raise shipowners’ maximum liability to 
| $78m, and the | cei yn payments for each clean-up to 
gon the shelf. | 

fied the treaties. Enough countries 

















signed the first lot to bring the fund into existence; but most 
are now waiting. Dra America’s s — belore agreeing t to 





is there is far from certain: it will come even harder in the 
' ion. It is not just the country’s size, and its 70 years - 


fication; Senate opposition — bos led by Mr ir George Mi 


Clean up first, punish after. 


courts, 12 years on. The fund offers quick payments, w 


















































Nikolai er if — policy i is rammed tl oug 
decree rather than through his government). It would 
mighty gamble. But Mr Gorbachev may judge the tis 
non-reform to be even higher. 
Would the gamble work? It is easy to find fault with 
programme for converting a planned economy back 
market one. Czechoslovaks criticise the Polish way of do 
it. What is the point, they ask, of freeing the market w 
still monopoly-ridden? In Prague the talk is of starting 
break-up of the monopolies, and letting the ma 
later—but de-monopolising the economy. — tak 
time. Mr Petrakov is in an understandable hurry, but 
for a short-cut to a convertible currency could br 
ride. A parallel "hard" rouble might lead to hyperinfl 
old roubles—unless budgetary control were tight el 
make roubles "real" money anyway. 3 
There is no proven recipe for undoing the comi 
economic mess, any more than there is a recipe for. nba 
an inedible cake. But you have to start somewhe ~T 
ing-point in Eastern: Europe has been clear rejection 
ist economics and clear commitment to a market 
plete with private ownership and private enterpri ; 
Gorbachev really does now intend to take that step in his 
country, his political revolution is about to become an ec 
nomic one too. And the consequences could be even m 
— for better or for worse. - : E 














ell, leader of the majority Democrats. | 
ties’ limits on the liability ofs hipowners: only if dam: 
committed with "intent" or with "knowledge that [it] 
probably result” can — be bm Y to per more e the n 








than the federal — : yes. Mr Mitchell's own nt 
Maine i is one of 18 that i impose unlimited liability. - 


Much of Mr Mitchell’s argument is true, but also unwork 
Both punishment and compensation are necessary, bu 
better run on separate tracks. Link them, and the main 
will be interminable delay. The bill for the damage when 
Amoco Cadiz foundered off the coast of Brittany, before 
compensation fund was set up, is still grinding — 





the alternative is much legal red tape at a moment when sp 
counts. Fearful of punitive damages, companies will av 
ing anything that might later be seen as an admission 
Unlimited liability is a difficult concept to apply, ya 
anteed recipe for endless litigation. | 

As insurance companies realise that unlit 

























































out insuring va it. The Exxon Valdez was an oddity: one 
ge oil company owned both tanker and oil, and employed 
e crew. More typical is the confused plight of Ewing Oil and 
rickety chartered tanker, familiar to viewers of ‘ "Dallas"; 
, in the real world, the American Trader whose load fouled 
uthern California last month. The oil in the American 
ader was owned by BP America, but the tanker by a New 
rk shipping company. In future, there will be fewer Exxon 
aldezes, because big oil companies will make sure that they 
lo not own any oil until it arrives safely in port. More oil will 
¿shipped by small companies. Already, roughly half the 
td's oil is carried by one-tanker companies, whose entire 
ets founder with a single wreck. — 

.The existence of a compensation fund, says. Senator 
itchell, would reduce the penalties for pollution: A ship- 
mer whose liability is automatically assumed up to a certain 
el, and strictly limited above that, will have less incentive 








should companies tear out their hearts to prosper? 


DECADE ago the sparkling new headquarters building 
- A and executive jet were corporate status-symbols, sure 
igns that your company had made it. HQ was the place to be, 
and to be seen. In the leaner 1990s that headquarters glamour 
is increasingly seen as gluttony—an unnecessary layer of bu- 
reaucracy and overheads. One study estimates that the head- 
quarters and related functions of big American companies 
-gobble up almost a fifth of their annual profits. Another esti- 


each year by mismanaging corporate overheads. _ 

_ Around the world, companies are pruning their head- 
uarters teams in an attempt to save money. Firms as diverse 
ICI, IBM, Chevron and RTZ have each taken that route. BP is 
Ye latest to do so: the world's third-biggest oil company is 
ing its 54 





| O-strong head-office management team by a 
ird; around 70 central committees are being disbanded. Mr 
bert Horton, BP's new chairman, says he is scraping the 
acles off the company's hull. But need a group of busi- 
es be under the control of a central corporate team at all? 
unching his bid for B.A.T Industries last year, Sir James 
dsmith argued that the tobacco-to-insurance group's 
quarters team subtracted, rather than added, value. By 
bundling” itself in an attempt. to fight off Sir James, BAT 
i$ to be agreeing. 








p arents pay their way | 


Y should a mixed bag of businesses — — — 
— of a — team, y rather than. as individ- 





some deeply unhappy ' to avoid a costly spill. A 


mates that British firms squander £18 billion ($30 billion) 


bill, it has in the past saccesshilly pursued a Wig ied through e 
the courts. All that stuff about "intent" and "knowledge" 
might not save a future Exxon from damages in the American 
courts, if it transpired that a tanker captain was a known in- 
competent steering through a dangerous place. 

. Last year was the worst for tanker spills since 1980. More 
oil is being shipped in less seaworthy vessels. More than half 
the world tanker fleet is now over ten years old, and a squeeze 
on pay means more tankers are manned by inexperienced 
crew. All these changes are making spills more likely still. If 
America fails to sign the treaties, the enlarged compensation 
fund will be stillborn. The main results will be less cash to 

clean up spills in countries that cannot afford an Alaskan 
scale of effort; higher insurance rates for oil tankers; and less 
seaworthy ships carrying oil down the coast of Maine. It is a 
high price to pay for supporting senatorial principle, rather | 
than pragmatism. | 





To justify its existence, a conglomerate's headquarters has 
to add more value than an independent business unit could 
get from outside advisers and banks. It has to do something 
else as well. A headquarters team must add more value to its 
businesses than any competing parent. One way is by bring- 
ing about a once-and-for-all transformation in the structure 
and strategy of a business unit. The HQ team at Britain's Han- 


son, for example, buys underperforming businesses, sells un- 


profitable or unrelated activities, then concentrates on gener- 


ating cash from what remains. 


Another approach is typified by BTR, an acquisitive Brit- 
ish conglomerate which this month made a $1.6 billion b` ' 
for Norton, an American abrasives group. Its 50-strong hea.. 
quarters keeps an iron financial grip on some 500 profit cen- 
tres, setting each business rigorous short-term targets. BTR’s 
headquarters leaves decentralised management teams to get 
on with the day-to-day job of running each business. Both 
Hanson and BTR have prospered by matching specific man- 
agement skills with a group of seemingly unrelated businesses. 
Both firms have low headquarters costs—last year BTR’s were 
less than /2% of net profits. 

Impressive though they are, Hanson and i BTR are too ac- 
quisitive to be comfortable models for ordinary industrialists. 
So how to judge if your company's headqu: jarters: is worth. its 
weight? Hard as it is for bosses to accept it, head offi 
many services in the same way as would an: outside subcon- 
tractor. So make it | Compete with outsiders. Ont rk 









to qui — most M compute apne 2d to > hes sort of 
cost-cutting techniques usually associated with the shop, floor. 


If all char fails, head for the ee. 
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1989 PRELIMINARY RESULTS 


Excellent unaudited Pre-tax Profits rose 
to £1423 million from a record 
£132.5 million, before exceptional life and 
pension profits. iO 


Dividend for the year up 16.2% to 15.8pper 
share. l 


' Life and Pensions profits up 22% to $1040. 
million. xn 
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^ Record new business figure of £166 
billion - up 6596. — 


The end of a decade is a good time to look 
back. And Legal & General shareholders have. . 
better times to look back on than most. Dividend © 
per share has increased from 3.0p in 1980 to 15.8p 
in 1989 - a compound growth rate of 20% per. 
^ annum. And the share price has out-performed the 
FTA All-Share Index increase of 42596 duringo 
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this period. The Legal & General share price was. 
nearly 700% up at the end of last vear. 


Anew decade is a good time to look forward. 
too. Our recent run of outstanding new business. 
figures will continue to provide a growing quality © 
earnings stream for many years to come. 





To find out more, telephone 01-528 6253 and y 
ask for a copy of our 1989 Report and Accounts or - 
send the coupon below: | 
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Please send me a copy of the Legal & General 1989 Report 
| and Accounts. Send to Chris : 








s Robinson, Investor. Relations | 
Manager. Legal & General Group Plc, 11 Queen Victoria Sect, f 
| London, ECaN 4TP. 
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GROUP PROFIT AND LOSS ACCOUNT 
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1989 PRE increase 
£m £m 9 





EE a" Turnover T | |. 2962 





Operating profit — 3383 
Profit before tax 233 








Earnings per share 21.3p 
Dividend | mM 7.0p 





lI 


Dividend: The directors recommend a final dividend of 47p per share (I988 42p per 
share) making a total dividend for 1989 of 7.0p per share. The dividend is covered 2:9 times. 






































1989 was an important year for Rolls-Royce. In his comments on future prospects, the 
Turnover grew to £2962 million (988 £1973 million Chairman of Rolls-Royce, Lord Tombs of Brailes, said: 





sf which N | contributed £602 million lor seven nand "The prospects for our enlarged Group are encour 
a half months. "X c 7 aging. Rolls-Royce has a strong order book in aero gas... 


Profit — re Hy to E233 turbines and the prospect of further large orders in a 
| ! 7 million | buoyant aircraft market. NEL plans to be a major 
beneficiary of the changes. in the structure of the UK 
1 y 45. 35% C power industry and its need Tor further capacity? 
cted from products. . The order book stood at £45 billion for the 
- NEU is already begin- existing Rolls-Royce business at the end.of 1989, and 
s ünrival e — NEI orders outstanding approached £900 million, an 
overall total of approximate ely £5.4 billion. 

Rolls- Royce pie, 65 Buckingham Gate.. Landon SWIE 6AT, 
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EASTERN EUROPE MOVES RIGHT 





No halfway house 


Having thrown out communism, East Euro 


are rejecting social de- 


peans 
mocracy too. But there are worse things to be avoided than that 


T SEEMS an age, but only months ago 
| democratic socialists in Eastern Europe 
thought they would gain from communism's 
fall. People wanted to be rid of neo-Stalinist 
regimes, they argued, but were not eager for 
cut-throat capitalism. They were mistaken. 
Given the chance last Sunday, East Ger- 
mans not only dished the communist would- 
be reformers who succeeded Erich Hon- 
ecker but the civil-rights campaigners who 
had brought his wretched regime down and 
the Social Democrats who hoped to replace 
them both. The hopes of the left across East- 
ern Europe were dashed. Its citizens have 
seen how the capitalist half of Europe lives 
and they want a share. 

True, East Germany is special. It is tak- 
ing a short cut to the consumer society that 
other East Europeans cannot take, by col- 
lapsing into West Germany's arms. But vot- 
ers in the rest of Eastern Europe too may 
well be looking for prosperity first from 
right-wing parties. 

Communists and Social Democrats are 
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struggling in Hungary, where a two-round 
parliamentary election starts on March 
25th. In Romania, the government led by 
the reform communists who overthrew the 
dictatorship of Ceausescu has made so many 
mistakes that it may get a bad surprise in the 
parliamentary and presidential elections on 
May 20th. Czechoslovakia’s voters will 
choose a new parliament on June 8th. Com- 
munists, Socialists and other left-wing par- 
ties there are trailing behind the umbrella 
reform group, Civic Forum, which is run- 
ning the government in the meantime. Po- 
land’s next general election is not due until 
1993, but there are local ones on May 
27th—and meanwhile the government is al- 
ready well set on the capitalist road. Even 
Bulgaria has promised free elections, though 
not yet set a date. 

All this has come in a quite unexpected 
rush. For most of the past two years, after 
the first cracks in the ice were heard, Eastern 
Europe’s future used to be seen something 
like this. Reform communists would gradu- 


ally open up power and share government 
with non-communist opponents. Compe- 
tition would slowly replace planning. Private 
ownership would grow gradually, with small 
firms multiplying even as big ones stayed in 
state hands. A few economists dared to 
imagine an eventual move to a full market 
economy, but hardly anyone thought this 
would happen quickly. Instead, many re- 
formers continued to talk, at least in public, 
of an East European “third way” between 
Soviet communism and western capitalism. 
But last year history left gradualism behind. 

In one country after another, “reform 
communism” proved empty. Once the So- 
viet veto on change was withdrawn, there 
was suddenly no stopping point halfway. 
Communist power collapsed. Democratic 
socialists began to ask themselves if there 
really was a “middle road”. There may be. 
But it is not one that voters seem much in- 
terested in. 


The straight road west 
The upheaval began in Poland, where gov- 


ernments had avoidec direct Russian inter- 
vention by snuffing out change themselves, 
in 1956, 1970 and again in 1981. In the 
semi-free election last June, all but one of 
100 seats in the upper house went to Soli- 
darity-backed candidates. The same would 
have happened in the lower house if Solidar- 
ity's share of seats had not been limited in 
advance to 3596. In the aftershock, the com- 
munists' allies there deserted them for Soli- 
darity. A new government under Mr 
Tadeusz Mazowiecki, the first non-commu- 
nist prime minister in 40 years, took over in 
September, committed to sweeping free- 
market reforms more reminiscent of Latin 
America than Sweden. 

When Czechoslovakia's quiet revolu- 
tion came last November, reform commu- 
nism was on the menu for less than a week. 
The Communist party had kicked out most 
reformers after Warsaw Pact tanks put an 
end to the Prague Spring in 1968. In the 
meantime, the reformists’ belief in socialist 
answers had wavered. The new president 


was not Alexander Dubcek, spokesman of 


"socialism with a human face", but Vaclav 
Havel, one of the founders of the human- 
rights movement Charter 77. 

In Hungary, reform communism of a 
sort had existed ever since the Russians 
crushed the October uprising in 1956. Janos 
Kadar, who led Hungary from then till 1988, 





offered some cultural and economic free- - 


dom in return for obedience to Moscow. His 
successors, who have presided over the past 
year's changes, hoped thev too could mas- 
sage their way to keeping power. Reformers 
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Poor Pozsgay, no one thanks him 


led by Mr Imre Pozsgay and Mr Rezso Nyers 
changed even the communist party's name. 
People still turned their backs. These men 
are bitterly wondering why they have not 
had more thanks for nursing Hungary to- 
wards democracy. 

Economic ideas have changed in step. 
"Not long ago, we thought the important 
thing was to remove industry from state con- 
trol, not ownership," says Mr Marton Tar- 
dos of the Free Democrats, Hungary's free- 
market liberal party. The idea of a market 
economy based on private property was ta- 
boo. All sorts of alternatives were can- 
vassed: worker-management, worker owner- 
ship, "social ownership", under which pub- 
lic services like health and transport would 
own industrial shares. Yugoslavia's worker- 
management was once offered as a model. 
At its very mention, East European econo- 
mists today tend simply to roll their eyes. 

[nstead, market-minded liberals have 
seized the controls. Economic success, they 
believe, rises in the West. Poland's finance 
minister, Mr Leszek Balcerowicz, is impos- 
ing a harsh stabilisation programme. "Po- 
land is too poor for social experiments," he 
likes to say. The zloty is now, in theory, con- 
vertible. Prices are free. Soft credit is being 
squeezed. Privatisation is on its way. His 
Czechoslovak equivalent, Mr Vaclav Klaus, 
may be winning his fight inside the govern- 
ment for "market economics without adjec- 
tives’ — meaning, for a start, a tough budget 
and early privatisation. In Hungary, a new 
government will have to say yes or no to the 
drastic subsidy cuts and industrial shut- 
downs that free-marketeers say are needed. 

These economic Robespierres have got 
the policy initiative partly because they are 
ready to take risks that others balk at. Hun- 
dreds of books have been written on the 


transition from capitalism to communism, 
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but not the other way. There is no known 
recipe for unmaking an omelette. Many peo- 
ple in Solidarity thought the communists 
should be left to take the tough measures 
needed to clear up the mess they themselves 
had created—and pay the electoral price. In 
Czechoslovakia's Civic Forum, there are 
doubts about how fast reform should go. 
Hungary's Democratic Forum, whose Hun- 
gary-first populism puts it on the right, also 
objects to the pace of reform that the Free 
Democrats want. These people worry about 
a backlash if free-market policies stall or if 
the social cost is too high. Solidarity minis- 
ters are already having to sweet-talk workers 
out of striking. 


How much, how soon? 


That the argument is no longer between 
capitalism and something else does not 
mean there is no argument. The questions 
now are about the timing and completeness 
of change. Not everyone accepts Machiavel- 
lis advice that rulers should dispense fa- 
vours slowly and inflict pain all at once. 
What, for instance, in economies where 
8096 or more of industry is in state hands, is 
a plausible calendar for privatisation? Some 
right-wing Polish economists want a clear- 
out sale of state industry in one go. The Free 
Democrats talk of selling off 35-4096 of 
Hungary's business assets in 2-3 years and 
8096 within ten years. Who will buy the 
shares? Selling state assets itself will bring lit- 
tle competition to over-centralised econo- 
mies, if private monopolies replace state 
ones. Is there a broad enough base for popu- 
lar capitalism? How much worker ownership 
should there be? Will state holding compa- 
nies be needed? Should foreign sharehold- 
ings be limited? How is economic pain to be 
shared out? How much social spending 
should there be to soften the transition? 


Socialists or social democrats in Eastern 
Europe tend not to be doctrinaire in their 
answers. They accept, the goal of an enter- 
prise economy, but want it tempered by so- 
cial concerns, with a place for worker-own- 
ership. Mr Jan Jozef Lipsky, a veteran Polish 
socialist and a co-founder of KOR, the Work- 
ers Defence Committee, says of Mr 
Balcerowicz's programme, “When the car's 
in a sharp turn, you don't snatch the 
wheel." He believes there should be a place 
for employee share-ownership plans, but 
not covering more than, say, 1596 of indus- 
try. Even one of the most left-wing members 
of Czechoslovakia's Civic Forum, Mr Petr 
Uhl, who now runs the Czech news agency, 
says that "only a market can allow the con- 
sumer real freedom of choice". 

So far, the debate about economic pol- 
icy has been confined largely to technocrats 
and foreign advisers lodged in expensive ! 
tels where one night costs around the av 
age worker's monthly wage. Among voters, 
the longing for the consumer society is 
mixed with concern about the costs of a 
market shock-treatment. In Poland, even 
one outside adviser to the World Bank wor- 
ries openly about what he sees as a lack of 
feeling among Mr Balcerowicz and his advis- 
ers for the political realities around them. 

Mr Bronislaw Geremek, the leader of 
Solidaritys parliamentary group, counters 
that "Thatcherist policy is not a danger for 
Poland because it is unrealisable with our 
handicaps, but it is needed to budge the 
deadweight of the planned economy." Peo- 
ple's fears, though, are realistic enough: fear 
of price rises, of vanishing pensions, of los- 
ing the benefits that softened the drabness 
of life—low rents, cheap transport, sub- 
sidised food. The fears of bureaucrats and 
industrial workers are simpler still: hard- 
driving new bosses at best, at worst the sack. 

In Poland and Hungary, despite e 
nomic centralisation, traditions of local c 
trol have sprung up in many industries. 
They will be hard to break. The previous 
Polish government failed to shut down the 
famous Lenin shipyard in Gdansk. When a 
wealthy American, Mrs Barbara Johnson, 
offered to buy it, workers rejected her tough 
conditions for streamlining and layoffs. 


Ambivalence and fear 


On top of all this is an ambivalence about 
imitating the West. The division of Europe 
at least protected the East from facing up to 
its thousand-year feeling of backwardness. 
There is envy, but also fear, of westerners, 
who seem so at home with the intricacies of 
capital markets and proportional represen- 
tation. The frequent remark that “it was all 
so much simpler under communism" is not 
always said with total irony. 

These conflicts are reflected in opinion 
polls. "Social democracy" scored better 
than "communism" or "liberalism" when 
Poles and Hungarians were asked how they 
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EASTERN EUROPE MOVES RIGHT 


now felt about these “isms” in a poll that 
was organised recently by a French firm, 
Conseils-Sondages-Analyses and Le Journal 
des Elections. Some 70% of Hungarians 
quizzed and 60% of the Poles thought social 
democracy was “a system with a future". 

They were not directly asked what “‘so- 
cial democracy” meant. One suspects its 
high rating owes less to a fondness for social- 
democratic parties with close trade-union 
links than to a loose wish for economic effi- 
ciency plus social justice. That hunch is 
borne out in answers Hungarians gave to 
more probing questions. Some 42% of them 
thought that economic liberals were best at 
handling the economy (against 18% who 
thought social democrats were); and 50% 
thought unions should be independent of 
social-democratic parties (though 39% 
thought the opposite), 

Capitalism brings losses as well as gains. 
- In these countries, a certain income equality 
has been achieved in the past 40 years, if one 
leaves aside the party privilegentsia, black- 
marketeers and writers or performers with 
access to foreign earnings. An equality of 
poverty, westerners may say. Yet nobody 
knows how people will react if some sud- 
denly get a lot richer and some a lot poorer. 
Do East Europeans want their capitals to re- 
semble New York, with its skyscrapers of 
wealth alongside slum ghettos? 

In Hungary in 1977, the top-earning 
fifth of hotiseholds got 32% of total house- 
hold income, the bottom fifth 11%. In Po- 
land in 1982, the best-off fifth of “employee 
households’’—anybody not on a farm or re- 
tired—got 3196 of total "employee" income. 
In both countries, the income differences 
had been narrowing. For comparison, in 
Britain, at the end of the 1970s, the gap be- 
tween rich and poor was considerably wider 
than that in Hungary or Poland, and has 
widened further since. 


The dangers for democracy 


The hard work in Eastern Europe is just be- 
ginning, and not just economic. While free 
markets are to be introduced, free constitu- 
tions are to be written. This will be one main 
job of the new parliaments in Czechoslo- 
vakia and Romania. Poland's parliament is 
already drafting one, to be ready, it is hoped, 
by mid-1991. Hungary's new parliament will 
have to decide how to choose a president, 
and how strong he will be. Investors, espe- 
cially foreign ones, want political stability, to 
go with economic growth. Governments 
want both. So do voters. But getting both 
will not be easy: they don't necessarily go to- 
gether. Governments must both deliver eco- 
nomic success—hard enough—and yet 
avoid too much short-term social injustice, 
which may be harder still. If they fail on ei- 
ther count, they aré in trouble. 

And trouble may not mean just the 
change of ruling party that it would in West- 
ern Europe. After the first world war, most 
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Not communists, but workers 


states in central and eastern Europe got 
more or less democratic constitutions. Ad- 
miral Horthy soon ended chaos and democ- 
racy alike in Hungary. By 1926 Poland was 
under a military strongman. Romania’s king 
ended democracy there. The failures of the 
Weimar republic spawned Hitler. Austria 
functioned as a semi-democracy, only 
Czechoslovakia as a real one, until Hitler 
crushed them. 

"We are are building democracy on a 
slippery surface," says Mr Petr Pithart, the 
premier of the Czech lands (Bohemia and 
Moravia). Society, he says, has been "'flat- 
tened out”, with consequent risks of dema- 
gogy and nationalism. A leading Solidarity 
activist, Mr Adam Michnik, argues that the 
real arguments in Eastern Europe will be less 
between economic liberalism and social-de- 
mocracy than between an open, tolerant vi- 
sion of society and more bigoted or authori- 
tarian ones. 

Where it survives at all, belief in a spe- 
cial East European road may be strongest in 
parties with a nationalist tinge, like Hunga- 
ry s Democratic Forum. This sort of thing 





Not capitalists, just Poles 


was common between the wars, when one 
East European country after another tried 
to keep out foreign goods and capital. 
"Nostrification", as it was pompously 
known, was a dreanf. Poland, for example, 
was too poor. By the 1930s, 40% of its indus- 
try was owned by foreigners. This time 
round, how patiently will touchy Poles put 
up with working to German standards for 
German bosses in German-owned firms? 

For the moment, however, Solidarity 
and Czechoslovakia's Civic Forum continue 
to enjoy huge credit. As in Spain after 
Franco, they can probably count for some 
while on a "democracy bonus": people will 
put up with hardship as the price of free- 
dom. In Czechoslovakia the big argument is 
inside Civic Forum. How thorough a reform 
programme should it put forward? Some of 
its leaders fear a revival of left-wing parties 
waving the banner of social justice. Others 
argue that any new government must hi | 
clear mandate for change. At the moment, 
unelected technocrats are being asked to 
provide economic reform from above. 

In Poland, Solidarity too is more threat- 
ened by its own internal arguments than by 
the Socialist or Peasant parties. Some peo- 
ple think the parliamentary election should 
be brought forward from 1993, to give the 
government legitimacy and to open the way 
for a new president—Mr Lech Walesa?—in 
place of General Jaruzelski. ' 

Both Civic Forum and Solidarity want 
to hang on to the one-nation sense of anti- 
communism (and anti-Sovietism). Both are 
keen to remain as "movements" rather than 
"parties". The distinction, wKich may seem 
over-fine to westerners, matters in countries 
where the word "party" mearit a monopoly 
of political life. Yet the fraternal phase of 
revolutions does not last. Movements in 
time tend to become ragged coalitions in dis- 
guise, denying voters the chance to m ` 
clear choices. 

In Hungary the issue is whether stable 
governments can be formed from the wide 
band of parties produced by a complex elec- 
toral system. But here too there may well be 
a democracy bonus, as politicians of all the 
big parties try to make the system work, 
knowing that voters will be quick to punish 
failure. It is harder to be confident about 
Romania, if only because politicians there, 
of whatever stripe, mostly treat their oppo- 
nents as liars and scoundrels. Forecasts 
about the course of democracy tend to swing 
from optimism to despair with alarming 
speed. In Poland, Hungary and Czechoslo- 
vakia former enemies who by rights should, 
and quite probably do, detest each other are 
vigorously horse-trading today. Romania 
seems to lack that valuable sense of compro- 
mise. lt may yet serve as an unhappy re- 
minder that there are divides greater than 
those between modern capitalism and mod- 
ern social democracy. 
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Murmurs of the Taiwanese 


unmentionable, 


FROM OUR CHINA CORRESPONDENT 


TUDENTS in their thousands gather at 
the Chiang Kai-shek Memorial Hall, 
Taiwan's holiest of holies, to demand de- 
mocracy; teenage idealists begin a fast; 
daubings (one is the Chinese character for 
"pig") disfigure Chiangs monument. As 
^-^d members of the National Assembly— 
ve in wheelchairs, others with canes— 
vote a new six-year term for President Lee 
Teng-hui, one student slogan reads: “If the 
old thieves don't quit, democracy will never 
come." It all seems like last year in Beijing's 
Tiananmen Square. 

It isn't, quite. President Lee too wants 
the "old thieves" to retire, even though, on 
March 21st, some 9696 of them endorsed his 
unopposed candidature. Mr Lee recognises 
the 752-member assembly for what it is—an 
anachronism instinctively opposed to the 
reforms begun three years ago by the late 
President Chiang Ching-kuo (a son of 
Chiang Kai-shek) and carried on by Mr Lee. 
Only 84 assemblymen were chosen by the 
people of Taiwan; the rest last faced the vot- 
ers in China itself, before they had to flee 
the mainland's victorious communists in 
1949, Some 40 assemblymen are now in 
their nineties; almost half are octogenarians. 
Death will before long end their mockery of 

resentative government. 

Yet even old men can stomp about. The 


independence 


TAIPEI 


reason Taiwan's normally placid students 
got upset is that the assembly is showing un- 
expected signs of vigour. The assemblymen 
have precious few functions to perform for 
their $4,000-a-month salaries and free board 
and lodging; they merely meet every six 
years to elect a new president and vice-presi- 
dent. But the assembly also has the power— 
never used—to amend the constitution. 
This month its old-guard steering commit- 
tee decided a better constitution would in- 
clude annual meetings by the assembly, and 
powers for it to initiate laws and to veto bills 
from the legislature. Incidentals were a qua- 
drupling of salaries and the extension for an 
extra three years, until 1996, of the terms of 
the 84 Taiwan-elected members. 

The implication was obvious: the 
present National Assembly intended to defy 
death and select a compliant successor to 
Mr Lee in 1996. What should have been 
equally obvious to the assemblymen was the 
fury they were thus provoking, including 
megaphonic demonstrations by the opposi- 
tion Democratic Progressive party to coin- 
cide with the students' protests. By March 
19th the ruling Kuomintang had twisted 
enough old arms in the assembly to ensure 
that it would drop its plans. 

What next? lt is easy to dismiss recent 
events as the exuberance of youth and the 





Head s scarves against the National Assembly's "thieves" 
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last power struggle of the impotent old. The 
facts speak otherwise—first because Mr Lee 


is no longer exempted from attacks by his 


a, 


own Kuomintang: colleagues; second be- - 


cause the students and the opposition, 
which won 40% of the vote in December's 
legislative and local elections, have forced 
Taiwan’s rulers to seek their advice in map- 
ping the island’s future. 


The two are connected, since they both 


involve the tactics and ideals of the presi- 
dent. Mr Lee, who is the first leader to be 
Taiwan-born and Taiwan-bred, has a taste 
for reforms that go too far and too fast for 
the old-guard mainlanders. He weakens Tai- 
wan's adherence to the Three Noes—no 
contact, no negotiation and no compromise 
with the “bandit regime" on the main- 


land—by easing the rules for travel and - 


trade between Taiwan and China. 

By giving more or less free rein to the 
more extreme parts of the opposition, he en- 
courages talk of Taiwan's independence. 


Eleven members of the Democratic Progres- — ; 


sive party elected to the National Assembly 
have been barred from taking their seats be- 


g? D 


cause they will not take an oath of loyalty to 


the Republic of China (the official name for 
Taiwan), only to the Republic of Taiwan. 


Independence may be a reality in fact if 


not in name, but it contradicts the dream of 


r3 


a united China that both the Kuomintang _ 
and the communists of Beijing hold dear— 
so dear that China has always threatened to 


use force if Taiwan declared independence. 


Somehow Mr Lee has to carry the old guard 
with him, not least because the mainlanders _ 


dominate the legislature as well as the Na- 


tional Assembly. But the price of party unity 


is youthful impatience. 
It was the president’s problems with the 


old guard that almost led to a challenge to 


his authority. Around 150 assemblymen 
wanted to nominate a rival team: Mr Lin 
Yang-kang, a Taiwanese, for president, and 
General Chiang Wei-kuo for vice-president. 


Mr Lin is popular enough, but the choice of — 


Mr Chiang, another son of Chiang Kai- 
shek, looked suspiciously like an attempt to 


renew the Chiang dynasty. Eventually, the 


two men said they would not stand. 


The Kuomintang has to accept change. - 


Taiwan's economic growth has been proba- 
bly the world's fastest over the past two de- 
cades. The island's 20m people now have an 
income per head of well over $7,000 a year. 
A sturdily middle-class society does not sit 
easily atop political immobility; and, indeed, 
Taiwan has been experimenting with reform 
for the past three years. 

The president, at least, has recognised 
the challenge. He got the students to leave 
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in issues such as constitutional reform and 
ainland China policy". Such a conference 
one of the students' demands. The others 
re a timetable for democratic reform, the 
crapping of “ temporary provisions’ which 
llow the constítution to be suspended while 
ïe "communist rebels" rule China; and the 
isbanding of the National Assembly. 

The demands are easier stated than met. 
Only the National Assembly has the power 
amend the constitution or vote itself out 
office—an unlikely prospect given that 
ly 3) or so assemblymen have accepted 


he lad does well 


FR TOSHIKI KAIFU, Japan’s prime 
L minister, may still be a little wet be- 
1 the ears but, not for the first time, he 
confounded. his more experienced ri- 
"Since returning from the weekend 
eting in Palm Springs, California, to 
ich President Bush summoned him early 
this month, Mr Kaifu has seized the high 


ground at home in Japan's efforts to avert a 





! | Behind the screen 


OR a man seen in America as an ori- 
i ental devil incarnate, Mr Shintaro 
|. Ishihara, co-author of the notorious "The 
apan that. can say no”, is an appealing fel- 

ow. A natty dresser who looks much 
younger than his 57 years, he is everything 
hat Americans ask for in Japanese politi- 
‘ians: charismatic, decisive, articulate, a 
natural leader. Visiting senators and jour- 
alists who meet him generally go away 
harmed. It is what he stands for that they 
don’t like. So he is setting out to change 
hat. He is putting it about that he is in 
avour of one of America’s most impor- 
tant—and sensitive—trade demands: that 
apan should. open its markets to rice 
imports. | 

Tt sounds unbelievable: a well-known 
 tightewinger advocating the import of an 
item supposedly sacred to. Japanese cul- 

.ture. But Mr Ishihara has. made a career 
out of being shocking, and he has a good 
motive. He represents the Shinagawa area 
- of Tokyo, and so has no worries about of- 
fending farmers. Nor is he part of any of 
the Liberal Democratic party's main fac- 
tions; instead, he runs his own small 
"study group”. He says that a lower rice 























fairs S Conterence”” to Teacha a “consensus fne re retirement pension. 


price would not only help his constituents 


One demand would be met, — Mr Ma 
Ying-jeou, a Kuomintang Central Commit- 
tee member, if the president ended the 
“temporary provisions” by formally declar- 
ing the communist rebellion to be over. An 


odd proposal, but no odder than the belief 


sustained for 40 years that the Kuomintang 
would return to Beijing to rule all of China. 


In their convoluted way, the Taiwanese may 


be thinking of power-sharing with Beijing. 
Or they may be thinking about the unthink- 
able: independence for their tiny—but 
vastly more successful —China. 





trade war with the United States. His efforts 


may yet come to naught. But for the first 


time in his eight months in office, Mr Kaifu 


now has a chance of pulling off a coup. big 
enough to ensure his survival as prime. 


minister. 


Before the Palm Springs. meeting; trade 


talks between Japan and America were go- 
ing nowhere. An ee shaken Mr Kaifu 


but also make Japan’s economy stron- 
ger—which is, after all, a good nationalist 
aim. He sneers at the arguments against it: 
self-sufficiency and the tired old cultural 
card. Baloney, he says. 

The reputations outside Japan of Mr 
Ishihara and his co-author, Mr Akio 





| The shocker 
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—— FOROR were not a a proble m b 


sis. This time, Mr Kaifu was convinced, the 
Americans would not be shut up with a 
promise here, a concession there. He con- 
vened a group within the cabinet to wrest 
control of Japan's end of the two countries’ 
Structural Impediments Initiative (sit) talks 
from the civil servants. 

In doing so, Mr. Kaifu has neatly tied a 
handful of fortunes—his own included—to 
a successful outcome in the talks. Senior 
members of the ruling Liberal Democratic 
party have started to criticise ministries for 
not taking American complaints seriously. 
For the first time, civil servants accustomed 
to running Japan as they see fit ate feeling 
the hot breath of their political masters on 
their necks. 

The home affairs ministry had been 
against American requests to relax the law 
that protects smallshopkeepers by makir — 
hard for supermarkets and department 
stores (big importers all) to open branches 
in their neighbourhoods. Now Mr. Keiwa 
Okuda, the new home affairs minister, 
wants to scrap the store law; he even chas- 
tises the trade minister, Mr Kabun Muto, 
for tolerating half-way 1 measures from his bu- 
reaucrats. The government's s interim report 
on the sii talks, expected in April, will now 
say that the store law should be Spes 





Morita of Sony, could do with some buff- | 
ing up. Their book caused a storm in | 
America last year, mainly because of in- | 
flammatory passages suggesting Japan | 
might sell technology to the Russians to | 
spite the United States. The book pros- 
pered in Japan—more than Im copies 
have been sold—but Mr Morita regrets 
his part in the venture. He has withdrawn | 
his chapters from an authorised English - ' 
translation due later this year, and is 
about to spend a month in America 


. mending fences. It is a considerable sacri- 
| fice: last month Mr Ishihara sold the 
“world rights to Simon & Schuster for 
^" . $275,000—even though without Mr 
. Morita’s parts the book will be slim. 


Mr Ishihara does himself no harm by - 
playing the renegade. He is popular in Ja- 
pan, more like a movie star than a politi- 
use his brother, Yujiro, 
ar until he died last year). 
ibers Mr Ishihara s S 


was a real fil 
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possibly as early as 1982. 
Japan’ s somnolent Fair Trade Commis- 
sion is also being shaken awake. Since Palm 
Springs, the commission’s chairman, Mr 
Setsuo Umezawa, hfs been telling everyone 
that he would welcome an increase in the 
penalties for anti-competitive behaviour. 
His bluff is to be called. The interim Si re- 
port will spell out the new powers that the 
commission will shortly have at its disposal, 
including higher penalties (currently 1.5% 
of the profits earned from operating a 
cartel). 

Mr Kaifu's success in budging the gov- 
ernment on all this suggests that powerful 
people are working on his behalf. However, 
his allies in the cabinet—the finance minis- 
ter, Mr Ryutaro Hashimoto, the party secre- 
tary-general, Mr Ichiro Ozawa, and Mr 
Okuda, the home-affairs minister—are all 
ardent followers of the former prime minis- 

r, Mr Noboru Takeshita. It was Mr 
Takeshita who picked the unknown Mr 
Kaifu to serve as a prime ministerial seat- 
warmer until the Recruit scandal died down 
sufficiently to return the job to one of the 
usual party bosses. 

Things did not go according to Mr 
Takeshita's plan. Mr Kaifu has turned out 
to be more of a winner than a cipher. His 
direct ways won enough support among the 
voters for the Liberal Democrats to enjoy a 
bigger-than-expected victory in last month's 
election for the lower house of parliament. 
With every fresh success for the 57-year-old 
prime minister, it becomes that much 
harder for a member of Mr Takeshita's gen- 
eration to reclaim the top job. 

After the election, the bosses allowed 
Mr Kaifu to continue as prime minister on 
the strict understanding that he would hand 
over to a heavyweight like the former for- 
eign minister, Mr Shintaro Abe, when the 

oing got rough. Party officials half expected 

»e trade talks to break down eventually, at 
which point Mr Abe would make his en- 
trance. No one imagined that Mr Bush 
would intervene as abruptly as he did, or 
that Mr Kaifu would go off to Palm Springs 
without so much as a by-your-leave to the 
party barons. 

Mr Takeshita, who subsequently wan- 
gled a meeting with Mr Bush to chat about 
the sit talks, has spent the past couple of 
weeks trying to get back into the limelight. 
He has a good reason. Mr Abe, who was to 
succeed Mr Takeshita as prime minister be- 
fore the Recruit scandal intervened, is not a 
healthy man; he has had to return to hospi- 
tal. The most tantalising of opportunities 
has thus opened up for Mr Takeshita: the 
chance to be prime minister again. To seize 
it he must not let Mr Kaifu get all the credit 
if the trade talks succeed. But Mr Kaifu is in 
no mood to let anyone steal his thunder. lt is 
a piece of Japanese competition that can 


only delight the Americans. 
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China 


A dictator s way 


FROM OUR CHINA CORRESPONDENT 


IME does not seem to mellow China's 

prime minister, Mr Li Peng. "Only so- 
cialism can save China," he says. "Only so- 
cialism can develop China . . . If we do not 
uphold socialism and leadership by the 
Communist party, we can expect no stabil- 
ity in the country, no unity among the peo- 
ple and no rejuvenation of the Chinese 
nation." 

China has learned to be sceptical on 
that score, but on March 20th Mr Li was 
talking to the theoretically converted—the 
2,100 delegates to the annual National Peo- 


ple's Congress in Beijing. In case their faith - 


was wavering, Mr Li, misleadingly dressed in 
a western business suit instead of the again- 
fashionable Mao garb, added a reminder of 
the inevitability of class struggle: “While fos- 
tering socialist democracy and the socialist 
legal system, we must intensify dictatorship 
by the socialist state apparatus.” 

But what does Mr Li's brand of social- 
ism portend for the 1.1 billion people who 
endure life in the world's most populous na- 
tion? The immediate answer is an intoler- 
ance of dissent—be it political or eco- 
nomic—and a doctrinaire mistrust of the 
world outside the Middle Kingdom. China 
has been observing the 150th anniversary of 
the outbreak of the first opium war. The 
schools, Mr Li said, must alert children to 
"the crime committed by imperialists in 
their aggression against China so as to 
heighten vigilance against the imperialist 
strategy of peaceful evolution". Peaceful 
evolution? That is code for seduction by cap- 
italism—the temptation to which Eastern 
Europe has so eagerly succumbed. 

Mr Li, aged 61, does not rule alone. He 
owes his position to the support of his el- 
ders, who, like the Russian-trained prime 
minister, are steeped in the dogmatic au- 
thority of central planning. Hence the un- 


China's balancing act 


External debt 
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A supporter of Mr Li Ei 3 A 


willingness of the senior (and supposedly re- 
tired) leader, Mr Deng Xiaoping, to pursue 
the economic reforms he began in 1978 to 
their logical conclusion in a free market. — 
Even for old conservatives, though, a re- 
turn to central planning carries no guaran- — 
tee of a stress-free future. Ever since Septem- - 
ber 1988, Mr Li's government has been — 
pressing an austerity programme to cool the - 
economy. The tools of the programme are — 
exactly the ones that Mr Li intends to use in 
the future: central-bank control of credit — 
and state-set levels for production and | 
prices. 
The results have hardly been inspiring. - 
True, inflation has been brought down froid 
around 30% a year during the gung-ho days — 
of the disgraced party chief, Mr Zhao — 
Ziyang, to single figures. But industrial out- - 
put has fallen in four of the past five 
months. Some 200m peasants have no real 
work, and unemployment in the cities is at 
least 4%. Factory bonuses have been re- 
placed by compulsory pay deductions to buy 
government bonds, and many enterprises | 
say they cannot buy the bonds because they - 
no longer have any cash. lt is a nightmare 
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that would test the most brilliant economist. 
_ Mr Li is not an economist, but at least 
he recognises some of the imperfections of 
the policy his economists tell him to follow. 
Industry had stalled because, Mr Li admit- 
ted, his State Council, or cabinet, had 
“failed to adopt timely and rigorous mea- 
sures for macro-control and apply effective 
methods". The belated correction: invest- 
ment in agriculture will be increased by 
- 3096; curbs on the money supply will be re- 
laxed; loans will be given to exporters and 
indebted state enterprises; "speciali 
groups" will be set up to break "debt 
chains” between enterprises. It sounds sus- 
piciously like a "stop-go" recipe for the 
alternation of inflationary booms and re- 
-source-misallocating busts. 

= What happens next? The great fear of 
China's leaders is not that western conspir- 
ators will weave more plots but that China's 
people, enraged by corruption and scornful 


| AIDS? What AIDS? 


— YN THE dirt-poor villages of northern 
Thailand, the birth of a son used to be 
| cause for celebration. Over the past de- 
|| cade daughters have become more popu- 
. lar. A few years’ work in the brothels of 
. Bangkok can earn girls more money than 
| their families ever dreamt of. Some even 
. married foreigners. And the brothel-own- 
ers paid for the restoration of village tem- 
ples and schools to help keep up the sup- 
ply of young girls. 

Many of these girls are now coming 
| home with aips. In one small village in 
Phayao province, in the north-east, 33 
girls are reported to have the disease. And 
| the villagers’ reaction—to ignore the 
| problem as much as possible—is shared 
|| by the Thai government. 

According to official figures, as of Feb- 
ruary Ist 141 Thais had died from AIDS 
| and 14,116 were infected with uiv, the vi- 
| rus that causes the disease. In all of Asia 
] only India had more cases—and India’s 

| population is 15 times Thailand's. The of- 
| ficial Thai figures underestimate the true 
] extent of infection. Thailand is an ideal 
place for the virus to spread. Thai society 
|] condemns almost no behaviour, except 
criticism of the royal family. The country 
has a huge population of heroin addicts, 
. homosexuality is widely practised, and 
. men of all ages and from all classes make 
| regular use of the big cities’ vast red-light 
| districts. Thailand's health ministry says 
| there are about 80,000 prostitutes in the 
| country; the police reckon there are at 
least eight times that number. The size 
and range of the country's sex business 
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of slogans, will take to the streets, as they did 
last June, to demand instant solutions that 
the government cannot possibly provide. 

In the days of Chairman Mao, author of 
the disastrous Great Leap Forward and the 
Cultural Revolution, the party could belittle 
such dangers. Today's China is very differ- 
ent. The reforming years of Mr Deng and 
Mr Zhao have ended in inflation and cor- 
ruption—but not before China achieved 
annual real GNP growth in the 1980s of 
10.596, the world's highest after Oman. 

The challenge of Mr Li and his com- 
rades is to meet the popular expectations in- 
spired by that growth. To do that, China, 
with a foreign debt of over $40 billion and 
with precious few new foreign credits since 
the bloodshed of last June, needs foreign 
trade and foreign friends. Judging by his per- 
formance at the opening of the congress, Mr 
Li is content to be friendless. 





BANGKOK 


world's fastest upswing in HIV infection. 

The fragmentary evidence is frighten- 
ing enough. Dr Vicharn Vithayasai, from 
the University Hospital in Chiang Mai, 
northern Thailand’s biggest city, has re- 
cently carried out surveys there and in 
nearby towns and villages, He thinks that 
in Chiang Mai alone 30,000 people are in- 
fected with HIV. 

A series of tests was carried out among 
the prostitutes who came voluntarily to 
venereal-disease clinics in late 1989. The 
lowest proportion revealed to have the vi- 
rus in their blood was 44%, the highest 
72%. In July 1988, when Dr Vicharn 
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Thailand 3 


The general’s 
manoeuvres 


FROM OUR SOUTH-EAST ASIA CORRESPONDENT 





HAI democracy is a delicate flower. 

Since the beginning of this year Mr 
Chatichai Choonhavan’s coalition govern- 
ment has been agonising over whether Gen- 
eral Chaovalit Yongchaiyudh will resign as 
commander-in-chief of Thailand’s armed 
forces. It is widely assumed that the general, 
who has been doing his best to fan the 
speculation, will try to become prime minis- 
ter after he leaves the army. "An attempted 
coup without tanks," is how a diplomat de- 


scribed the frenzy of political haggling in 
which Bangkok is now engaged. 


General Chaovalit has talked of resig 


started to do tests, only 0.6% were HIV- 
positive. Low-class hookers, who charge 
no more than 50 baht ($2) a time and en- 
tertain as many as 20 customers a day, had 
the highest rates of infection. Five samples 
of 100 men each— probably not chosen at 
random—showed that 2-696 of Chiang 
Mai's male population carry the virus. 
Many of them pass it on to their wives; 196 
of the women who came for pre-natal tests 
at the hospital were HIV-positive. 

Government spokesmen say Chiang 
Mai is untypical: prostitutes in Bangkok 
found to be infected are often sent home 
to the north, where they continue to prac- 
tise the only trade they know. It is hard to 
argue the point since no broad surveys 
have been carried out in Bangkok, but 
what is known offers little ground for 
hope. Drug addicts, for instance, seem 
just as widely infected in the capital. Bang- 
kok is well supplied with “shooting galler- 
ies" where pushers go down lines of ad- 
dicts giving them all a fix with the same 
needle. In 1987 only 196 of Bangkok ad- 
dicts who sought medical treatment were 
infected with uiv. By April last year more 
than half were. 

Mr Chatichai Choonhavan, Thai- 
land's prime minister, is busy trying to 
hold his unstable coalition together. Last 
November he refused to chair a confer- 
ence on AIDS for fear it might cause panic. 
Most other efforts to air the issue in pub- 
lic have been suppressed. The moguls of 
Thailand's flourishing tourist industry do 
not want bad news to interfere with good 
times, especially among all those single 
men who crowd Bangkok airport. It does 
not move them that the cost of looking 
after the hundreds of thousands of Thais 
who are likely to be infected by 1995 will 
far exceed that of a few cancelled holidays. 
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The conge n vationists response to the 
Pearce report 


Leeds i Univera 






matics 





m " séport is a Dd: analysis and critique 
of Blueprint for a Green Economy' by Pearce et al 
d exar the limitations of a market approach 


to solving environmental problems. 


` Available at £5.95 inc p&p from BANC 
c/o 23 Donnerville Gardens, Admaston 
Telford, Shropshire. TF5 ODE. 
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More discipline, says Chaovalit 


ing before. He may yet decide to serve out 
his term as army chief until 1992, when he 
reaches the retirement age of 60. However, 
even in the fluid world of Thai politics, this 
time he may have gone too far to turn back. 
He has said, and subsequently confirmed, 
that he will step down shortly after March 
27th, when the King is due to award him a 
medal. His successor has been named. 

The general's resignation, if it does hap- 
pen, will be the culmination of months of 
political manoeuvring. In January, as 
charges of corruption began to mount 
against the government, Mr Chatichai of- 
fered General Chaovalit a job in the cabi- 
net. The general thought he could do better, 
and for a time considered launching his own 
party. This costly option was rejected. In- 
stead, the general has been playing politics 
outside the cabinet. A mysterious strike at 
Bangkok's port, which handles more than 
8096 of the country's trade, was settled only 
after the general intervened. Last week Mr 
Chatichai again offered General Chaovalit a 
job, this time as defence minister and deputy 
prime minister. 

But the general wants to be prime minis- 
ter. He sees no reason to give up his present 
powerful job for anything less. Thai coups 
may be a thing of the past, but the army is 
probably in a stronger position now than it 
ever was. When Mr Chatichai was elected in 
1988 he arranged an informal slicing of the 
pie with the armed forces. The civilians 
would look after the waves of foreign invest- 
ment lapping into Thailand, while the 
armed forces would retain their grip on 
many state-owned enterprises and would be 
given a free hand to run Thailand's relations 
with its neighbours. 

The army has profited nicely from act- 
ing as a conduit for arms supplies to the re- 
sistance armies fighting in Cambodia and 
from its control of the timber and gem 
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trades with Cambodia, Laos and Burma. It 
has been alarmed by Mr Chatichai's dream 
of turning Indochina "from a battlefield 
into a marketplace": this would end the 
army's grip on the border trade. 

Mr Chatichai has to rebuild his govern- 
ment's popularity if he is to fend off General 
Chaovalit. He is pinning some hope on a 
cabinet reshuffle. Mr Pramual Sabhavasu, 
the finance minister, will probably have to 
go. Mr Pramual is a self-made baht-billion- 
aire. À government commission is now in- 
vestigating how these billions were made. 

Ministers are spending so much time 
wondering who else might go that little gov- 
erning is getting done. This paralysis may 
ensure that, after three years of breathtaking 





Imelda on trial 





HE former first lady of the Philip- 
A pines, Mrs Imelda Marcos, does not 
believe in dealing with underlings. She 
has written to President Bush offering to 
hand over part of her late husband's for- 
tune for distribution to the poor in the 
Philippines. In return, she says, the body 
of Ferdinand Marcos should be let into 
the Philippines for burial. 

Mrs Marcos may believe that Amer- 
ica still has the final say in Philippine af- 
fairs; after all, America persuaded her 
husband to call the election that led to 
his downfall in 1986. Or she may simply 
be trying to snub President Cory 
Aquino, who refuses to allow Marcos 
back, even through he is dead; and has 
barred Imelda too. 

Mrs Marcos does not say how much 
money she would turn over, or how big 
the Marcos fortune is. It is probably a 
wise precaution in view of allegations 
that the couple stole billions of dollars 
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Small, fragile woman with lawyer 
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growth, the Thai economy has a hard rather 
than a soft landing. Mainly because of Mr 
Pramual's opposition ea much needed in- 
crease in interest rates was delayed until last 
week. The government is running the Oil 
Fund, designed to maintain stable oil prices, 
at a deficit rather than risk passing on price 
increases to consumers. 

Viewing this mismanagement, General 
Chaovalit claims that all politicians and 
businessmen are corrupt. Bangkok, he says, 
is another Babylon. He sees himself as the 
man to even out inequalities and re-impose 
Buddhist order. Will be get a chance to try 
out his ideas? Many Thais believe the ques- 
tion is when, not if, 











from their country. Mrs Marcos wenton | 
trial in New York this week, on March 
20th, by coincidence the day on which 
the contents of her letter to Mr Bush was 
disclosed. Like all of the Marcos affairs, 
the trial promises to be complex. Mrs | 
Marcos—improbably described by her 
lawyer as "a small, fragile woman”—is 
accused of fraud in connection with her | 
purchases of property in New York. Mr 
Adnan Khashoggi, a Saudi arms dealer, 
is being tried with her, accused of help- 
ing out in the property deals. 

In Manila the Philippine government 
testily rejected Mrs Marcos's offer of help 
to the poor, and continued its intermina- 
ble task of trying to get its hands on the 
Marcos money. This week art experts 
have been valuing "old master" paint- | 
ings bought by the couple and left be- 
hind when they fled to America. Like 
much of the Marcos story, at least some 
of the paintings are thought to be fakes. 
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AMERICAN SURVEY 


The politics of death 


SAN FRANCISCO AND WASHINGTON, DC 


NE of the most striking differences be- 
tween the United States and other ad- 

vanced industrial countries is America’s en- 
thusiasm for execution. Over the past few 
years several rather unexpected countries— 
Cambodia, Haiti, Romania (admittedly after 

cuting Nicolae Ceausescu) and, the latest 

ruit, Namibia—have joined most of 
Western Europe and Latin America in abol- 
ishing the death penalty for ordi- 
nary criminal offences. Since 
1976, when the Supreme 
Court re-established that the 
death penalty was constitu- 
tional, 13 American states 
have executed 121 people, 
and the number is on the 
rise. Most of the executions 
have been in the old South. But 
now California is poised for its first 
execution in 23 years. 

Mr Robert Harris was convicted in 
1978 of the particularly callous murder 
of two teenage boys in San Diego. The 
state Supreme Court recently rejected 
his latest habeas corpus petition; his 
execution is scheduled to take place at 
Jam in the gas chamber at San 
Quentin prison on April 3rd. 

iere are 277 people, besides 
wat Harris, waiting in the pris- 
on's five-tiered death row. 

Mr Harris had applied for a 
clemency hearing before the gov- 
ernor, Mr George Deukmejian. 
But on March 20th, a week before 
the hearing was due, he withdrew 
his request, saying that he could 
not expect a fair hearing from the 
governor and had no wish to take 
part in an "empty game". 

Mr Deukmejian, who was 
elected governor in 1982, has 
been trying for a mighty long 
time to get the death penalty en- 
forced in California. For several 
years he was frustrated by the 
state Supreme Court, which re- 
views all death sentences: over 
a nine-year period the court 
reversed 64 of 68 sentences. 
But in 1986 the governor led 
a successful campaign by the 
state's voters to remove the 
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chief justice, Miss Rose Bird, and her two 
liberal colleagues. The court now upholds 
three-quarters of the death sentences it 
reviews. 

In many countries besides America, 
public opinion strongly supports capital 
punishment—undeterred by the fact that 
no criminological study has ever been 
able to prove that it reduces crime. Re- 
cent surveys find 80% of Americans in 
‘favour, though the proportion drops 
| when they are offered the alternative of 

a life imprisonment that genuinely 
- means for life. Only once, in 1966 when 
| there had been a lot of discussion on the 
- ethics of capital punishment, did a Gal- 
- lup poll find that American support for 
- death as the punishment for murder 
- had fallen below 50%. 

Surveys show similar results in 
other countries. The difference is that, 
- in America, politicians are more likely 
_ to follow public opinion on this ques- 
l tion, not try to change it. As Mr Mi- 
- chael Dukakis found to his cost in 
- 1988, voters equate opposition to the 
death penalty with being soft on 
crime, support for it with being 
tough. The 1990 election cam- 
paigns are confirming that this 
lesson was well learnt: candi- 
dates are indulging in ghoulish ri- 

valry in support of execution. 

In California all three can- 
didates for governor have 
promised to keep the gas 
chamber busy. Miss Dianne 
Feinstein, a former mayor of 
San Francisco, jumped ahead 
of Mr John Van de Kamp, her 
P) main rival for the Democratic 

L7 nomination, largely because of a 
7/7 television commercial in which she 
“J stressed that she was pro-choice on 
abortion and strongly in favour of 
capital punishment—a stand that 
some critics have summed up as pro- 
death. Mr Van de Kamp, the state 

attorney-general, who admits to a 

personal distaste for execution, has 

responded with a commercial in 

which he boasts of sending people 
to death row—while, in the back- 
ground, the camera dwells on a 
close-up of the gas chamber. 

The Californian pattern is 
repeated elsewhere. [n the recent 
Democratic primary for gover- 
nor in Texas, one candidate, 

Mr Mark White, put out a grue- 

some commercial in which he 

strode triumphantly past pho- 
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tographs of the people who had been exe- 
cuted while he was governor in 1983-87. He 
still lost. But Mr Jim Mattox, one of the two 
Democrats who will be competing in the 
run-off election for the party’s nomination 
on April 10th, tried in similar vein to take 
credit for executions even though, as Tex- 
as's attorney-general, he is involved with 
civil cases, not criminal ones. When his ri- 
val, Mrs Ann Richards, received unwanted 
support from a prison newspaper, the Mat- 
tox campaign quickly adopted the slogan: 
"Jim Mattox. There are no endorsements 
for him on death row.” 

The death penalty has featured in cam- 
paigns in Florida; in Georgia, where Mr An- 
drew Young, the former mavor of Atlanta 
who is now running for governor, has said 
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that capital punishment is sometimes neces- 
sary; in Michigan, where the Republican 
Senate candidate, Mr Bill Schuette, has at- 
tacked Democratic Senator Carl Levin for 
opposing it; in one of this week’s congres- 
sional by-elections in New York. 

There is irony in the last example. Mr 
Mario Cuomo, New York's governor, has 
led the way in showing that a politician can 
stand up to the capital-punishment lobby. 
In vetoing repeated efforts by the state legis- 
lature to adopt the death penalty (it is still 
one vote short of a veto override), Mr 
Cuomo has taken the moral high 
ground—and does not seem to have lost 
votes by doing so. 

The death penalty is on Congress's 
agenda too. The Supreme Court under 
Chief Justice William Rehnquist is unhappy 
about the long delays between sentencing 
and execution. There are around 2,400 peo- 
ple on death row; 20 times the number exe- 
cuted in the past 13 years. Mr Harris has 
been on California's death row for 11 years 
and has appealed under habeas corpus eight 
times. Last year a commission recom- 
mended a limit of one such appeal, together 
with extra safeguards about the quality of le- 
gal representation. 

Mr Rehnquist urged Congress to adopt 
these changes. But on March 14th he was 
overruled by a majority of federal judges on 
the Judicial Conference which sets court 
policy. The conference recommended in- 
creasing the chances of a second appeal as 
well as toughening the standards for legal 
representation (there are reports of cases 
where people sentenced to death had been 
represented by law students). The Senate 
will probably go along with the conference's 
wishes. It may be more hesitant than the 
House of Representatives about extending 
the death penalty, for instance for drug-deal- 
ing. And it does not like the idea of execut- 
ing people who are mentally retarded or 
who committed their crimes when they were 
juveniles, though the Supreme Court has re- 
fused to rule either unconstitutional. 

The Senate Judiciary Committee has 
also been studying evidence that the death 
penalty discriminates against black Ameri- 
cans. Reports reviewed recently by the Gen- 
eral Accounting Office showed that capital 
punishment was more likely to be imposed if 
the murder victim was white rather than 
black. The evidence of a similar bias towards 
the death penalty for black rather than 
white murderers is less good, but still quite 
persuasive. Congress may adopt a racial-jus- 
tice amendment that would allow blacks to 
appeal against conviction on the ground of 
systematic racial bias. 

Forgotten in this debate is the issue of 
cost. Some death-penalty supporters ad- 
vance the argument that it is unfair on tax- 
payers to expect them to finance a convict's 
imprisonment for life. Yet, thanks to the 
cumbersome appeals procedure, each execu- 





San Quentin's gas chamber waits 


tion currently costs between $2m and $5m, 
four or five times what it costs to keep some- 
one in prison for life. And if, as Congress is 
contemplating, the quality of legal represen- 
tation is raised to offset any dilution of the 
appeals procedure, those costs are unlikely 
to fall much. 

Is there any real chance of an American 
change of heart? Advocates of capital pun- 
ishment are unmoved at the prospect of the 
United States being increasingly isolated 
among developed countries: such countries, 
they argue, have less violent crime than 
America has. California's first execution 
may open the floodgates. What are needed 
are more Mario Cuomos, politicians who 
are prepared to put moral and practical ar- 
gument above political expediency. 





Religion 


Shelters of the 
Lord 


SEATTLE 


HE Rev Robert Schuller is possibly the 

best known television minister in Amer- 
ica. Yet he has a problem that most video 
pulpiteers do not. He has a real church to 
manage. And although his glitzy Crystal Ca- 
thedral in Garden Grove, California, is not 
everybody's idea of a parish church, in its 
own way that is what it is. 

Balancing the dual roles of minister to 
the world and shepherd to his own flock has 
taken its toll. Early in March Mr Schuller 
announced that he was bringing a Seattle 
minister, the Rev Bruce Larson, to Garden 
Grove as his “co-pilot”. It could be a rough 
flight. 

The Crystal Cathedral is invariably full 
on Sunday. But most of the 8,000 people sit- 


THE ECONOMIST MARCH 24 1990 


4 


* UU 


ting in the glass house are tourists drawn by 
Mr Schuller's fame (he is seen by about 1.3m 
American householdseach Sunday) and the 
eye-popping spectacle of the cathedral de- 
signed by Mr Philip' Johnson. But church 
membership has plunged from nearly 8,000 
in 1984 to about 2,000. Mr Schuller's local 
congregation is not altogether happy with 
his imperial style and church finances are 
suffering. 

Enter Mr Larson, the well-liked pastor 
of Seattle's 3,600-member University Pres- 
byterian Church, who has 22 books to his 
credit and is witty and literate behind a pul- 
pit. But it is his organisational and fund-rais- 
ing skills that Mr Schuller most coveted: in 
ten years Mr Larson doubled his church's 
membership with people who are wonder- 
fully ready to whip out their wallets. 

Whether Mr Larson will ever start his 
-~x job, scheduled to begin in June, might 

disputed by Mrs Elizabeth Prophet. Mrs 
Prophet, also known as Guru Ma, has pre- 
dicted a nuclear cataclysm for April 23rd. In 
response nearly 3,000 of her followers, mem- 
bers of the Church Universal and Trium- 
phant, have packed their possessions and 
fled to 33,000 acres of church-owned land in 
Montana's Paradise Valley. There they are 
busily ferreting away food, medical supplies 
and weapons with which to build a new 
world after the current one is reduced to a 
moist cinder. The church's property is 
honeycombed with underground shelters. 

Forecasting doom is a habit of Mrs 
Prophet's. She earlier proclaimed that last 
October would be the end of life on earth. 
Church members are again braced for disap- 
pointment should April 23rd pass quietly. 
This will simply mean that Guru Ma's pray- 
ers for peace were answered. Such proof of 
her powers may help Mrs Prophet in her 
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other pursuit: a down-payment of $10,000 is 
usually required to ensure a place in her 
post-nuclear world. 

Montana officials have responded to 
Mrs Prophet's ideas of Armageddon like 
battle-hardened bureaucrats. Until church 
members complete a sewer system, they 
have been forbidden to use their newly 
hewn bomb shelters. 





Foreign aid 


| know my wallet's 
somewhere 


RESENTED vwith the bill for the cele- 

bration-of-democracy party, President 
Bush and his legislators on Capitol Hill are 
searching, or making a great show of search- 
ing, their pockets. Congress scolds the ad- 
ministration for not being forthcoming 
enough in its proposals for aid to Eastern 
Europe. The White House scolds Congress 
for being dilatory in finding cash for Pan- 
ama and Nicaragua. The partygoers wait. 

Mr Bush livened the act last week when 
he said he was giving Congress until March 
27th to decide which current defence pro- 
grammes should be trimmed to raise $870m 
for Panama and Nicaragua (money that is 
supposed to come from the 1990 Pentagon 
budget). Otherwise, he said, congressmen 
should hand the job over to him—and he 
snapped his fingers to show how quickly and 
easily he could cut defence spending by that 
measly amount. It was a vigorous perfor- 
mance that went down well with a public 
that is feeling a mite embarrassed about not 
putting its money where America's mouth 
was once so loud. 

Congressmen, relieved that they no 
longer have to shed their reputations in 
fighting over Nicaragua, are quite keen to 
find the $300m that is seen as an inaugural 
present for Mrs Violeta Chamorro on April 
25th. But they have had since January to 
come up with the $570m that Mr Bush re- 
quested as emergency aid and compensation 
for post-invasion Panama. Congressmen are 
reluctant to make a defence cut that might 
pain them in their own districts. And some 
of them want most of the money to go to 
Eastern Europe. 

As they bicker, Panama is flat broke. 
America's economic sanctions failed to dis- 
lodge General Manuel Noriega but squeezed 
the economy dry; the invasion that did dis- 
lodge him left a war-battered city, with some 
18,000 people homeless and unemployment 
soaring. To show "solidarity with the poor", 
and hoping, politely, to shame the Ameri- 
cans into faster delivery, President 
Guillermo Endara spent the first half of 
March fasting in Metropolitan Cathedral. 
In less polite ways, Panama may be pushing 


id us de s Do as ka Stee — 


th = 















- 


__ AMERICAN SURVEY - 





Europe back on the map | 
Top recipients of US economic aid, fiscal 1990 "m 
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its luck. It is, for instance, asking for com- — 
pensation for the guns confiscated by Amer- 
ican troops because they belong to the Pana- 
manian government. But the Americans, - 
apart from the fact that they probably pro- | 
vided the guns in the first place, paid out — 
$1m to persuade people to hand them in. — 
A different, and harder, set of problems 





Goodbye Quarry | 
Heights? | 


PANAMA CITY 


ILITARY planners are once 

more talking about us South- 
ern Command leaving Panama. No 
decision has been taken but the move 
could be as early as the summer. 
Southcom controls all American mili- 
tary activity in Central and South 
America, covering 19 countries and 
8m square miles. Its headquarters I| 
staff includes six generals, headed by | 
its controversial commander, Gen- 
eral Maxwell Thurman. 

Removing Southcom headquar- 
ters from Quarry Heights, a hill with 
a commanding view over Panama 
City and the canal, will still leave 
13,000 American troops in Panama 
dispersed among nine bases. Under 
the Panama canal tzeaties, the United 
States is to hand over all military facil- 
ities to Panama in a gradual "draw- 
down" before the end of 1999, 

Debate on Southcom's future, 
which has dragged on for years, was 
put on hold when American relations 
with General Noriega reached rock- 
bottom. With him removed, the way 
has been reopened. Seven new sites 
in the United States are under con- 
sideration; the likely favourite is the 
MacDill air force base at Tampa in 
Florida. 
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is raised by Eastern Europe. The administra- 
tion and Congress agree on the need to help 
the new or emerging democracies but dis- 
agree on almost everything else: how much 
aid should be given, where it should come 
from and who should control it. 

Congress, having pooh-poohed Mr 
Bush's first proposals as inadequate, appro- 
priated $433m for Poland and Hungary in 
fiscal 1990. Mr Bush is now suggesting 
$300m for all Eastern Europe in fiscal 1991; 
the Senate and the House think this too lit- 
tle. The lion's share of whatever figure is 
agreed would go to Poland and Hungary: 
Czechoslovakia has not, as yet, requested di- 
rect aid (President Vaclav Havel, speaking 
to Congress, concentrated on the impor- 
tance of helping the Soviet Union); Roma- 
nia, so far, gets mainly subsidised food; there 
are no plans for helping Bulgaria; East Ger- 
many has West Germany; Yugoslavia gets al- 


Cab, sir? 


NEW YORK 


URPRISING: there are people in 

New York who say that the city is too 
rude. A group called New York Pride is 
trying to persuade fellow citizens to show 
more civility. The idea, supported with 
advertisements and an "anti-scowl" logo, 
is that the city would be a less fearsome 
place if people were nicer to each other. 

Will New York's taxi-drivers, known 
everywhere for their direct approach, 
heed this message? A special commission 
handles 500-800 complaints a day. Cab- 
bies have been known to overcharge, to 
threaten passengers and to hurl their lug- 
gage around with little concern as to 
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most no direct aid. 

Mr Lawrence Eagleburger, the deputy 
secretary of state who has been given the job 
of co-ordinating America's help for Eastern 
Europe, was told by Congress that the 
money the administration has in mind is too 
modest, but that its ideas about who should 
control the distribution of this money are 
immodest. The question is whether the con- 
gressional Democrats or the Republican ad- 
ministration should run the programme. Mr 
Bush's men are trying to establish the ad- 
ministration's authority: they want to be 
able to decide freely where the money goes 
and in what form; and they want to be al- 
lowed to shift it at will from one country, 
and one programme, to another. 

At present about 8596 of foreign aid is 
earmarked by Congress for specific pur- 
poses in selected countries: unlucky coun- 
tries that have not been singled out for ear- 
marked money are vulnerable to savage 
cuts. Mr Bush, and his secretary of state, Mr 
James Baker, are trying to get more control 
for themselves, advocating "constructive 
consultation" with Congress as an alterna- 
tive to earmarking. Members of the House 
Foreign Affairs Committee got an early taste 
of this when they asked Mr Eagleburger how 
the administration proposed dividing up 
that $300m for Eastern Europe: his answer, 
again and again, was "I don't know". 

The dispute over control spills into the 
dispute about where the money should 
come from. When the Republican leader in 
the Senate, Mr Robert Dole, suggested that 
5% be taken from the five top recipients, he 
killed two birds with one shock-horror pro- 
posal: he sent a signal to the Israeli govern- 
ment, and he queried the sacrosanct nature 
of the earmarked programmes. 

Mr Bush's insouciance in snapping 
$870m for Panama and Nicaragua from the 
1990 defence budget suggests that extra for- 
eign aid for Eastern Europe could, without 
too much difficulty, be trimmed from the 


where it lands. 

Yes; The Economist's own inspector 
can report. Every taxi-driver he encoun- 
tered was polite, indeed charming. Two 
went so far as to offer to reduce the me- 
tered fare after having taken a wrong 
turn in error. "My goodness, | do 
apologise": or words to that effect. 
Clearly the tide of beastliness has turned. 
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1991 defence budget. With the president— 
though not his defence secretary—propos- 
ing cuts in that budget by the day, the con- 
sensus is that there wil] be a peace dividend 
in fiscal 1991 of at least $12 billion. The new 
democracies have a respectable claim to 
some of that dividend but America's inclina- 
tion, at present, is that it should all go to 
reducing the budget deficit. 





Connecticut 


Weicker redux 


NEW HAVEN 


N Mr William O'Neill, the gover- 
nor of Connecticut, announced on 
March 20th that he would not run for re- 
election, he gave two reasons. First were |" 
"political realities" that faced him; seco! 
he said, was his fear that he would have to 
campaign negatively in order to succeed. 

The political reality is that Connecticut 
is suffering from the economic slowdown 
that has hit most of the north-east. Last year 
Mr O'Neill was obliged to raise taxes by $1 
billion and to cut both spending and staff 
(though the state's budget deficit is still ex- 
pected to rise above $90m this year). His 
popularity rating dropped accordingly. 

A large cast of characters was lining up 
to challenge Mr O'Neill before he an- 
nounced his decision (and others may now 
join the battle). The challengers include two 
congressmen and a heterodox former Re- 
publican senator who stirs strong emotions 
on both sides of the political fence. 

The ex-Republican is Mr Lowell 
Weicker, a blunt critic of the conservative 
wing of the party, who was unseated in 1988 
after a number of prominent right-wing 
politicians supported his Democratic op 
nent. Mr Weicker will now run as an in... 
pendent. He has neither a running mate nor 
a campaign headquarters, but when he an- 
nounced his bid he shot to the top of the 
polls. This prompted two Republican candi- 
dates who are faring poorly to invite Mr 
Weicker back to the party; he refused. 

The leading Republican and Demo- 
cratic contenders are Representatives John 
Rowland and Bruce Morrison. Mr Rowland 
is a man in the mould of Vice-President Dan 
Quayle: young, handsome and hawkish. He 
has supported the MX missile, star wars and 
chemical-weapons production. He has vis- 
ited Vietnam several times to search for 
missing American soldiers, a venture that 
plays well in his district which i is home to a 
lot of ex-servicemen. 

Mr Morrison has been likened to an- 
other vice-president, the late Hubert Hum- 
phrey. A former legal-aid attorney, Mr Mor- 
rison is unusual in accepting, even 
welcoming, a liberal label. 
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The census 


One, two; 
three...” 


WASHINGTON, DC 










Beads for the natives 


OUNTING Americans is not easy but 
the law insists that it be done. The 
Founding Fathers declared that an “enu- 
meration” should take place every ten years 
so that members of the House of Represen- 
tatives can be fairly apportioned among the 
states. Easy for them to say. When Ameri- 
cans reply to the twenty-first national census 
on April Ist, they will take part in a statisti- 
marathon costing $2.5 billion and em- 
ying 8,500 full-time and 500,000 part- 
time staff. 

It took two years for the Bureau of the 
Census to draw up the list of 106m house- 
holds to which, on March 23rd, it posted its 
questionnaires. Millions of other Ameri- 
cans—mainly those living in rural areas, in 
institutions, and in certain housing es- 
tates—will have personal visits from census- 
takers either to deliver or pick up the forms. 
So will anybody who fails to return the 
questionnaire. 

Other groups merit special treatment. 
Census-takers have already trudged across 
Alaskan snow to count the Aleuts and Eski- 
mos who quit their winter villages when the 
spring comes. On March 20th their col- 
leagues fanned out across cities to shelters, 
soup kitchens and street corners in order, 
for the first time, to try to count the 
homeless. 

Most people will be asked 14 questions 
about their age, sex, race, marital status and 
the kind of home they live in. One in six will 
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get a longer form asking 59 questions about 
such things as housing loans, commuting 
patterns and job history. In the end, the 
Census Bureau expects to find that the total 
population is about 250m, is getting older, is 
still moving from the north-east and mid- 
west to the south and west, and that metro- 
politan areas grew more 
rapidly in the 1980s than 
in the 1970s. 

It will also, eventually, 
accumulate a mass of fine 
detail: on how many peo- 


Name Your Tribe. 
Answer The Census. 


ple have flush-toilets, for instance. A new 
and controversial question will find out how 
many couples of the same sex are partners 
(or, more accurately, how many are pre- 
pared to report the fact). 

The information will become known a 
bit faster than it used to be. The technology 
used by the bureau has improved. Bar-code- 
reading “wands” will check in the question- 
naires as they arrive at various offices. The 
answers—read from microfilm by an optical 
scanner—can now be processed in district 
offices. These changes should allow the bu- 
reau to release the first summary reports in 
late spring next year, some six months or so 
earlier than in 1980. 

For the first time, the bureau will com- 
pile population figures for the whole coun- 
try by "street blocks" that will be defined by 
roads, rivers, county boundaries and the 
like. À computerised-map system known as 
Topologically Integrated Geographic En- 
coding and Referencing or TIGER will orga- 
nise data from the census according to geog- 
raphy. This should enable computers to give 
highly detailed information: how many peo- 
ple live within a radius of a certain point, for 
example, or how many live along a river's 


flood plain. 


Can't please everyone 

By its nature a census is political. The Amer- 
ican one has to decide how many members 
of Congress each state should have. The bu- 
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reau will tell the president this on December 


31st. It will tell the states by April 1 1991 ~ 


about the shifts in their populations that 
call for changes in state and local constitu- 
ency boundaries. 

These figures not only lead to partisan 
squabbles and gerrymandering but also af- 
fect the amount of money that states and lo- 
cal jurisdictions receive from the federal 
government. Some $39 billion in grants 
each year—for housing, education and 
roads—depends on the census. This makes 
everybody worry about the result, wanting 
to make sure that the numbers 
are. properly added up. The 
counting of the homeless—and 
the arguments about how exact 
the results will be—is one mani- 
festation of this. 

Minority groups have tradi- 
tionally been under-counted, 
particularly in big cities. In an 
attempt to change that, the 
Census Bureau has launched a 
vigorous campaign to get as 
many people as possible to an- 
swer its questions. To help, it 
has hired 300 specialists, half of 
them black and all but two from 
minority groups, to work with 
ethnic groups. 

The bureau has designed 
colourful posters and brochures 
in different languages, aimed at 
audiences that include minorities, religious 
congregations and businesses. Public-service 


advertisements have been sent to newspa- ` 


pers, magazines and television programmes. 
Some 5,000 towns and cities have agreed, at 
the bureau's urging, to run their own cen- 
sus-awareness programmes. los Angeles 
took the census as its theme for its float in 
the Rose Bowl Parade. 

But those who stand to lose the most 
from under-counting want more to be done. 
After every census, the bureau conducts its 
own internal estimate of how many people it 
missed: in 1980 it thought it had missed 
1.4% of the population, including 5-696 of 
blacks (and perhaps as many as 1896 of black 
males) This was made worse by a slight 
overcount of whites—people with two 
homes, for instance, tended to be double- 
counted. 

This time the losers, including the cities 
of New York, Los Angeles, Chicago and 
Houston, and the us Conference of Mayors, 
have taken the bureau to court to try to 
make it agree to change its initial 1990 find- 
ings and to add in its estimated under- 
count. The bureau has said it will consider 
doing so if its estimates are good enough. 

This will not be the only lawsuit. After 
1980 the bureau—which most people be- 
lieve does as good a job as can be expected— 
had 52 suits filed against it. The Founding 
Fathers would have been amazed. 
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White and black Chicago 


é ARIA PAPPAS for County Commissioner”, “Raul 

Villalobos for State Attorney”, “William Patrick 
O'Malley for Judge”. After five minutes in Chicago, where every 
. lamp-post is festooned with flyers, where every office is up for 
- grabs, and where every name proclaims the city's ethnic diver- 
sity, a visitor swims in the sheer exuberance. So much for the 
handwringing about the decline of the political process that goes 
on in Washington. 

In a year without a 
presidential contest, in. 
elections that were merely 
 primaries—and. mainly 
for local offices—around 
- 4596 of registered voters 
turned out. on March 
20th. This would not be 
bad by any country’ s stan- - 
. dards, But there is more: - 
_ Chicago's elections, once 
2 notoriously corrupt, now 
.. seem pretty clean. 

: One of the contests. 
. on Tuesday was the pri- 
. mary election for Illinois’s 
||. next governor. After 14 
- years in office the state's 
Republican governor, Mr 
Jim Thompson, is stand- 
ing down. As expected, 
Mr lim Edgar, lllinois's 
secretary of state, won the Republican party's nomination. But 
his voung challenger, Mr Steven Baer, won around a third of the 
e with little money and no organisation. All he did was to say 
' to tax increases and to abortions. His relative success was 
| — that the managerial style that Mr Bush has adopted in 
| Washington has not doused the passions of those conservatives 
who like their right-wing politics raw. 



















Chicago's congressional delegation, Mr Sidney Yates and Mr 
Gus Savage, faced strong challenges. Yet both won. 
= Of the two, Mr Yates, who will be 81 in November and has 
|. been in Congress almost without a break since he was first 
. elected in 1948, had the easier time of it. His admirers think of 
him as a national treasure, rather like the works of art of which 
. heis Congress's most passionate defender. His critics say that his 
. main contact with his Chicago district is a fond wave from the 
aeroplane as he travels from Los Angeles to Washington. His 
challenger, Mr Edwin Eisendrath, a city alderman, had tried to 
a stitch together a coalition of young apolitical professionals and 
. "reform" Democrats. He failed. 

Mr Savage, like Mr Yates, is an original, but only his most 
- devoted fans would think him a lovable one. More than any 
other black member of the House, he plays the racist card. He 
has cultivated a reputation on the black south side of Chicago as 
. a battler, and he spices this reputation with attacks on the "racist 
E white media”. In Washington he is considered an — leg- 
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. . Chicago was reminded that defeating an incumbent member _ 
of the House of Representatives is not easy. Two members of 








lenger, Mr Mel Reynolds. Mr Reynolds, a dignified man who was 
Illinois’s first black Rhodes scholar, wondered if Mr Savage 
would like to ban Jewish contributions to the United ins Col- 
leges Fund, For. a — gites mei lis closed, if Mr 





Unfortunately, 


"Chicago politics remains. 
.. Witness.the race for the 
<o presidency of the Cook 
County board of commis- 
sioners. It was won by Mr ^ 
Richard Phelan, a white 
political novice with a lot 
uf money and appeal in 
the rich white suburbs; he 
beat Mr Eugene Pincham, 
a black judge. Mr Savage 
promptly claimed that 
black Chicagoans support 
white Democratic candi- 


dates, but that the converse does not hold—even when the black 


candidate is someone as respected as Harold Washington, mayor 
of the city from 1983 until his death in 1987. 


New Daleymen 

The surprise winner on election night was Mr Richard Daley, 
who is now Chicago's mayor. It was a surprise because the candi- 
dates who emerged from the famous political machine put to- 
gether by his late father (also Richard Daley) did poorly. But the 
mayor had studiously avoided endorsing any of the old pols run- 
ning. In a host of minor races, younger and mildly reformist 
Democrats came tothefore. —— 

None of them would necessarily call himself a Daleyite, and 
Mr Daley would deny that he was creating a Democratic ma- 
chíne anything like the one that his father ran with such effect. 
He launched himself, after Mayor Washington’ s death, on a re- 
formist clean-government ticket and is. supported by people 
sternly opposed to the old-style goings-on. Nonetheless, some- 
thing seems to be happening; a new political machine may be 
being cranked up. 

Plainly, Chicago is doing well. Inner-city areas, such as the 
Clybourn Avenue corridor and River North, are being revived 
by young professionals who have decided that the suburbs are 
boring. This gentrification is taking place cheek by jowl with 
large public-housing projects, exactly the kind of urban renewal 
that pessimists thought American cities would never again be 
able to manage. — m 

The fly in the ointment, and a huge one, is that — new 
Chicago, new Democratic party, and new city government is 
white (or anyhow non-black) The most popular politician 
among the 40% of the city that is black may well be Mr — 


Therein lies a warning. 








Savage has half a point, | | - 
_ The local contests showed «d 
just how racially polarised - 
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You’re heading a subsidiary of an internationally active 
company, or you’re coordinating employee benefit planning on 
an international level. Your main concern is to establish local 
plans which combine maximum benefits with the best attainable 
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fully meets these objectives: SWISS LIFE and its international 
Network of local insurers. 
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provide the world’s best employee benefit plans. Market-leading 
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standards, link up to form the world’s largest and most efficient 
insurance Network. At one and the same time, you benefit from 
the best available local plans tailored to suit your company’s 
needs and the backing of an experienced and reliable interna- 
tional Network, for a cost-benefit ratio that may well astound you. 
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“We have a history of innovation. 
And I’m proud of the way its helping shape 


the history of mankind? 


For over 40 years, Hughes 


\ircraft Company has been a world 


leader in defense and space elec- 
tronics, systems engineering, 
and satellite communications. 
Designing, building, and deliver- 
ing advanced technology for 
domestic and foreign govern- 
ments, the military and com- 
mercial customers. 


A WORLD LEADER 
We've been a leader in space 

communications and space vehi- 
cles. We developed and built the 
first spacecraft to soft-land on 
the moon, and the first satellite 
for geosynchronous orbit. We 
also pioneered satellite commun- 
ications for private business, and 
have built more than half the 
communications satellites used 

n the United States and other 
free World countries. 


Subsidiary of GM Hughes Electronics 
© 1990 Hughes Aircraft Company 


Malcolm R. Currie 


Chairman of the Board & CEO 
Hughes Aircraft Company 
Hughes is a leader in pulse systems, plus ground-based 
Doppler radar. We developed the command and control informa- 
first look-down shoot-down radar tion systems. 
system, the first track-while-scan Hughes also excels in laser 
radar for a tactical aircraft, and and electro-optical systems. We 
the first radar system with multi- built the first working laser, the 
shot, air-to-air capability. first high performance thermal 
We revolutionized the air- imaging system for nighttime 
intercept missile business in the vision, and the first long wave- 
1950s with the first radar-guided length infrared sensor flown 
air-to-air missile. And we devel- in space. 
oped and built the first air- EXPANDING OUR VISION 
launched anti-tank missile, AS At Hughes, were continually 
well as the first launch-and-leave expanding the frontiers of tech- 
imaging infrared homing air-to- nology. And I’m proud to say, 


surface missile. 

In Large-scale, Real-time 
Command and Control Systems, 
Hughes air defense systems pro- 
tect over one billion people in the 
United States and 22 other Free 
World nations. And we develop 
and build air traffic control 


whether it's to keep our nation 
strong, extend the freedom of 
thought through telecommuni- 
cations, or expand industrial 
horizons, all of us who work at 
Hughes will continue to expand 
our vision—to meet tomorrow s 
needs today. 





Exploring new 
worlds through technology. 
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For the past 
25 years 
leading 
businesses 
have done 


eve g 
by the book. 


In simpler times, all that a top manager needed to move effective managers. 





Now they'll: 
do it by 
the sequel. 





an organization forward was a set of rational tools to That's why we offer you our new book. It tells how 
solve problems and make decisions. 19 of our clients—including Dow, Fuji Photo, Massey- 
And for three decades we've given our clients a pro- Ferguson, and the Federal Reserve Bank—have over- 
cess for better decision making and problem solving up come major obstacles to implement winning strategies. 
and down the organization. In fact, more than 10 million If you're a senior manager dealing with these com- 
les managers use our renowned processes—described in plex challenges, we'll give you a free copy.* Just send 
The Rational Manager—on a daily basis. e your business card to William Fellows, 
These days, however, assuring future KEPN E R Kepner-Tregoe, Inc., P.O. Box 704, 
success is more complicated. Setting a TR EGOE Research Road, Princeton, NJ 08542. 
| strategy and putting it into action are chal- The Consulting Company Together, we'll write the book for the 
i lenges that can overwhelm even the most for the Rational Manager next century. 
a company OF USRA asse wanacewent PRINCETON AND WORLDWIDE 609-921-2806 
) * Why the offer? We think you'll be convinced by our successes with leading companies worldwide to call us in to consult with your organization. There's no obligation, of course, and the offer is 
Re | good only while our supply lasts. Please specify English, French, or Japanese edition 
€ 


The Executive Room. A New Tradition at 
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those nights you have to work late at the ‘office’. 


In fact, everything has been thought of to make your stay a delightful and productive 
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How Brazil's new president 
turned off the money 


FROM OUR BRAZIL CORRESPONDENT 


The Collors turn their countrymen's heads 


HE latest piece of Brazilian economics is 

of a kind to make heads spin. The new 
president, Mr Fernando Collor de Mello, 
has cast aside the timid economic adjust- 
ments that have failed to cure Latin Ameri- 
ca's sick borrowers. He offers the unassail- 
able proposition that without money there 
can be no inflation. 

President Collor's plan combines free 
marketeering and authoritarian interven- 
tion in a bewildering but roughly equal mix. 
He launched it on March 16th, the day he 
took office, and thus fulfilled his campaign 
promise to "leave the right wing indignant 
and the left gasping.’ ' He has locked away 
$115 billion in private savings and taxed 
wealth to the hilt. 

The businessmen who last year jostled 
to fill Mr Collor's campaign chest now 
sound like the turkeys who cackled for an 
early Christmas. The trade unions and the 
left are protesting about a drop in real pay 
and the prospect of mass unemployment. 
Yet the first opinion polls showed almost 
60% of those questioned behind the presi- 
dent. Congress, which has frustrated so 
many earlier reformers’ ambitions, will heed 
that sign. Within a month, the president 
needs congressional approval for his pack- 
age of 22 provisional measures. 

No one doubts that, if the programme is 
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rigorously carried out, inflation, which had 
topped 80% a month when the new govern- 
ment took office, will collapse. Fiscal, mone- 
tary and administrative reforms, and the 
elimination of almost all subsidies, are de- 
signed to squeeze $35 billion out of the gov- 
ernment deficit. Last year the government 
had a budget deficit equal to 8% of GDP. 
This year it intends to run a surplus equal to 
2% of GDP. 

All this will fall hard on the private sec- 
tor. The chief of the federal police, Mr 
Romeu Tuma, now doubles as chief inspec- 
tor of taxes, with new legislation to punisa 
evasion. Taxes on share dealings, gold trad- 
ing, large fortunes and even farm income 
spell the end of an era for Brazil's rich—un- 
less they find the loopholes. 

Nobody can dodge the monetary re- 
form. For five days before the president's an- 
nouncement all banks were closed, by order. 
People with interest-bearing deposits (and, 
with inflation roaring away, no sensible per- 
son held cash) now find most of what they 
used as ready money locked away. 

Depositors in overnight money-market 
accounts—which total around $70 billion— 
have seen 8096 of their assets frozen for 18 
months. Those with deposits in savings ac- 
counts fared even worse: all but $1,000 of 
each deposit is put out of circulation. The 




















































limits on cash withdrawals were so strict that 
many companies found themselves without - 
cash even to pay wages. The banks, threat- - 
ened with the loss of many lucrative transac- 
tions (and with expensive computer net- 
works to maintain) were not co-operating - 

with the authorities, who talked of sendin; 
the police round to see that they did. — — 

Once again, the Brazilians get a new * 
rency. Last week's “new cruzados”, rava 
by inflation, are blocked and ceplacid i y 
cruzeiros (which happens to be what the 
currency was called up till 1986). Those who 
want to get at the frozen part of their savi 
in the old currency will have to buy new 
rency from the central bank, at auctions - 
where it will cost them well over its — 
value. Meanwhile, che government claims - 
that old currency left in interest: ac- 
counts should hold its value, so long as it is 
not spent. The impact of the freeze was in. 
stantaneous. As soon as the banks reopened 
everybody was short of cruzeiros to spend, 
Share trading collapsed, the gold pric ul 
plummeted and the black market for dollars - 
vanished. 

The immediate effect should be a deep 3 
recession; that must be what the govern- - 
ment intended. But, showing his interven- - 
tionist hand, the president warned employ- - 
ers that, if they lay off too many workers, six- 
month job security will become mandatory 3 
Even more interventionist was one- 
month compulsory “truce” imposed o 
prices. But the policemen sent to see thz — 
shops obeyed the rule had little work to do: | 
there was no money to push up prices. E 

On pay, the bad old tradition of linking. 
monthly wage rises to the government esti- 
mate of monthly inflation was preserved— 
with the difference that Me half of Mid T 
8096 decline in the value of pay-packets wi 
be made up in April. The president tried to 
soothe the unions by promising that, as in- 
flation drops to zero in a few weeks, real pi 
will increase. P 

Yet the president's radicalism unfor v 
nately did falter when it came to the pul 
sector. Electioneering, he had talked toug à 
about getting government off the backs of 
the people. His great plan did little to curb. 
the spendthrift state. 

The country has about 6m po em- 
ployees of all kinds. Closing a raft of us 
federal establishments will get rid of ot We 
some 80,000 of them. No dismissals hav 
been announced among the millions who 
get their pay from the state and municipal 
administrations, which are anyway being ex- 
empted from the liquidity squeeze. The pres- 
ident’s disappointing administrative reform 
will pare off public spending worth only - 
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0.5% of GDP. 

The initial privatisation programme 
looks relatively timid. There had been talk 
of privatisations worth $16m; in the event 
the take will be half that. Banks and finan- 
cial institutions will be forced to buy privati- 
sation certificates, but will gain only the 
dead twigs of the state sector. The heart- 
wood—the oil, steel, communications and 
electricity companies—is being saved for 
later; nationalists will resist a sell-off, while 
employees will cling to their pay-packets. 

There is little comfort for foreign credi- 
tors hoping for an end to the six-month 
moratorium on debt payments. The Central 
Bank has frozen all remittances of profits, 
dividends and interest. The Collor adminis- 
tration wants to start fresh debt talks next 
month, while insisting that annual interest 
payments must not exceed $5 billion, half of 
what normally comes due. Yet the govern- 
ment, by bravely liberalising imports and by 
treating foreign investors more favourably, 
hopes in the longer run to push Brazil at last 
into the corral of “model debtors”, with ac- 


cess to overseas money and to debt relief un- 
der the Brady plan. 


Traps ahead 

The president will have to get his scheme 
through the courts. A lot of people suspect 
that blocking savers' access to their money 
violates the new constitution's explicit ban 
on compulsory loans to the government. Mr 
Collor seems to fear so; at least, he has pro- 
duced legislation preventing judges from 
granting interim injunctions to allow depos- 
itors access to their money. This looks even 
more unconstitutional—but while the law- 
yers debate that question, the government 
could be holding the monetary line. 

In Congress the fight could be tougher 
yet. An election is due in October. The 1096 
of the people rich enough to have savings 
accounts will be yelling for their money. 
Businessmen—especially Mr Collor's origi- 
nal fans, from the subsidy-hooked north- 
east—will be lobbying and bribing as usual. 
Yet the polls show that most voters want in- 
flation stopped, and the main opposition, 
the Workers’ party, while formally denounc- 
ing the plan as "authoritarian, demagogic, 
privatising and favourable to foreign capi- 
tal", may merely wish it were in a position to 
do likewise. 

Few doubt that the Collor plan will pass 
Congress. The president wants it entire. His 
economy minister, Miss Zelia Cardoso de 
Mello, wants changes, if any, to be coherent, 
so promptly began negotiating concessions 
with the parties. She points out that the 
cash squeeze could be relaxed quickly if Bra- 
zilian inflation really does perish from a sin- 
gle shot. Then she and the president can set 
about hacking away as vigorously at the 
wasteful government machine as they have 
at the sheltered private sector. 
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Guatemala 


Breaking 
the rules 


HE government of the United States 

wants to show it is on the side of the an- 
gels, but finds too few of them in Central 
America. It has just taken the unusual step 
of calling home its ambassador to Guatema- 
la "for consultations". The ambassador, Mr 
Thomas Stroock, had earlier complained of 
"the inability of the Guatemalan govern- 
ment to protect the human rights of its citi- 
zens”. The State Department had accused 
Guatemala of "failing to investigate effec- 
tively, to detain or prosecute" people in the 
security forces or half a dozen armed groups 
who took part in "extrajudicial killings". In 
return Guatemala's president, Mr Vinicio 
Cerezo, accused Mr Stroock of meddling in 
Guatemalan affairs. There was a pause in 
the killings. It may not last long. 

Human-rights groups have been de- 
nouncing Mr Cerezo since his election in 
1986. Amnesty International says the 
killings have been carried out by "police and 
military agents in civilian clothes and uni- 
form". Americas Watch, a well-informed 
group based in Washington, says "the mili- 
tary remains a law unto itself". On March 
1th it named 35 people who, it said, had 
probably been murdered by "government 
forces" since November 1988. 

Bad though it is, the figure suggests that 
Guatemala is not yet back to the horrors of 
the early 1980s when death squads, 
organised by military presidents, murdered 
at will. In 1982, for example, 54 of the coun- 
trys 2,400 lawyers were killed. They ac- 
counted for a tiny fraction of that year’s 


death toll. 


If you're in trouble don't call the police 


President Cerezo if accused not of mur- 
der but of neglect. He replies that investiga- 
tions are under way. But little has been 
done. The public prosecutor's offices are 
hopelessly undermanned. There are 30 
prosecutors for the country’s 90 courts; only 
five of them are supposed to handle the 17 
courts in Guatemala City. 

To be sure, Guatemala has some of the 
virtues of a poor Latin American democ- 
racy. It is gearing up for its second consecu- 
tive presidential election in November, with 
candidates ranging from far right to soft left, 
and front-runners representing the centre. 
The press is competitive. Trade unions are 
spreading: teachers staged a long strike last 
year. The government's spending pro- 
gramme is the subject of vigorous debates. 
The defence minister, General Hector 
Gramajo, is trying to turn the army into a 
professional force. 

But Guatemalans can enjoy their free 
dom only if they stick to the unwritten rules. 
Those linked in any way with the half-dozen 
Marxist guerrilla groups, or who are vaguely 
suspected of being "subversives" by the 
country’s right-wing extremists, may be shot 
at, bombed, tortured or killed. When Mr 
Cerezo, before his election, stood up against 
successive military regimes the rightists tried 
to kill him. 

Guatemala is divided against itself. It is 
one of the world’s most unequal societies, 
with rich landowners on the fertile lowlands 
and illiterate Indians (about half of the 
population, speaking 20 separate languages) 
scraping a living in the Mayan highlands. 
There is economic growth and American ag- 
ricultural investment, but little justice. Left- 
wing guerrillas think their cause worth kill- 
ing for, and better-armed right-wingers 
strike back. 

The United States can influence Guate- 
mala's government and restrain its army by 
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the aid it gives. The upshot of President 
Bush's efforts to exercise this influence is a 
cut in 1990 of 6896 in Guatemala's military 
aid and of 23% in ec@nomic aid. Mr Stroock 
may be visiting Washington again soon. 





Israel 


Go on, try 


FROM OUR ISRAEL CORRESPONDENT 


VEN by the exacting standards of Israeli 

politics, Mr Shimon Peres of the La- 
bour party faces a tough task. On March 
20th President Chaim Herzog gave him first 
shot at forming a new government to re- 
place the fallen Likud-Labour coalition. The 
president evidently assumes that Labour is 
likelier to muster a majority in parliament. 
et only 60 of the Knesset's 120 members 
_apported Mr Peres; Mr Yitzhak Shamir, 
the Likud leader, got the other 60. 

The 15-month-old coalition fell on the 
issue of peace with the Palestinians. Mr 
Shamir, besieged by his party's hawks, re- 
fused to accept America’s terms for holding 
Israeli-Palestinian talks in Cairo to prepare 
the election he had himself proposed for the 
occupied West Bank and Gaza. Labour, ex- 
asperated, broke the coalition. Now the 
question is whether enough members of the 
Knesset are keen enough on the peace talks 
to support a government led by Mr Peres. 

Israel's system of proportional represen- 
tation gives tiny parties disproportionate 
power. Four religious parties led by elderly 
rabbis hold 13 seats in the Knesset, control- 
ling the balance between Labour and its 
friends on the left and the Likud and its 
friends on the right. In the past the rabbis 
have concentrated on tilting the balance be- 
tween the religious and the secular in Israeli 

ife further their way. Because of their at- 
tachment to Judaism’s holy places, the reli- 
gious parties have often seemed closer to the 
Greater Israel policy of the Likud than to La- 
bour, with its belief in exchanging territorial 
concessions for peace. 

But the religious parties also claim to 
embody the ancient Jewish wisdom of sur- 
vival and compromise. Rabbi Ovadia Yosef, 
the worldly mentor of the Sephardic (orien- 
tal Jewish) party known as Shas, brought Mr 
Shamir's government down, when five of 
Shas's six Knesset members abstained in a 
no-confidence motion. In fact Shas split; 
Rabbi Yosef likes Labour much more than 
his colleagues do. 


Colombia 
By an editor's mistake we described (March 17th) 
the drug baron Gonzalo Rodriguez Gacha as the 


Colombian government's main surviving enemy. 
Soldiers killed him in December; the main survivor 
is Mr Pablo Escobar. 
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Mr Peres has an initial three weeks to 
put together a coalition; then it is Mr 
Shamir's turn to try. The rabbis are skilled 
brinkmen. Labour seems assured, for the 
moment, of the support of one religious 
party, the ultra-orthodox Agudat Israel, and 
Mr Peres has said he hopes to form a major- 
ity government as quickly as possible. Or he 
might aim for a minority government de- 
pendent on the votes of six Arab members 
of the Knesset. If all fails a new election is 
possible—or a new Labour-Likud coalition. 

Mr Shamir, who now leads a caretaker 
government, must play for time while doing 
his utmost to talk the religious parties out of 
making a deal with Labour. So long as he 
can block Labour, his own party will stick 
together. But the Likud is seething with am- 
bitious men like Mr Ariel Sharon and Mr 
David Levy. If Mr Shamir fails, his party will 
be riven by a bitter leadership struggle 
which will, in turn, help Mr Peres. 

And Middle East peace? When Mr 
Shamir's government fell apart, it was closer 
than ever before to accepting the American 
terms for talks with the Palestinians, even 
though in the end Mr Shamir proved too 
much of a hawk to start talking. Unfettered 
by the Likud, a Labour government could 
stride towards peace—but on the slenderest 
of parliamentary mandates. 





Ivory Coast 


Worn out 


FROM A CORRESPONDENT IN ABIDJAN 


N THREE decades at the top, President 

Félix Houphouet-Boigny transformed a 
tropical slum into a model for Africa. Now it 
is being tranformed back again. In 1980 the 
Ivory Coast was the World Bank's star pupil; 
in December 1989 Mr Michel Camdessus, 
managing director of the IMF, said its eco- 
nomic crisis was "deep and serious”. 

In mid-March there were riots in the 
capital after students demanded payment of 
their overdue grants and cuts in the cost of 
university meals and accommodation. The 
president deployed the weapon with which 
he has calmed past discontents, saying he 
would announce his heir-apparent. For that 
purpose Mr Houphouet, who is at least 85, 
brought forward to June the five-yearly con- 
gress of the ruling party that is his personal 
tool. The conference was originally sched- 
uled for November. “ I want my successor to 
be known while I am alive," he explained. 

The student riots were the tip of a tree 
of discontent. Some 97,000 families will be 
affected by cuts of up to 4096 in civil ser- 
vants’ pay, part of a World Bank/1Mr plan to 
reduce government spending. The decree 
was greeted by further demonstrations. The 
government responded by ordering cuts in 


the prices of essential goods, including food 





Houphouet's magic is getting old 


and petrol, and a 5% to 10% "solidarity ' 


tax" on private-sector workers, designed to 
equalise the misery. 


The usual chorus of public-sector work- - 


ers—university lecturers, school teachers, 
representatives of official trade unions—has 
been formed to oppose the austerity pro- 
gramme. A senior academic was arrested 
"for carrying unsigned tracts” of a kind that 
had been circulating throughout the city for 
a month. Mr Laurent Gbagbo, the country's 
most prominent opposition politician 
the leader of a clancestine political party, 
the Ivorian Popular Front, was put under 
house arrest. He blames foreigners for the 
country's troubles. 


So does the president; but most, and i 


most justly, he blames world commodity 


and cocoa, halved, and so did export earn-. 
ings from them, to $776 million from $1.5 
billion. The state marketing 

on the losses to producers. With the public- 


sector pay cuts, the government has now hit 


the towns as hard as the country. 
Businessmen and politicians (often the 
same people) are blamed for overspending 
on prestige projects—including the presi- 
dent's $250 million basilica—and for luxuri- 
ous living. In place of his old magical rheto⸗ 


popular outcry against the Lebanese traders 


who run most of the businesses in the coun- 


try and who help mos: politicians with their 
private affairs. 


multi-party democracy increase. Pressure 
from the people, and from the French gov- 


ernment, has in the past few weeks nudged - 


some neighbouring West African dictator- 
ships the same way. In Benin in February a 
national constitutional conference of 
notables brought an end to the regime of 
General Mathieu Kérékou and laid plans for 
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markets. Between 1986 and 1989 the prices — 
of the country's two main exports, coffee — 
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ric, the president quietly joined the rough - 


A brave few are calling, quietly, for the — 
old president to go. As he fumbles, calls for 
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a general election next year. In Gabon too, 
President Omar Bongo has been forced to 
announce political reforms. 

Mr Houphouet-Boigny has been a po- 
litical giant, a supreme operator. Should he 
be forced not only to retire but to leave be- 
hind a multi-party state, the example will be 
widely noted in Africa. If, as some think, the 
French are at last cutting their losses in the 
Ivory Coast, they may use their influence to 
leave something healthy behind. 





Namibia 


Freedom trail 


FROM OUR SOUTH AFRICA CORRESPONDENT 


R SAM NUJOMA is the latest on the 
liberation trail that has led so many 
Africans from jail and exile to the presi- 
dency of their country. When South Afri- 
ca's President F.W. de Klerk was a lad, his 


— people treated the territory that is now Na- 


mibia as a fifth province of their own coun- 
try. At the ceremony enshrining Namibia's 
nationhood, at midnight on March 20th, 
Mr de Klerk—vanquished by, of all people, 
the UN—smiled dutifully as his flag came 
down. The best way to face irresistible 
change is to behave as if it were welcome. 
Namibia's new rulers, who have good 
reason to bear rancour, seem to have put it 
aside. Their political and economic plans 
are designed, as far as such things can be, to 
remove the fears of settler citizens and set- 
tler firms. Namibia is almost all desert, and 





Nujoma and de Klerk: which is the elder statesman? 


its wealth lies almost entirely under the 
ground. Without white men's capital and 
white men's skills the place cannot function. 
Mr Nujoma is accepting the inevitable as 
much as Mr de Klerk. 

One of the things Namibia's new presi- 
dent must accept is that he lacked the two- 
thirds majority in the constituent assembly 
he would have needed to push through 
plans supported only by his party, SWAPO. 
At the one-man-one-vote election for the as- 
sembly, Mr Nujoma got his majority. The 
runner-up, with almost 2996 of the votes, 
was the Democratic Turnhalle Alliance. It 


Egypt's taste for tittle-tattle 


FROM OUR CAIRO CORRESPONDENT 


| IGHTEEN-YEAR-OLD Miss Ghada 
| Ahmed Musa, a good Muslim girl 
| from Egypt's poor southern province of El 
| Minya, loved to listen to a lurid radio se- 
| rial called “Alarm Bells". Inspired by the 
| show, she dreamed up a tale of a Christian 
boy who blackmailed Muslim girls by lur- 
ing them to an apartment where hidden 
video cameras filmed them in indecent 
postures. A gang of Muslim extremists be- 
| lieved her story, and the results were dire. 
Earlier this month they attacked property 
| belonging to Coptic Christians, burning 
| their churches, shops and homes. 
Nothing, it seems, is too fanciful for 
Egypt's rumour mill; especially sex, vio- 
lence and sectarianism. Three years ago ri- 
| ots were sparked by a ludicrous tale that 
Christians had used American-designed 
spray guns to stain Muslim women's 
clothing with indelible crosses. Last year's 
fantasy was that Mossad, the Israeli secret 
| service, had sent prostitutes to Egypt to 
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spread AIDS, and had contaminated fruit 
and vegetables with the AIDs virus. 

This year the minister of agriculture 
was said to have ruined the tomato crop 
by importing sterile seeds from Israel—be- 
cause (rumour had it) his grandfather was 
Jewish. The very latest Cairo tittle-tattle is 
that President Hosni Mubarak (who has a 
reputation for honesty) has made himself 
rich by taking a cut from every barrel of 
oil exported. That false report was falsely 
attributed to The Economist in order, we 
are flattered to suppose, to give it a wholly 
undeserved credibility. 

How can such fictions flourish in a 
country with the freest press in the Arab 
world? Well, since barely half the popula- 
tion can read or write, many people still 
rely entirely on that notoriously unreli- 
able medium, word of mouth. Few of 
those who can read actually believe what 
is said even in the more responsible news- 
papers; like many Middle Easterners they 





includes people from 11 of Namibia's tribes, 
including the white one. Its co-founder and 
leading spirit is an Afrikaner farmer, Mr 
Dirk Mudge, who foresaw by a dozen years 
that his people would need allies for sur- 
vival, and broke away from the whites-only 
Nationalist party to find black and brown 


ones. 
Some far-sighted Nationalists in South 
Africa itself are wondering whether they 
should do the same. A multi-tribal alliance 
of their own is their only chance of hanging 
on to power when white rule ends at last. 





prefer the racy, outlandish explanation. 
Egypt s laws of libel are weak and journal- 
istic standards low. Some papers gleefully 
printed the video-blackmail story as fact. 

There is something, too, which Egyp- 
tians share with people everywhere: eager- 
ness to believe the worst, for the thrill of a 
good yarn. 
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RESERVATION APPLICATION 


Croton Watch 30-Day Money Back Guarantee 
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19 Business Park Drive Warranty 
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The face of a ne 


FROM OUR BONN CORRESPONEN 


FTER the best -— of. his, career, — 
crowned by the unexpectedly. decisive ^ 
victory of the centre-right Alliance for Ger- > 


many in the East German election on Mar 


18th, Mr Helmut Kohl is well on the way to 
becoming chancellor of a united Germany, 


possibly next year. 


Even his many critics admit that Mr 7 
Kohl is a mightily impressive election cam- _ 
the point again this. 
time, first by personally ensuring that the — 
Alliance (of three pretty diverse parties) was- 

. Qermanies and the victorious powers of 
-. 1945—the United States, the Soviet Union, - 
Britain and France—should start just before — 
the East Germans voted: thereby underlin-. 
ing that foreigners have as much interest as 
Germans in the issue of unification. And he 
has made it clear that an all-German elec- - 
tion should be held next year at the earliest, 
not as a quick substitute for the West Ger- 


paigner. He proved 


formed at all, then by drawing huge crowds 


on his six election: stomps through East Ger- 


many. The Kohl factor was not the only rea- 


son the Alliance, dominated by Christian - 
Democrats under Mr Lothar de Maiziére, = 


routed the much-touted Social Democrats, 
but it was probably the decisive one. © 


With less than nine months to go to the. E 
West German election on December 2nd, — 


“the East German result also strengthens Mr 


~ Kohl's hold over his centre-right coalition in 


. . Bonn. Some people i in the liberal Free Dem- 
. ocratic party, the j junior partner in.the gov- 


ernment, had been toying with the idea of 
svitching their support to the Social Demo- . 


e crats after December. They will be less keen 
now. 


The Christian Social Union; the Bavar- É 
ian sister-party of Mr Kohl's Christian Dem- - 
ocrats, is also discomfited. It had seen the - 
East German poll as a possible stepping- - 
stone to countrywide influence, but the re — 
sults oe look mE that. Wherever its East . 




















the “two-plus-four” talks 


man one in December. 
ses Mr Kohl's greater public caution 
mean that the process of unification will be 





_ slowed? Hardly. Economic and monetary 
union between the two German. states 
(GEMU) may actually come sooner. than. 
many people have expected. The govern- 
- ment's official line is that it is aiming for an. 
of its room for political manoeuvre 


agreement with East Germany on monetary 


matters by the end of next month; it does 
not deny reports that D-Day for gemu could _ 
 bejuly Ist. But there are signs that East Ger- 
mans may get hard D-marks for their funny- 
“money. Ostmarks e even n earlier, as a nice sut- 


— prise before the summer holidays. 
*poker-playing" over a united Germa 
ance, Mr Kohl still hopes for an accord i 


This in turn would be "acknowledged" by 
meeting of the Conference on Security 


] of the year. The external aspects of G 


tili Democrats did far bena. : 
‘unity would then be just about settled 


z might have made Mr Kohl even 
more re overbearing than he has been in re- 
| cent weeks, to the dismay.of West Germa- f 
- ny's allies and neighbours. But in his first” 
public comments after the March 18th tri 2 
 umph the chancellor carefully began by 
praising the western allies, especially Amer- 
ica, for making a united, democratic Ger- 
many possible. He had already agreed that n 
f pé quickly; the Social Den 
port will be needed, favour. Artic 
which could mean working out a 
~ German constitution first. Might d 
i years ‘of delay? DT 


‘centre-right Alliance handsomely wor 


two-thirds majority in parliament needed t 
_ change the constitution to allow unification 
togo ahead. The Alliance, like Mr Kohl, 2 


German constitution, which would al 


man social De 


` West German Bundesbank and with ii 


sorry for Mr Oskar Lafontaine, 

















































Despite what he privately calls Russia 





relationship with NATO and the Atlantic all 


the “two-plus-four” talks by the autumı 
Co-operation in Europe (CSCE) by t 
And the internal ones? Although td 


East German election, it does not hav 


vours - 





making use of Article 23 of the We 





t Germany to join the Federal Republ 





mocrats, wh 


Almost: certainly not. ; | "nic 





slower: process rider: Ar icle 
completed this year. They ar: 
danger of putting themselves i 
position boat as the Pa ty. 
cialism, formerly he. communi 
which has its doubts pes uni y. Be 
with GEMU, which no East Germar 
cian dare oppose, East Germany will a 
have yielded its monetary sovereigt 


dragging over political union will the 
pretty pointless. | 
With: all this, some — 


Democrat who will be challeng 
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- for the West German chancel- 
- lorship in the December elec- 
— tion. Mr Lafontaine favours a 
- slow road to unity, underlines 
- the costs and stresses for West 
- Germany, and seemed ill at 
ease on his campaign appear- 

ances in the East. He scheduled 
= the announcement of his chan- 
= eellorcandidacy for March 
— 19th on the assumption that 


he would bask in the reflected 




































_ German Social Democrats the 


. could not have been worse. 
LI 


FROM OUR BONN CORRESPONDENT 


| HE first, and almost certainly 
E the last, free election in a sep- 
|| arate East German state was a de- 
| cidedly odd affair. The Social 
Democrats were expected to 
emerge on top thanks to tradi- 
. tional backing from workers in the 
|| industrial south. Instead, the con- 
| servativeled Alliance for Ger- 
|| many (Christian Democrats, Ger- 
man Social Union and 
Democratic Awakening) grabbed 
nearly 60% of the workers’ vote 
and won easily overall. Why? 

Largely because the Alliance, 
| especially its weightiest backer, Mr 


| man unity, with D-marks in the 
East "within months". Quite a lot 
|| of white-collar workers and farm- 

| ers were ready to wait on unity a 
bit, as Social Democrats and other 
leftist parties proposed. But the 
"industrial proletariat", sick of 
rotten working conditions and 
low pay in Ostmarks, rallied to the 
| conservative call. What would 
| Marx have thought? 

‘Hardly less surprising was the 
strong showing of the Party of 
Democratic Socialism, as the com- 
. munists now call themselves. You 
. might have thought almost no one 
. would back the successor to an 
organisation that collapsed in dis- 
~ grace only months ago after 40 
years of misrule. In fact, 1.9m East 
Germans gave them their votes. 

The party won the support of 
people who fear change and appa- 
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ory of a victory by the East De Maiziere's delight 
. day before. As it turned out, his timing 
Spare your sympathy. Mr Lafontaine is 


artful, tenacious and (unlike Mr Kohl) a fine 
- orator. He reckons the chancellor has awak- 


ratchiks who have most to lose 





- 


ened get-rich-quick expecta- 
tions in East Germans which 
are likely to be disappointed. 
And he believes that West Ger- 
man voters may revolt when 
they realise still more clearly 
that they will have to foot the 
bill for unity. 

There is something in that. 
Even with a new economic mir- 
acle somewhere ahead, it will 
take years for the East Ger- 
mans' standard of living to 
come close to that of their rich 
cousins. Mr Kohl talks about five years, 
some economists of at least a decade. More- 
over, although private investment will play 
much the biggest role in the East's economic 
renewal, the government in Bonn will have 





| Funny thing, democracy 


New castle to Kohl 
Seats in East Germany's Volkskammer, March 1990 


(figures in brackets show % of 








4 D ' 
P 4 Ps] ) ~ Pa D > 
k“ E . EV | 2 J "* o. M» ? J E 
nm f. Á DTA T J We B Vw 3 


* 
gå L 
q b ery 

n a * , 
ww» - 203 13 


J 
<>, Y Ld 
| E 


2 à i L4 1 1 
m a vn + aie S 
i^ i 


to give big subsidies t$ the East German so- 
cial-security system. Just bringing East Ger- 
man pensions up to the West German level 
could cost the Bonn exchequer DM6 billion 
($3.5 billion) a year. ° 

But here too Mr Kohl is in luck. The 
West German economy is again growing 
faster than expected (latest forecast: 496 in 
real terms this year), so more tax revenue is 
flowing in. That bodes well for the govern- 
ment's aim to pay the East German bills 
without either raising taxes or boosting bor- 
rowing greatly. Naturally, the tricky busi- 
ness of welding the Germanies together 
could still bring nasty surprises. But Mr 
Kohl, usually underestimated in his eight 
years as chancellor, has never looked more 
firmly in command or keener to carry on. 








from it—hence the thumping 3096 the 
party won in East Berlin. The new-model 
communists had as their standard-bearer 


Mr Hans Modrow, the prime min- 
ister widely judged (rightly or 
wrongly) a- pretty honest chap. 
And it had the most money of its 
own to spend on the election cam- 
paign, though unlike many of the 
other parties it got no western aid. 
In the days when the commu- 
nists dominated the rubber-stamp 
Volkskammer, the Christian 
Democrats were their loyal vas- 
sals. It is ironic to think that, if the 
ex-communist Socialists and the 
revived Christian Democrats 
joined forces now, they still would 
have an easy parliamentary major- 
ity. By sad contrast, the people 
who led the bloodless revolution 
last autumn—many of them art- 
ists, writers, musicians and teach- 
ers—were eclipsed at the polls. Al- 
liance 90, bringing together 
leading opposition groups includ- 
ing New Forum, scored less than 
3%. Yesterday's heroes ran an 
amateurish campaign and, in the 
main, are no fans of quick unity. 
One last oddity. The East Ger- 
man economics minister-desig- 
nate is Mr Elmar Pieroth, until re- 
cently a leading West German 
Christian Democrat. He now rec- 
ommends that East Germany stay 
in Comecon and fulfill its commit- 
ments to the Soviet Union and 
other eastern partners. That, he 
reckons, will keep a lot of East 
Germans in jobs while they learn 
western ways. Small wonder that 
only four months after the Berlin 
all came down East German sat- 
irists are finding it hard not to be 
outdone by reality. 
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"nos re 
The EC and a united Germany 


Don't panic 


HE prospect of a rapid merging of the 

Germanies has provoked a fashionable 
fatalism about the future of the European 
Community. Having rediscovered nation- 
hood, the theory goes, West Germany is 
bound to lose interest in its postwar surro- 
gate, the EC. So Project 1992 will grind to a 
halt. Economic and Monetary Union (EMU) 
won't happen, nor will the progress towards 
European political union that it was sup- 
posed to advance. 

The fatalism is pervasive because it is 
shared by two opposing camps—frowning 
European idealists and smiling national real- 
ists. The frowners fear that the ideal of Euro- 
"ean union will fade just when it is usefully 

ised to temper the return of nationalism 
~ to Europe in general and Germany in par- 
ticular. German protestations of good Euro- 
intentions do not soothe these frowners. 
They want German Euro-deeds, now. Prom- 
inent frowners include Jacques Delors, 
Helmut Schmidt, Francois Mitterrand and 
his foreign minister, Roland Dumas. The 
French accent of this list is no coincidence. 
Many French politicians take for granted a 
Europe in which France shares a lead; they 
sense it is at risk. 

The smiling realists are relieved that 
good old-fashioned national interest may 
burst out of the straitjacket of Brussels 
directives. What idealists see as the "binding 
in" of a powerful Germany, Mrs Thatcher 
would call being lashed to it. The smilers are 
relieved that the removal of the iron curtain 
has revealed a broader, more variegated Eu- 
rope, full of national pride and unripe for 
Euro-regulation. Mr Jacques Calvet, the 

' ead of Peugeot, the French carmaker, i is a 

miler. He never liked the prospect of a pan- 
European car market into which Japan 
would enjoy relatively free access. So he ar- 
gues that "it would be wild madness to con- 
tinue calmly writing pieces of paper and 
making directives. Directives to do what? 
What is the common future? I don't know." 
Conveniently. 

Is the common view justified? Our an- 
swer divides into three parts, involving, 
first, the completion by the end of 1992 of 
the single market set out in the Ec White Pa- 
per of 1985; — the plans that stretch 
beyond 1992 for changes to the Treaty of 
Rome that will set up EMU and further in- 
crease the legislative power of the Commu- 
nity; and third, the difficulties of bringing 
East Germany into the EC. 

Project 1992. Certainly, some ^ 
market-building decisions are looming for 
the Germans—in particular, attempts to 
create European regimes for road transport 
and the insurance business that will hurt 
German interests. These may reveal a new 
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. Ménage à deux 


FROM OUR PARIS CORRESPONDENT 


ARM British and French 

congratulations to Mr - 
Helmut Kohl for his allies’ vic- 
tory in the East German election 
are not the best gauge of how the 
West German chancellor is 
viewed in London and Paris. For 
a while now, Mrs Thatcher and Presi- 


dent Mitterrand have had a communica- 


tion problem with Mr Kohl. As a result, 
they are communicating much better 
with each other. They want their govern- 
ments to do the same, especially on 
defence. 

Mrs Thatcher found Mr 
Kohl unreliable in last 
year's row over new short- 
range nuclear weapons for 
NATO. Mr Mitterrand was | 
put out by a whole series of 
German slights, culminat- 
ing in the chancellor's hesi- 
tations over Economic and 
Monetary Union before the 
European Community’s 
summit in December. Both 
leaders were caught short 
by Mr Kohl's speech to the 
Bundestag not long after 
the opening of the Berlin 
Wall, in which he threw his weight be- 
hind German unification. What, the 
British and French leaders asked, might 
he do next? And what should Britain and 
France do about it? 

answer came in talks in Paris on 
January 20th. The two lead- 
ers have had their differ- 
ences. But he agreed not to 
complain about her market- 
minded vision of the Com- 
munity and she not to bully 
him about France's half-in, 
half-out position in NATO. 
Instead, they would concen- 
trate on France's and Brit- 
ains common interests. 
The two agreed to set up a 
"process" or "structure" by 
which the two governments 
could together study issues 
such as the future of NATO 
and the Western European 
Union, British-French nuclear co-opera- 
tion and joint positions on disarmament. 

Officials are coy about the details. 
The shyness is most noticeable in Paris, 
where there is a wish to avoid anything 
that smacks of a French-British axis. 
"What could we do with Mrs Thatcher 
that was not anti-German?”’, a senior ad- 
viser to the French president asks rhetor- 






e 





When Francois... 





..met Maggie 


last. One idea is that before or 
at the next French-British sum- 
mit in late spring, the oem 
and defence ministers on both 
sides will meet to review 
progress. "There is a lot of. 
blood coursing in the veins on all this," a 
top Whitehall man says. 


buz* 





The most pressing need is for close — 
consultation on Germany. Since the | 


“two-plus-four” process began, 
and France have been in tune, notably - 
on a place for Poland when — 
the talks turn to frontiers. 
The British official at the 
two-plus-four talks is the — 
Foreign Office's political di- — 
rector, Mr John Weston. — 
He is a political-military ex- 
pert who was number two - 
at the British embassy in 
Paris during the late 1980s; 
he is gathering round him ~ 
other ex-Paris hands. 
British and French de- — 
fence co-operation has been 


two years. The armies are - 
talking about closer plan- - 
ning of things like use of French ports. — 
French troops are not about to come 
back under NATO command. Nor is 
France responding to pressure to take — 
American troops if they leave Germany. _ 
But one idea going around is that French — 
troops might be mixed in 
with brigades from Britain 
or other NATO countries on 


NA e 

that Britain would work | 
with the French on the new 
air-launched nuclear miiie d 


again, after Mrs Thatcher 
had all but made up her - 


defence when most people, - 
especially in Germany, are 

thinking about peace divi 
dends has its drawbacks. A 


minor but telling incident: a big army ex- | 


ercise scheduled for last week in which 
French soldiers were, for the first time, to 
do mock battle alongside British troops — 
in West Germany was called off at the 
last moment because of East Germany’s 


election. Still, while the Germanies bill | 


and coo, Europe’s two hawks are watch- 
ing, and w— 


ically. Yet discretion may not 


“thickening” for around - 


a multinational—ie, non- 


they have developed is on — 
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German prickliness. But, so far, government 
officials involved in negotiating the 1992 
directives cannot point to instances of the 
Germans becoming more obstructive. 

Indeed, West German officials in Brus- 
sels find that the prospect of German unity 
can make it easier to extract concessions 
from Bonn: the words "but minister, this 
will be taken as a sign of German national- 
ism" work wonders. The one exception is 
that the opening of the inter-German fron- 
tier has complicated the campaign for the 
frontier-free movement of people within the 
EC, because it has become impossible to say 
where the EC's secure external frontier is. 
Yet, even without this complication, people- 
movement was already one of the most difh- 
cult parts of 1992. 

Beyond 1992. The prospect of Ger- 
man unity has whetted appetites on the con- 
tinent for more rapid moves towards politi- 
cal union, and not only in France and Italy. 
The Danes, too, who tended to side with 
Britain in resisting this idea, have become 
noticeably more enthusiastic of late. But 
West Germany, always cautious about mon- 
etary union, has shrugged aside attempts by 
the Italians to bring forward by several 
months the start of the inter-governmental 
conference that will discuss the road to EMU. 
This week President Mitterrand renewed 
the call for an early conference. Mr Delors, 
for whom EMU is the next castle in his Euro- 
pean crusade, wants to drive EMU forward 
too. He hopes to sweeten EMU for the Ger- 
mans by mixing in reforms to boost the pow- 
ers of the European Parliament, which the 
Germans are keen on. (Tell that to Mrs 
Thatcher.) 

This is the line-up of worriers that Mr 
Helmut Kohl will try to soothe when he goes 
to Brussels this Friday. The signs are that 
West Germany will still insist that the EMU 
negotiations start after its election on De- 
cember 2nd, not least because the fusion of 
the Ostmark and the D-mark will inevitably 
distract minds in the Bundesbank and the 
finance ministry that could otherwise be 
thinking about EMU. Sticking to an existing 
timetable scarcely amounts to loss of Ger- 
man interest. 

East German entry. Here is where the 
frowns/smiles are most justified: EC-German 
argument will be hard to avoid. How strictly 
will EC rules on subsidies, product safety and 
the oes be applied to East German 
ren di w long will East Germany's 

period last and will the grace (on, say, 
E. My of shoddy products) extend into 
West Germany? When will East Germany 
become eligible for EC regional aid, and for 
how much? Who will pay? How free to move 
will be the up to 200,000 resident aliens in 
East Germany, many from Vietnam, and 
some 30,000 Polish guestworkers? How long 
will Russian oil and Czech coal be allowed to 
flow into East Germany on chezp long-term 
contracts? 
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Hello friend; bye-bye European union? 


The devil in such details could come to 
infect Germany’s attitude to the EC as a 
whole. But the Germany-aloof thesis re- 
mains, so far, more a plausible presumption 
than a fact. Closet nationalists and pro- 
tected industrialists would be wise not to 
count on Germany to release them from the 
awful fate of an open-market Europe and 
more moves towards European union. 





Soviet Union 


The tremors 


FROM OUR MOSCOW CORRESPONDENT 


HE tectonic plates of Soviet politics are 


slipping. After the dramatic changes of 


recent weeks—the creation of a powerful 
new presidency, the ending of the Commu- 
nist party's guaranteed right to rule, Lithua- 
nia's attempted secession from the Soviet 
Union—comes the jockeying for power in 
the new Soviet Union. It begins just as Presi- 
dent Gorbachev embarks on his most radi- 
cal policy changes yet: a new economic strat- 
egy and, possibly, a new treaty of the union. 

Among the different groups now con- 
tending for influence, the most important 
are the democratic reformers, the men and 
women who stood in recent local elections 
on platforms that broadly advocated multi- 
party politics and bolder economic change. 
A few months ago they were a rag-bag of lo- 
cal pressure groups. As the final election re- 
sults come in from all over the country, it is 
clear they will be helping to run many Soviet 
towns and cities. 

In Leningrad, candidates supported by 
the main reformist umbrella organisation, 
Democratic Elections 90, won 28 of the 


city's 34 seats in the Russian parliament. In 
Moscow, the equivalent organisation, called 
Democratic Russia, wqn 55 of the city's 65 
parliamentary seats. By contrast, only nine 
of the 49 regional part? secretaries in Rus- 
sia—the bulwarks of party authority outside 
Moscow—were elected. 

These results will step up pressure for 
roundtable talks een party and reform- 
ers, along the lines of those held last year all 
over Eastern Europe. There they eventually 
led to coalition governments. Even before 
the elections, the Communist party boss of 
Moldavia, Mr Petru Luchinsky, had pro- 
posed such a roundtable. At a recent meet- 
ing of the party's Central Committee, Presi- 
dent Gorbachev opened up the prospect of 
a future coalition government when he 
talked of “equal possibilities for the Com- 
munist party and other political and social 
organisations.” 

The old monolithic Communist par 
has become an anachronism. But two things 
still matter a great deal. One is whether 
Communists continue to see the president 
as their leader, or start to feel he has aban- 
doned them. In an impassioned speech to 
the Congress of People's Deputies, Mr 
Dmitri Likhachev, who since the death of 
Andrei Sakharov has emerged as the con- 
science of the nation, argued that if Presi- 
dent Gorbachev had to give up his party 
post (as some radicals have demanded) this 
"will lead again to a civil war". 

The second issue is how—no longer 
whether—the party will split. One faction, 
called the Democratic Platform, wants to 
turn the Communist party into a social dem- 
ocratic one. This group is demanding that 
delegates to the party congress next July be 
directly elected by rank-and-file members. 
This would deprive party bosses of control 
over the election. If it does not get its way, 
the Democratic Platform has threatened t 
leave the party, abandoning it to conserv; 
tives like Mr Yegor Ligachev, who has re- 
newed his strident criticism of Mr Gorba- 
chev. That could also drive the country 
towards the dangers that the venerable Mr 
Likhachev foresees. 

In recent weeks, the armed forces have 
shown renewed signs of unease. In early Feb- 
ruary, the chief of the general staff, General 
Mikhail Moiseev, sharply attacked the par- 
ty's military policies and accused it of failing 
to stem the tide of anti-military sentiment 
now sweeping the outlying republics (5,000 
Lithuanians, for example, recently refused 
their call-up papers on the ground that the 
Geneva convention allows people to refuse 
to serve in the army of an occupying power). 

Tensions are bound to rise over two is- 
sues. The first is the economy. According to 
Radio Moscow's Interfax, a news service, 
and Commersant, a magazine of the Union 
of Co-operatives, after a five-year dither the 
Soviet Union has at last opted for a Polish- 
style Big Bang for its economic reform. Mr 
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Gorbachev may well use his powers to rule 
by decree to push the reform through. 

e second poiat of tension concerns a 
proposed new treaty of the union, under 
which republics would voluntarily surrender 
certain powers to the central government. 
Under the present system they can exercise 
only the powers which the central govern- 
ment chooses to delegate to them. Hitherto, 
Mr Gorbachev has resisted a new treaty. 
Party leaders in many republics have been 
openly demanding one: it seems only a mat- 
ter of time before the president offers them 
what they are asking for. 

That is academic in the case of the Baltic 
republics. They want secession from the 
union, not a new treaty binding them into 
it. In Estonia and Latvia, pro-independence 
candidates seem to have won a majority of 
seats in the republics’ parliaments even in 

‘ye first round of the local elections on 
farch 18th. The two may soon follow Lith- 
uania into direct conflict with Moscow. 

Mr Gorbachev's government has re- 
sponded to Lithuania's declaration of inde- 
pendence by ordering ministries in Moscow 
to impose direct control over transport, 
communications and many factories in the 
republic. The president has ordered the po- 
lice and KGB to prevent the construction of 
new customs posts. Most controversially, on 
March 21st he directed Lithuanians to sur- 
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Anxiety in the air in Vilnius 


render all weapons. Lithuania's president, 
Mr Vytautas Landsbergis, promptly called 
the decree illegal, and said it could be imple- 
mented only by "brutal armed force". Who 
will blink first? 





Solidarity 


A good thing while it lasted 


FROM OUR SPECIAL CORRESPONDENT IN WARSAW 


OR longer than most Poles 

can bear to remember, their “y 
country has been in crisis. It still & 

i. Indeed, less than three months 

after Big Bang, the start of the Solidarity-led 
government's package of strict austerity and 
radical market reforms, Poland is in ruins. 
Not literally, of course. The buildings and 
the factories are still there, drab and decay- 
ing; so are most of their occupants, down to 
the morose, chain-smoking soldiers who sit 
on guard in every official building. But the 
political and economic landscape of Poland 
has changed beyond recognition. 

It is not just that many of the old struc- 
tures of central planning have been demol- 
ished, or that much of the government is 
now in the hands of people who still refer to 
themselves quite unselfconsciously as “the 
opposition”. The bigger point is that noth- 
ing in Poland is static any longer. Even Soli- 
darity may soon be no more. 

That is not the official story. In public, 
at least, Solidarity is sticking together. For 
one thing, the people elected Solidarity to 
govern and it has been governing for barely 
seven months. It still has an enormous job to 
do. Some 60 bills are now clogging parlia- 
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ment on everything from privati- 
sation to local government, 

more on the way. Solidarity min- 
isters, who this time last year were 
huddled in places like Warsaw's scruffy 
Czytelnik café plotting nothing more ambi- 
tious than the legalisation of their union, 
now wake up each morning to the daunting 
task of building a new democratic Poland on 
the rubble of the old communist one. 

The other reason for keeping Solidarity 
solid is the economy. No other government, 
so the argument runs, not even a completely 
freely elected one (Poland's election last year 
was only partly free), could have detonatec 
Big Bang and survived. 

The fallout has been dramatic. In Janu- 
ary rampaging inflation (70% in that month 
alone, on top of a rate for the previous 12 
months estimated at 700-900%) and a tight 
wage squeeze produced a 40% drop in the 
average Pole's standard of living. And that 
was 40% off what was already, after almost 
15 years of economic decline, one of the low- 
est standards of living in Europe. Economic 
reform has so far meant that Poles can gaze 
in wonderment at now well-stocked mea- 
stalls they have no money to buy from. 






The outlook for the rest of this year is . 
bleak. Although inflation is already sharply - 
down (possibly to as low as 4% this —— 
so is much else. Anxious talk of inflation has _ 
given way to even more anxious talk ofa — 

steep recession that would wring much of — 
Poland's industry out of existence. In the — 
first two months of this year industrial pro- — 
duction dropped by 29%. The hard men at 
the finance ministry have promised to re- 
view the austerity measures at the end of this 
month. But according Mr Marek 
Dabrowski, a deputy finance minister, the 
screws will not be loosened much until there r 
are signs that Polish :ndustry is adjusting — 
the real world. One consequence will be un- - 
employment. The number of Poles offically | 
looking for work shot up from 9,600 in De- - 
cember to 220,000 last month. It is widely — 
expected to soar to Im-2m this year. ^ 

Even Solidarity expects what peo : 
with increasing irony, call its “halo — 
to start wearing off soon. As it does, old divi- 
sions that were welded over by the fight — 
against communism will reappear. 

Some already have. Trade-union Soli- > 
darity is at odds with political Solidarity 
over who should bear the brunt of reces- — 
sion. Farmers’ Solidarity is at odds with ur- 
ban Solidarity over the high cost of credit. 
Religious Solidarity is at odds with secular 
Solidarity over such things as —— 
crosses in the classroom and religious educa- 
tion in school. And Solidarity's leader, Mr 
Lech Walesa, is increasingly at odds with 
Solidarity's prime minister, Mr Tadeusz 
Mazowiecki, over everything from the style _ | 
of government to the speed of economic re- 
form, from the presence of Soviet troops to — 
the date of Poland's next general election. — 

It is not that one part of Solidarity sup- — 
ports the free-market experiment and an- - 
other doesn't. "There is no third way for Po- — 
land," says Mr Jan Litynski, a former — 
member of KOR, the pre-Solidarity Commit- — 
tee for Workers' Defence. Now a left-leaning : 
Solidarity MP with close ties to trade union-_ 
ists, he points out that the only choice is be- 
tween more recession and less recession. 

Indeed it is "the left" (if it still makes 
sense to talk of left and right in Poland) that — 
is most desperate to present a solid front in 
support of market economics. What Poland — 


. needs, quips Mr Bronislaw Geremek, Soli- 


darity's hirsute and widely respected par- 
liamentary leader, is a liberal-conservative- - 
social-democratic-rural party. Part of the - 
left's problem, admits Mr Geremek, is that 
the communists have sullied the term "so- 
cialis" beyond redemption, even — 
people respond favourably in opinion polls — 
to such left-wing causes as social justice and |. 
equality. The communists’ final insult, says — 
Mr Geremek, was to pinch the words “social . 4 
democracy” for their new title. T 

The left's discomfort wins little sympa- _ 
thy from the Mr Jaroslaw Kaczynski, a 
Walesa loyalist whose choir-boy looks barely ——— 
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UST three months ago, ethnic Hungarians and Romanians in Transylvania joined 

together to launch the revolution that overthrew the Ceausescu dictatorship. Now 

they are fighting each other. On March 20th violence broke out between club- 
wielding crowds in the city of Tirgu Mures. Three people died and hundreds were 
injured before tanks restored order. Hungarians are impatient for rights suppressed 
under Ceausescu; Romanians feel threatened. But the roots of this conflict go back 
way beyond communism, to the long struggle over who holds sway in Transylvania. 


— mask his ambition. It was Mr Kaczynski who 
helped broker the deal that put a Solidarity 
— prime minister in power last August. He 


now edits Solidarity's weekly newspaper, 


- but probably not for long. With the blessing 


of both Mr Walesa and senicr Catholic 


_ churchmen, he is already working to set up 
- an avowedly Christian party. lt can expect 
_ to pick up a lot of support both from main- 


darity and from the squabbling 
peasants' parties. The new party will emerge 
eut of the Solidarity chrysalis when Mr 
Walesa judges the time is right to give the 
venture his full blessing. 

The benediction may not be long in 
coming. At a minimum, Solidarity is ex- 


_ pected to present more than one list to the 


voters at the next general election—if it has 
not already formally split by then. Nobody is 
prepared to predict what next month's Soli- 
darity congress will do and nobody knows 


— exactly when the next election might be. Ac- 


cording to the round-table agreement with 
nct communist party, 

Mazowiecki's government, containing com- 
munist interior, defence and foreign-trade 


- ministers and working under a communist 


president, was to last until 1993. Now it is 
not expected to go on much beyond spring 


of next year. But if Big Bang turns to crash 


and Poles lose their unPolish patience with 
the austerity plan, or if Solidarity cannot 
contain its differences any longer, a fresh 
election could come as early as this autumn. 

That would probably suit Mr Walesa. 
his feet impatiently in 
Gdansk waiting for the call to be Poland's 
first non-communist president in more than 
40 years. That prospect fills the Solidarity 
left with gloom. For them Poland's dream 
ticket would combine the dignified Mr 
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ticket would combine the dignified Mr 
Mazowiecki as president with the brainy Mr 
Geremek as prime minister. They were 
probably saved from an early Walesa push 
for the presidency by the recent row with 
West Germany's Mr Helmut Kohl over the 
permanence of Poland's western border. 
Worried about Germany, Poles stopped 
worrying about Soviet troops in Poland and 
began to feel rather relieved that their cur- 
rent president, General Wojciech Jaruzelski, 
was so well connected in Moscow. 

But Mr Walesa will not hold off forever. 
He is known to have been angry last autumn 
when Mr Mazowiecki, the man he picked 
for prime minister, chose his cabinet with- 
out consulting him. Mr Mazowiecki also 
said pointedly at the time that he was not 
prepared to replace one philosophically bi- 
ased government (a communist one) with 
another philosophically biased government 
(an avowedly Catholic one). And Mr Walesa 
is probably miffed, too, that opinion polls 
show Mr Mazowiecki to be more popular 
than he is. The two men now barely speak to 
each other. Asked about differences with 
Mr Walesa, the prime minister merely rolls 
his eyes heavenwards. 

But it is not just this personality clash 
that is driving Solidarity-as-we-know-it to 
extinction. Solidarity was born as a protest 
movement, not a political party. It drew to- 
gether Poles who had little else in common 
save a hatred of communist rule. If it hangs 
together too long, it will create a dangerous 
lack of public debate. Without healthily 
competing parties, Poland's brave experi- 
ment with free-market economics risks hav- 
ing no solid political base to rest on. Solidar- 
ity's time may soon be past. 





Dauphin surplus 


FROM OUR SPECIAL CORRESPONDENT IN RENNES 


OT once in the 19-year life of France's 

modern Socialist party had a party 
congress ended without a piece of paper to 
carry away. Yet that was the outcome of the 
Socialists’ rwo-yearly congress in Rennes on 
March 15th-18th. Delegates hooted in dis- 
gust or yanked up their ties to imitate 
nooses. Watching balefully from afar was 
the party's ultimate, though lame-duck, 
boss, President Mitterrand. An open split, 
he warned the party, would almost certainly 
cost it the 1993 general election. 

Once back in Paris, red-faced party lead- 
ers hurried to repair the damage. At a 12- 
hour meeting that ended early on Marc' 
21st, they found a compromise. Mr Piert 

uroy, an ex-prime minister and party 
workhorse, will stay on as the party's first 
secretary. A vague statement of principle pa- 
pers over policy disputes. 

The quarrel will go on, because the real 
issue is power. The congress at Rennes was 
the opening shot in the battle to succeed 
President Mitterrand. His influence on the 
party is weakening. Two years ago he backed 
away from imposing a favourite, Mr Laurent 
Fabius, also an ex-prime minister, as first 
secretary. Now aged 73, Mr Mitterrand is 
unlikely to run again for president in 1995. 
The Mitterrand "current" or faction, which 
once controlled 6096 of the party, has split. 

To simplify, the yuppie half of Mr 
Mitterrand's old support has gone to Mr Fa- 
bius, a smooth technocrat who is president 
of the National Assembly. The other half, 
mainly schoolteachers and low-paid offi- 
cials, has gone to the traditionalists led by 
Mr Mauroy and Mr Lionel Jospin, the mini: 
ter of education. Mr Fabius sees the party’. 
future as a loose campaigning machine on 
American lines. Mr Jospin wants it to re- 
main more “fraternal”, with its clublike net- 
work of 200,000 paid-up members. 

The prime minister, Mr Michel Rocard, 
was hoping for better from its break-up. He 
won the support of only a quarter of the del- 
egates to the Rennes congress. More popu- 
lar with the public than with his party, Mr 
Rocard would make a strong Socialist candi- 
date for president. Yet he has a timing prob- 
lem: can he last five years as prime minister, 
even assuming the Socialists survive a par- 
liamentary election in between? He wor- 
ries—wrongly, it now seems—that Mr 
Mitterrand will do anything to cheat him of 
the succession. Someone Mr Rocard should 
worry more about is Mr Jacques Delors, an- 
other Socialist popular with voters, whose 
mandate as president of the European Com- 
mission is up in 1992. He was a smiling, sun- 
tanned observer at Rennes. 
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. | “Blue days 


chancellor, John Major, 
is first budget. 
targets were left vir- 
changed and the fis- 
nce was broadly neutral. 
or reforms were mostly 
| -aimed at encouraging savers: 
| Mr Major introduced TESSA, a 
] tax-exempt savings account, 
and abolished stamp duty on 
shares. Football got £100m to 
improve safety. 


. Tory MPs gave Mr Major high 
marks for style and content. 
Labour's response was notice- 
ably muted. The City gave an 
initial thumbs-down, selling 
sterling to a new low against 
the D-mark. In a Financial 
Times poll of senior business- 
men, 70% said the budget 
made little or no difference to 
their companies or their view 
of government policy. 


A budget concession on the 
poll tax offered more relief to 
pensioners with savings. La- 
bour MPs howled for a retro- 
spective rebate in Scotland, 
where the poll tax came in last 
year. Treasury sums said the 
rebate would be worth £4m, 
but would cost more to fix. 


Better than expected, the Feb- 
ruary current-account deficit 
was £1.4 billion; the trade def- 
icit figure was the same—net 
invisibles vanished. 





| The BBC cloned up its cover- 
| age of the budget by giving 
breakfast-television viewers 
the wrong number for a tele- 
phone information-line. It 
connected callers with Sexy 
Susie, offering a range of non- 
| financial adult services. 








| David — the home | 
| secretary, sncunced that he . 


of the West Midlands 





tigate the conviction of the 
Birmingham six, who were 
jailed for an IRA bombing 16 
years ago. 


Legislation to allow Nazi war 
criminals to be put on trial 
passed its first reading in the 
Commons. The home secre- 
tary announced plans to set 


up a special police unit to in- 


Mae suspects. 


"Two senior policemen were 


suspended ater the Court of 


Appeal decided that.a junior 


colleague had been convicted 
of robbery on fabricated evi- 
dence. He had been picked 


only after his photograph had 
been shown to the prosecu- 
tion witnesses—three crimi- 
nals who got shorter sentences 
for helping the police. 


The Court of Appeal heard 


that a witness whose evidence 


sent another man to jail for 
murder in 1988 had been 
bribed by police. The con- 
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| Mr Kevin Sarbutts was given 
|» £6,500 by an assistant com- 
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Brighter p prosperis ET low- 


| paid women workers. Both J. 
Sainsbury and Marks & Spen- 


cer upgraded their sales assis- 
tants, mostly women, to bring 


-their pay closer to that of © 
warehouse workers, mostly 
men. Both retailers offered the 


women big rises on the basis 
of the regrading. "There is no 
sex angle on this,” said an. 
M&S director. 


The health secretary, Kenneth | — 
Clarke, said he would examine | €f 


a proposal to pay people to 


| look after frail elderly rela- : 


tives instead of putting them 


5; |, in homes. He claimed that 
out at an identification parade - 


residential homes cost about 
£170 a week per person. 


Muddle and mayhem 


Security at the Shorts compa- 
ny s guided-missile plant in 
Belfast was exposed again. 
Only 17 months after Loyalist 
workers smuggled missile parts 
out of the factory, the IRA 
smuggled two bombs into it. 





| the spring, criticises the D 
| partment of Transport f 
|| fully applying lessons fro 
.| previous, less serious col isio 
aon the river. * 


i. | Shell, recently fined over | 
" | for an oil spillage, got into 
.| more trouble. An explosi 
| injured six workers and. . 
-tated a petrochemical plant. 
| its Stanlow oil refinery, near. 
Ellesmere Port, leaking solven 









the much-fancied England XV 
| at Murrayfield by 13-7 and 
- scooped all the prizes from th 


. take-offs and landings: 










































Extracts from an official 
port on last summer's Mai 
chioness riverboat disaste 
were released by the memk 
of Parliament in whose con- 


pened. The report, o 
due for publication later 





into the Mersey. 


| The ghosts of Bandodibum - 
. walked abroad, as Scotland's 
| rugby team brought down . 


five-nations international 
championship. That leaves th 
Scots with just the All Blacks 


to beat, this summer. 


Heathrow airport on Friday - 
March 16th recorded its high: 
est-ever number of aircraft 


1,162 in all. 














june temperatures hit the 
south of England for a day, 
with London in the 70s. An 
expert on ladybirds from _ 
Cambridge University said: 
that they had begun their 
laying two months early, i 
time to double the usual 
of adults this summer. Fin 
a quiet spot on a south-c 


beach could be hard. - 
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BRITAIN 





A budget for savers not sterling 


John Major’s first many ame ted the Toy iggen thing he di scared he financial 


markets. Our coverage 


the biggest thing he left undone. —* — 


EVERY chancellor faces 
two main economic tests 
at budget-time. One is to 
offer a coherent and per- 
suasive statement of the 
' * government's macro- 
economic policy, and the other is to make 
the tax system work better. This year politics 
and economics conspired to make the first 
almost impossible. Mr Major therefore 
made a stab at the second—though it might 
seem that after 11 years in office, Mrs 
Thatcher's radical government should have 
had all the time it needed for tax reform. 

In an impressive performance he deliv- 
ered enough of substance, together with a 
dose of populism, to satisfy his side of the 
Commons. But when the City looked at the 
gap where macroeconomic policy should 
have been, it took fright. Sterling slumped. 
The affable Mr Major has some worrying 
days ahead. Some of the tax reforms in this 
budget, however, will have a large and last- 
ing effect. Whatever the chancellor's mo- 
tives, it is a mistake to dismiss his budget for 
savers as mere window-dressing. 

This chancellor has the best possible 
reasons for reviving "the culture of thrift”. 
The slump in household saving, from 1496 
of disposable income in 1980 to just 596 last 





Palaver 


OREIGNERS must wonder—and this 

year more than usual—why the Brit- 
ish budget causes such a fuss. Every spring 
Britain faces an avalanche of punditry be- 
fore, during and after the not-so-great 
event. This year, for the first time, live 
television coverage of the chancellor's 
speech had 3m people absorbed in details 
of complex restructurings of VAT reliefs. 
In America, a sensible country, the presi- 
dent would expect his budget to be top of 
the evening news only on a very slow day. 
France, West Germany and Japan have an 
even better arrangement: no “budget 
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then turns to 


year, was partly to blame for the rise in infla- 
tion that now plagues the government. 

Why did saving collapse in the first 
place? The answer is awkward: financial de- 
regulation. The Tories are proud of the way 
they let the building societies wrestle the 
banks for customers, and vice versa. The re- 
tail-finance industry changed in many ways 
as a result—but most of all in lending for 
house purchase. There, a gale of compe- 
tition swept Britain from a Soviet-style 
queueing system to one in which people 
could quickly and conveniently borrow as 
much as they were able to service, from any 
of a wide choice of lenders. 

This change of financial environment 
had profound economic effects. It made 
monetary policy difficult, because the mean- 
ing of "money" was no longer clear. The 


day”, as such, at all. Is this the secret of 
rapid growth and low inflation? 

To be fair, Britain's budget does mat- 
ter more than most—even though, unlike 
the others, it is concerned with gathering 
revenue rather than spraying it around. 
America's budget is a mere spending pro- 
posal, usually intended for instant rejec- 
tion. The documents travel from printing 
press to wastepaper basket in one uninter- 
rupted motion. Other countries’ budgets 
are less frivolous than America's, but the 
process is stretched out and therefore less 
exciting than Britain's. Oddly enough. 
many parliaments expect to modify gov- 
ernment plans, which takes time. 

Britain's is content to debate it all after 


40 Bagehot — at the politics X — 


. went from favouring broadly no change i in 
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flood of credit into the housing market fu i 
elled house-price inflation and, in du * 3 
course, inflation in the wider economy. P 
ple borrowed and spent more, and sav 
less. Not for the first time, therefore, a go * 
ernment keen on deregulation has been i 
set by the results. Mr Major won’t hear of re 
regulation (in the form of credit controls 
say) but he does think it a pity that lender: 
behave so “irresponsibly”. 1 

The personal savings rate has already 
started to bounce back, and is sure to rise 
further this year. The present hysteria about 
reckless lending may therefore fade befor re 
long. However, if it produced the right so o E 
of pro-saving policies in the meantime, t 
hand-wringing would have served a useful 
purpose, Over the long term, if * 1 
saved more it could grow faster. And € 


7 
the decisions have been made, and then || 
pass the lot virtually unamended. Even 
the protection of the House of Lords is | 
lacking, thanks to a spot of bother Lloyd {| 
George had in 1911. Their lordships can- || 
not amend the finance bill. | 

Britain's eccentricity is not entirely | 
harmless. This year City pundits, working || 
hard to get themselves quoted in the me- — 
dia, bid up their idea of a suitably tough 
budget. In the space of a few weeks they 3 


















taxation (which is what the chancellor 
gave them) to yearning for the rod—in . 
one case a tax rise of £5 billion-10 billion. 


Budget palaver and acute short-termism — 
seem to go hand in hand. 
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f BRITAIN 
. longterm reason for under-saving is not the 
- after-shock of financial deregulation (a tem- 
Spey worry) but the anti-saving bias that is 
t into the tax system. Put simply, the 
bias is this: people save out of taxed income, 
. and the ven: earned by their savings is 
then taxed agai 
Will Mr M Major’ s reforms make a differ- 
— ence? His most interesting proposal follows 
— the Treasury tradition of stealing, but 
- slightly spoiling, the ideas of Mr Mervyn 
—. King, a professor at the London School of 
- * Economics. The chancellor un- 
E veiled the tax-exempt special 
— savings account, or TESSA. Àf- 
_ ter 1991 people will be able to 
B deo: £1,800 a year over five 
: years in a special account in 
— any bank or building society. If 
— none of the capital is with- 
- drawn within the five years, 
—— then all the interest is tax free. 
- . TESSAs are similar to per- 
t ipesrequin plans — (PEPs), 
- which also shelter savings from 
— tax, but they should appeal to 
- less sophisticated savers. That 
should help TESSAs to increase, 
. rather y divert, sav- 
à “ing Mr King reckons that the 
- net increase could be big: if 4m 
— fake out a TESSA, private saving could rise by 
— about 3096. Take-up on that scale could 
~ make Mr Major's first budget a lot more 
- memorable than it first appeared. 
| Mr Major also increased the annual 
- limit on investment in PEPs from £4,800 to 








£6,000 and allowed them more scope to buy 
unit trusts. Since the scheme was launched 
in 1987 690,000 plans have been taken out 
for a total of almost £1.5 billion. For many 
small investors the attraction remains small. 
Aside from the risk and complications, fees 
offset most of the tax break. 

Mr Major's third pro-saving policy was 
to abolish the composite-rate tax on bank 
and building-society deposits. At present, 
interest on deposits is paid after deducting a 
fixed rate of tax, which cannot be reclaimed 
by non-axpayers. This ar- 
rangement was convenient for 
the taxman, but unfair. From 
April, when married couples 
are taxed separately, 5m mar- 
ried women will get their own 
tax allowance to set against in- 
come from savings. Counting 
pensioners and children, 14m 
savers should not be paying 
tax, but have to under current 
legislation. From April 1991 
their interest will be tax-free. 

Piecemeal reform makes 
the tax system more compli- 
cated, and is not the best way 
to promote saving. Ideally in- 
come tax would be replaced by 
an expenditure tax: all saving 
would then be tax-deductible, and all spend- 
ing would be taxed. It would take a bold, re- 
forming chancellor and an economy where 
everything was going right. Mr Major is con- 
ceivably the chancellor, but Britain in 1990 
is certainly not the economy. 





|. The economy 
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THE economy faces a se- 
vere slowdown and pos- 
sibly a recession over the 
coming months. The 
government is running a 
large budget surplus and 
— «gh cl poly. This used to be 

tight fiscal policy And the govern- 


15%. Even allowing for inflation, that is 
money. So are financiers calling for a 
- relaxation of these stringent measures, to 
cushion the coming slump? No, they are 
... threatening a sterling crisis because the fis- 
i. cal and monetary tightening has not been 
-brutal enough. Strange times. 
ih Just when it is vital to get policy on ster- 
— ling right, the task has become virtually im- 
possible. Though the next general election 
may be more than two years away, the mar- 
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Nobody understands me 


 Public-sector debt repayment of £7 billion in 1989-90, and again in 1990- 
- 91; target for MO set at 1-576, no target for M4; “commitment” to EMS 
| membe ; interest rates to stay ‘‘as high as necessary" 


kets have already started taking bets on the 
outcome. This has produced a nastily vi- 
cious circle. At least for the moment, the 
Conservative government has wrecked its 
popularity by pursuing  misconceived 
projects such as the poll tax. The Labour 
party's lead in the opinion polls has shot 
above 20 points. So it has dawned on the 
financial markets that the enemy might ac- 
tually win the next election. That, it thinks, 
would be bad. Sell sterling. The pound 
comes under pressure and the government 
is forced to keep interest rates high. This is 
immensely unpopular in the country and 
makes a Labour victory more likely. Sell 
sterling. And so on. 

This might be called Kinnock's Re- 
venge. For years the Labour party has been 
the victim of the City's fears of its policies. 
Now the government is the victim of the 
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City’s fears of Labour’s policies. Indeed, at 
this rate the City's fears of Labour's policies — 
could make the difference in getting Laboui 
elected. Such calculations must have 
weighed with Mr Major. A tougher budget, 
even if economically desirable (which is 
highly doubtful), might have widened 
Labour’s lead in the polls. So, after luxuriat- 
ing in its hair shirt for a few days, the City 
would have sold sterling anyway. The only 
advice for a Tory chancellor in this position 
is, don’t ever get into this position. 

Perhaps that is not quite the only ad- 
vice. The heart of the government's eco- 
nomic difficulty is sterling, and the credibil- 
ity of Mr Major's indications (if that is not 
too strong a word) that he will defend it. 
The markets, and the employers who are 
busy fuelling wage inflation, expect a depre- 
ciation. Mr Major's budget failed to change 
their minds. He cannot see why. The cry of 
many a chancellor in distress has been “No- 
body understands me." Which is precisely 
the point. 

Mr Nigel Lawson was rude and arro 
gant—exactly what a chancellor should be. 
If he said he would defend the pound, you 
knew he would do it or bust. With that sort 
of credibility, the task becomes feasible— 
and probably at lower interest rates than 
Britain now has. Mr Major is nice, and lis- 
tens to people who disagree with him. He 
therefore seems capable of compromise. Fa- 
tal. And although Mrs Thatcher has none of 
these defects, she is known to be not averse 
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Cathay Pacific. 
The Airline for aaworld where the. Wild West 
meets the Far East: 


In the new world of international 

travel, the boundaries between East 

and West are rapidly fading. One 
airline understands this. Cathay Pacific. 

We pioneered ultra long-haul inter- 
continental flight, bringing the world 
closer to our home, Hong Kong. Every 
flight we make is international, with 
flight attendants from 10 Asian lands. 
When it comes to helping you arrive in 


better shape, we know no boundaries. 


CATHAY PACIFIC 


Arrive in better shape. 














_. For over 200 years, Asprey have made luxury items that are essentially English. 


SUUS 
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| into our London showrooms and you will be dazzled by the skills with which 
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our designers and craftsmen create treasured possessions. 





Follow your nose to our hand made luggage and leather goods, inhaling the 





f English leather. Our bookbinding section, you will think, is the library 





sh stately home. While our antique department rivals many a private collection. 














Take a leisurely stroll through each of our eleven departments, from silverware to china, 


jewellery to goid watches and grandfather clocks. 


You'll find that Asprey says more about the English way of life than any event 





on the social calendar. Because no Englishman worth his salt would arrive at Ascot, 


Henley or the Ritz without first paying us a visit. 











EW BO DSTREET, LONDON FENCHURCH STREET, LONDON FIFTH AVENUE, NEW YORK 
01-495 6767 ü1-626 2160 (212) 688 1811 
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In Kuala Lumpur 
where else but 
the Shangri-La. 


\ location in the heart of 
the business district. amid the 
lush tropical greener, ol 
Malaysia. The standards of 
service vou have come to 
expect from a truly world-class 
hotel It could only be 


the Shangri-La, Kuala Lumpur 


ws 


E ShangriLa hotel 
KUALA LUMPUR 


A SHANCRIPLA INTERNATIONAL HOTEL 





SHANGRI-LA HOTEL, 11 JALAN SULTAN ISMAIL, 50250 KUALA LUMPUR, MALAYSIA. TEL: (03) 232 2388. TLX: 30021 SHNGKL MA. FAX: (03) 230 1514. 
SHANGRI-LA INTERNATIONAL: BANGKOK (2) 236 7777 © HONG KONG 810 7782 © KUALA LUMPUR (03) 230 6248 * SINGAPORE 535 7876 


SHANGRI-LA INTERNATIONAL HOTELS ond RESORTS: CANADA + CHINA + FUI * HONG KONG © INDONESIA © MALAYSIA © PHILIPPINES (1991) * SINGAPORE + THAILAND 











i low CO Duy a Fax us for the facts. Thousands of expatriates have bought a 


tax free Volvo. They found it simple and straightforward. They saved 


money. They started off by contacting Volvo Tourist & Diplomat Sales. 


la X Free Volvo. To find out more, just fax or mail the coupon. OT give us a call. 


To Volvo Tourist & Diplomat Sales 








x THE ADVANTAGES Name 'hone 
No | Customer Avenue S-405 08 Göteborg QC esit OY enis F - ici 
: oo ew AND CONVENIENCE 
Sweden. lel: +46 31 591300. Fax +46 31535535 sex he Address Country of final use 
OF BUYING.A cn — alt 
Please send me the Volvo Tax-Free Guide and i 
TAXoFREE VOWO. Zip Code — 


more information about z 
L]The Volvo 200/700 series E Ch NV'OLWO 
L]The Volvo 340 OThe Volvo 440 == z Tourist & Diplomat Sales 
The Volvo 460 OThe Volvo 480. Country 
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Treasury’s forecast 
% change on previous perigd at annual rate, unless 
otherwise stated. ee 
1988e 1989 1990 1991! 
45 2.3 1.0 
67 3.8 13 
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0.8 40 73 
12.5 7.0 1.0 


-147 -210 15.0 


account(£ba) 
Retail prices** 65 75. 73 


** end period t 1st half only 
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to the occasional run on sterling. The effect 
is the same: British interest rates embody a 
Thatcher-Major premium. 

Membership of the EMS might go some 
way to remedy this, though a firm change in 
rhetoric ("no. question of a realignment”) 
would also be needed, and even then the 
ride would be far from smooth. Increasingly, 
the argument that membership should wait 
until Britain's inflation is down looks 
wrong. It is like saying "when we have re- 
stored our credibility, we shall take firm 
steps to restore our credibility". 

In the meantime, just how bad are 
things going to get? The chancellor can 
hardly be accused of complacency. 
Treasurys once-formidable forecasting 
record has taken some knocks of late, so a 
lot of the predictions in the budget have 
been carefully pitched on the gloomy side. 
(Let the next errors be nice surprises, for a 
change.) In particular, the Treasury now 
seems to be more pessimistic than most City 
economists about inflation and the current- 
account deficit. 

In the short term, the full indexation of 

. cise duties and the introduction of the 
poll tax are likely to push the inflation rate 
to 996 in April. But the Treasury forecasts 
that it will then fall to 71⁄4% by the end of 
this year (this seems to assume no fall in the 
mortgage rate) and to 596 in the second 
quarter of 1991. Several economists in the 
City expect a bigger fall, to perhaps 3-496 by 
mid-1991, as interest rates start to fall, and 
the poll tax, the rise in excise duties and the 
mortgage-rate increase drop out of the fig- 
ures. The Treasury has stuck to its earlier 
forecast of a £15 billion current-account def- 
icit this year. It expects a er invisibles 
surplus than before, but the forecasters are a 
lot more optimistic about visible trade: ex- 
ports are booming. Most City forecasters ex- 
pect a bigger fall in the current-account defi- 


cit. Goldman Sachs, for instance, is fore- 
casting a deficit of £11 billion. 
Loo to a miserable 1990 and a 
fast-improving 1991, vicious circles 
* 





Personal taxes 


see you next year 


Basic and top rate of income tax un- 
changed; personal allowance raised in 
line with inflation (7.7%); top tax band 
unchanged. Excise duties on spirits, cig- 
arettes and petrol to rise by 10%, other 
duties in line with inflation 


IN EVERY budget since 
1982 the Conservative 
government has either 
reduced income taxes or 
national insurance con- 
tributions. Mr Major 
bucked the trend. He lowered the threshold 
for the highest rate of income tax in real 
terms, but otherwise the budget hardly 
changed the income-tax system. 
pleased those who feared big tax increases, 
but disappointed the fiscal purists who 
hoped to see the removal of anomalies. 

The chancellor fully in- 
dexed personal income-tax al- 
lowances. But by freezing the 
top-rate threshold he gathered 
£400m. Was that the best way? 
Mr Major raised the tax on 
company cars 2096 (yielding 
£200m), but taxing them at 
their full value would have col- 
lected another. £300m. Scrap- 
ping the income ceiling at 
which employees stop paying 
the 996 national insurance con- 
tribution would have attacked 
another anomaly. As it is, ba- 
siccrate. taxpayers who earn 
more than the £16,900 ceiling 
face a marginal tax rate of 2596, 
while those earning less than 
the ceiling face a rate of 34%. 

` The chancellor is clearly 
no stickler for fiscal purity. He 
exempted employees from tax 
on the fringe benefit of com- 
pany nurseries. He introduced 
tax relief for charitable dona- 
tions of between £600 and 
£5m, and raised the limit on 
relief for donations under the 
payroll-giving scheme from 
£480 to £600 a year. He also 
increased, from £8,000 to 
£16,000, the amount of sav- 
ings which disqualify a person 
from claiming housing benefit 
and poll-tax benefits. This will 
cost about £120m. Tory back- 
benchers consider it money 
well spent. 

Those hoping for a green 
budget were disappointed. De- 
spite the reams of analysis of 
new envi taxes, Mr 
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Major did next to nothing, except raise p 
rol duties by 1096 and widen the tax differ- — 
ence between leaded and unleaded petrol by 
less than 2p, to 16p a gallon. 

Mr Major resisted the temptation ei 
leave some excise duties unchanged in orde = 
to hold down the inflation rate. Most duties - t 
were raised in line with inflation; those on |. 
spirits and (non-pipe) tobacco were in- 

. These increases will 

half a percentage point to the inflation rate. — 
The duty on spirits had fallen in real terms - 
in every year since 1982—a total fall of more _ 
than 2096—raising worries about the health — 
implications. - 

The budget leaves the real value of taxes 
(duties and VAT) on beer, cigarettes and pet- 
rol some 40-50% higher than when Mrs 
Thatcher took office in 1979. Pipe smokers ` 
and whisky drinkers have done much better, 
with a fall in duties of around 20%, whil 
wine drinkers have had a ball, with a 30% — 
fall in tax. Is it just coincidence that the pre- 
vious chancellor was fond of a spritzer? jm 

The present one left vehicle excise du- 
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ties at £100, unchanged for the fifth year 
running. The government’s aim is evidently 
to shift the taxation of motorists on to pet- 
rol; this will link the tax more closely to ve- 
hi le use, and so provide a greater incentive 
to giam on 

Not exactly memorable, was it? Mr Ma- 
_jor, the economical populist, may be less fru- 
gal next year. 





Companies 
Tinker, tinker 


Cut » in corporation tax for small busi- 


nesses; VAT and BES cups £100m 
for football safety; tax relief for TECs 


RED ink is splattered all 
over Britains compa- 
nies. Heavy capital in- 
vestment led to a record 
£23.4 billion financial 
deficit last year. Com- 
pany borrowing soared by an annualised 
pro billion during the first three quarters of 
1989—the fastest rise ever. Net interest pay- 
. ments were 6996 higher than in 1988, and 
unit labour costs are soaring. All this means 
| that the investment boom is over. The Trea- 
‘sury reckons that, after climbing 834976 in 
‘real terms last year, fixed business invest- 
ment will fall by 1% in 1990. 
- Business failures in England and Wales 
rose 1096 last year, after falling since 1984. 
The business lobby has been squealing for 
everything from accelerated depreciation al- 
ces to a Business Development Board 
to grant cheap loans. In the event, only 
small firms received a budget fillip. 
— .. Small companies used to pay a reduced 
rate (2596) of corporation tax on profits of 
. upto £150,000; Mr Major raised the thresh- 
| old to £200,000. Firms will no longer pay 
the top rate (35%) until their profits hit 
 £lm—up from £750,000. These changes 
will benefit about 20,000 small firms. Britain 
. now has “the most favourable structure of 
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corporation tax rates for small companies 
anywhere in the EC", says Mr Major. 

The chancellor also adjusted Britain's 
VAT rules. Until now firms have had to pay 
the tax on all their sales, even when custom- 
ers have left bills unpaid. From April 1991 
all written-off debts more than two years old 
will qualify for relief from VAT. Mr Major 
also raised the threshold for VAT registra- 
tion by £1,800, to £24,500, and simplified 
registration requirements. The annual limit 
for investment raised under the Business Ex- 
pansion Scheme was raised to £750,000. 

The only big businesses to receive a 
boost were oil companies: they will be al- 
lowed to write off the total cost of shutting 
down offshore oil fields against any corpora- 
tion tax incurred during the last three years 
of a field's working life. Whether, close to 
the end of its days, an oilfield will produce 
enough profit to offset the hefty cost of 
abandonment is debatable. 

Mr Major scored a more convincing 
goal with Britain's football clubs, cutting the 
Pool Betting Duty from 421296 to 40% for 
five years. The savings—altogether £100m 
over the period of the scheme—are to help 
pay for safety improvements at football 
grounds. In the nick of time: according to 
one recent report 80 out of 92 league clubs 
are technically insolvent. 

The chancellor made business contribu- 
tions to Training and Enterprise Councils 
(rECs) tax-deductible. TECs are private-sec- 
tor-led bodies that will be responsible for 
providing or co-ordinating training pro- 
grammes in their area. Eventually, all 16- 
year-olds will be given a voucher to spend on 
a programme of their choice. This scheme 
has drawbacks. For starters, demographic 
trends are against it. The number of people 
aged 16 to 19 will fall by about a quarter by 
1994. Employees who are already earning 
good money will see little point in spending 
their vouchers. Worse, the courses which 
training agencies are likely to offer will be 
narrow: typing for secretaries, plumbing for 
plumbers. Tomorrow's job market is more 
likely to need flexible workers. 





Bankers and brokers 


Tidying up 


Changes to banks' bad-debt provisions; 
lower taxes on futures dealings; aboli- 
tion of stamp duty on share dealings 


IT IS just as well that 
Britain's banks chose 
1989 to increase their 
provisions on third- 
world loans. If they had 
not, they would have 
been vulnerable to a Conservative chancel- 
lor's most unlikely weapon, a windfall-prof- 
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its tax. They feared Such a punishment for 
insolently pointing out that Mrs Thatcher's 
pet plan for student loans was a non-starter. 

iiid of a windfall-profits tax, which cost 
them £375m in 1981, the banks merely have 
to suffer the pin-prick of a delay in claiming 
tax-relief on those same provisions which 
hit their profits. 

made provisions of up to around 
1096 against total third-world loans, and as- 
sumed they would get tax relief as if they had 
actually lost money. Under the chancellor's 
proposals the Bank of England will decide 
how much will be immediately available for 
relief—probably an average of 50%. Relief 
on the rest will be taken at the rate of 5% a 
year. 

The chancellor's threats that the banks 
should be more cautious about selling credit 
in Britain will have little effect. Most will fol- 
low Barclays and write to their customers 
asking for permission to post them corru 
ing materials. But the bright side for tne 
chancellor is that there should be higher 
bank profits to tax, ially if interest rates 
fall. The TESSAs (tax-exempt special savings 
accounts) he introduced will allow banks to 
raise more, cheap retail deposits. 

Two measures should do a good deal to 
grease the wheels of the City’s securities 
business. By exempting pension funds and 
unit trusts from income tax on trading prof- 
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its from futures and options dealings, he I 

to clear up an uncertainty that has 
kept many investing institutions shy of Lon- 
don's derivatives markets. The line that the 
Inland Revenue has hitherto drawn between 
investment and trading has been exasperat- 
ingly unclear. 

The abolition of the 0.596 stamp duty 
on shares will also please institutions more 
than private investors. That is because insti- 
tutions pay proportionately much less on 

commissions (which average around 
0.296) than do private clients (about 1.596). 
The chancellor tied the abolition of duty to 
the planned arrival, in 1991-92, of the Lon- 
don stock exchange's Taurus. Though Mr — 
Major called Taurus a dealing system, it is 
not: it is a paperless settlement system, 
which means it will be rather hard to put a 
stamp on anything. That is why, if the stock 
exchange built Taurus many years ago, 
as promised, it could also have ensured the 
earlier abolition of stamp duty. 
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Water industry 


Paying for purity 


Gradually, directives from the European Commission are affecting busi- 
ness life in Britain. The next two articles describe their inroads into the 


businesses of water and advertising 


RVOUS Tories in search of solace 
like to compare the poll tax to the pri- 
vatisation of the water industry. Pundits 
predicted that the sell-off would be a disas- 
ter—a money-loser in the City and a vote- 
loser in the country. Four months later the 
Tories see it as an unqualified success, pro- 
pelling the man who presided over it, Mr 
Michael Howard, into the political big 
league. The share issue, they note, was mas- 
sively over-subscribed; investors are making 
healthy profit; and consumers are as 
ieerful as ever. 

Are they? In the past week or so 
householders throughout the coun- 
try have been opening their April wa- 
ter bills and gaping. The post-privati- 
sation product looks and tastes no 
different; but its price everywhere is 
sharply higher. The ten privatised wa- 
ter authorities have lifted their prices 
by just under 13%; the 29 statutory 
water companies (which have always 
been in the private sector and supply 
water, but not sewage services, to 
about a quarter of the population of 
England and Wales) have increased 
theirs by over 15%. 

Irate customers who bother to 
complain to their local water execu- 
tives will be told the rises are no 
higher than were forecast. Elaborate 
pricing mechanisms—the k-factors 
and all the rest—were set up by the 

overnment before the sell-off; they 
were aimed at helping the industry, 
which had long been a victim of un- 
der-investment, to pay for a capital- 
spending programme of at least £18 billion 
over the next decade. These pricing formu- 
las will ensure that prices continue to rise for 
several years: in Northumbria, for example, 
prices could more than double by the mid- 
1990s. 


Tying the hands of the regulator 


But prices will also be driven by other cost 
increases that are less easily quantified and 
controlled. Many customers will have to 
foot the bill for water meters, which most 
companies will eventually install. Above all, 
the water companies may pass on to their 
customers any new costs caused by changes 
in environmental regulations. These are 
likely to be hefty in the next few years as the 
European Community (Ec) tightens the 
rules on drinking water and imposes new 
ones on sewage disposal. 

Old hands in the water industry are crit- 
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ical of the Brussels commission. They com- 
plain that its standards are unreasonably 
high. The EC demands, for example, that 
water should contain only 50 millionths of a 
gram of nitrates per litre, whereas the World 
Health Organisation claims that 100 mil- 
lionths is acceptable. The other big com- 
plaint is that the commissioners are con- 
stantly raising their standards and are 
insensitive to national differences in such 
things as the colour of water (Britain has a 





Just testing for nitrates 


lot of discoloured water, because it has a lot 
of peaty soil). | 

In privatising water, the government 
has set up a regulatory regime biased to- 
wards raising quality rather than controlling 
costs—and this has played straight into the 
hands of the commission. Unable to justify 
the privatisation of a natural monopoly on 
familiar grounds such as competition and 
consumer choice, the government chose in- 
stead to emphasise regulation, boasting that 
privatisation would separate the provider 
from the regulator—or, to use a phrase 
much quoted by Mr Howard at the time, the 
gamekeeper from the poacher. 

The regulatory regime does too little to 
protect cost-conscious customers. The Of- 
fice of Water Services (OFWAT) is headed by 
a director-general—Mr lan Byatt, a former 
Treasury official—who is required by law to 
protect the financial health of the industry. 


BRITAIN 


This obligation comes ahead of any other 
consideration, including charges to the cus- 
tomer. And the director-general has little 
freedom of manoeuvre. He is stuck with the 
same rigid pricing arrangements for the next 
five years. If it now emerges that the Depart- 
ment of the Environment was over-generous 
to any of the water authorities last year, 
OFWAT has no choice but to live with the 
consequences. 

Sceptics in the City think that Mr 
Byatt's organisation—a staff of 100 based in 
Birmingham—is too small to deal with a 


huge and complicated industry. Thames 


Water is one of the biggest water companies: 


in the world; Cholderton and District Wa- 
ter Company near Salisbury is run by a man 
and his wife, and supplies water to a couple 
of small villages on a private estate. Both are 
regulated by Mr Byatt. 

As well as being biased towards 
the purity lobby, the regulatory re- 
gime is worryingly complex, contrast- 
ing dramatically with the streamlined 
arrangements for gas and telecoms. In 
addition to the secretary of state for 
the environment, the director-gen- 
eral of water services, and the EC com- 
missioners, regulators include the 
Monopolies and Mergers Commis- 
sion (which has already stepped in to 
prevent unwelcome mergers); the lo- 
cal authorities (responsible for moni- 
toring and controlling the standard 
of clean water supplies); the Drinking 
Water Inspectorate (the auditor of 
technical standards); the National 
Rivers Authority (responsible for 
monitoring and controlling pollution 
in rivers, lakes and coastal waters, and 
for maintaining sea walls); Her Majes- 
tys Inspectorate of Pollution, HMIP 
(which grants consents for the release 
of toxic substances into the environ- 
ment); and the Ministry of Agricul- 
ture, Fisheries and Food (responsible 
for granting consents for disposals at 
sea) Duplication and bickering are en- 


demic. Relations between Lord Crick-. 


howell, head of the NRA, and the office of 
HMIP are cooling fast. 

The central problem with the set-up, 
however, is that no single body is charged 
with calculating the opportunity costs of 
environmental bossiness. The regulators in 


Brussels have only one interest: raising stan- . 


dards. They have no qualms about forcing 
member countries to spend money on water 
they might think could be better spent else- 
where. The captains of the water industry 
are happy to go along with Brussels. The 
enormous investment programme is pre- 
cisely what makes the industry exciting to 
City investors, since it underpins rising rev- 
enues. The fact that the costs of this pro- 
gramme fall entirely on captive consumers is 
all too convenient. 

“The purer the better" might be a rea- 
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as water. But the quantities of lea 
tes which the EC is making a fuss sok 
so small that they represent a negligi- 
perhaps even a non-existent—hazard 
health. And since only about 3% of water 
runk, while.a great deal is used for cruder 
poses, much of the industry's investment 


l be flushed down the drain. British con- 


S directives over the next few. years; 





gee hat” moves 
n monising laws will mean, in liberal Brit- 


oduct. Britain bans cigarette advertising — 
in television, but, with tough. — 


anned from British television. 


Cigar advertising is some of the funniest * 








on the “humour of suffering", featuring 
fortunates scrabbling under lavatory 
rs for errant rolls of loo paper or watch- 
airport carousels chew up their luggage: 
victim, by lighting a Hamlet ci- 
becomes the spiritual victor. 
tella offers a different brand of 
ero: the ingenious angler 
10 beats the rest by treating the 
to Des O'Connor on a sub- 
ged stereo system, until they © 
from the water to escape. the | 
Now. the ducem Patla nd 
wants. tougher restrictions V 
Despite a heavyweight (and. 
ibly. counterproductive) lob- 
ing effort by the tobacco com- 
es, its March 14th vote was 
med at a complete ban on all to- 
cco advertising—a_ business 
yrth £46m in Britain in 1988... 
Ye commission in Brussels has — 











— might this large ar amount xt ofi money ‘hot have 
been better spent, say, in building hospitals 


ners will have to find £90m to meet the © 


— 
tighter regulation on ads for drugs, 


ink, food. and financial services. Mean- | 
= the health and consumer lobbjes fear 


n" — — ib the prd — 
irst battle has been over the least defensible 


gar ud. — M. "vill A J 
Viewers as well as advertisers may regret 


he small screen. Hamlet advertisements. - 


and schools? 

Mr Nicholas Ridley, who, as secretary of 
state for the environment, masterminded 
the privatisation, likes to think of himself as 
a scourge of high-minded meddlers and an 
advocate of consumer choice. Yet the regu- 
latory regime he put in place is a meddlers' 
charter. For years to come, the public will be 
watering the garden with money. 


the Community juggles with new rules on advertising, the saverasing 
usiness is s gearing up to do battle in Brussels and Strasbourg | 


^ vetoed the Strasbourg parliament’ s line: 


_ Brussels knows that Britain and West Ger- 
many would never agree to a total ban. But 


__ Strasbourg’ s anti-nicotine brigade has won a 
-consolation prize: the health and social-af- _ 
fairs commissioner, Mrs Vasso Papandreou, | 


has promised to look at a ban in the future. 

These’ moves on tobacco-advertising 
have alerted British admen to a growing en- 
. thusiasm within the commission for intro- 
: ducing rules product by product. They be- 


lieve the commission is unfriendly towards . 
advertising and the parliament, made up of 


health-obsesséd, anti-materialist children of 
the 1960s, is even worse. Led by Britain's 
Advertising Association, which brings to- 


gether the advertisers, the agencies and the | 
-> media, the advertising lobby is gearing up to - 
* defend products which they reckon are most | 


` vulnerable: 


bodies (“The Intestines Inspectorate : says fi- 


bre is good for you. Frizzo is 79.3% fibre"). 
It would also ban the distinction between 
natural and artificial ingredients. — 

@ Drugs. Lobbying by pharmaceutical com- 



























panies has already watered down a proposed. 


directive which at first suggested forcing 
them to include detailed information on 
dosage and usage on advertisments. The 
companies are watching carefully lest other 


. lobbyists try to slip the tougher provisions 
- back in. - 


@ Financial services. The original draft d 
rective proposed that advertising should be 
limited to the sort of details a business card 


carries. Companies have got the directive 


weakened, but worry that it may be beefed 
up again. 

e Alcohol. Booze companies — that tobac- 
co’s closest relation may be in for the same 
treatment: there have been rumours that a 
directive is being prepared. - 


Booze sans frontières 


Not everyone is opposed to more controls ; 
on advertising. Those who favour a tight ^ 


regime are just as unhappy about the EC 
approach to date. They feel that, on alcohol 


advertising in particular, the EC has ducked 


_ the issues posed by a single market and satel- 
lite broadcasting; and that as a result regula- 

tions may be cut back to the, loosest com- 
| mon denominator. 


A directive which comes into force next 
year will set rules on television advertising 


across frontiers. After much lobbying, it has 


ended up as a liberal edict. The standards it 
sets on promotion are lower even than Brit- 
ain's. In Britain, by industry agreement, gin, 
whisky and vodka are not advertised on tele- 
vision. But other sorts of drink may be ad- 
vertised, so long as they do not link con- 
sumption to social or sexual success—thus 


.. eliminating the predictable drink-this-and- 
.score line. France allows no alcohol com- 
xy mercials on television at all. 
€ Food. A. — directive: — | 
. manufacturers should not be allowed to re- - 
fer to helpful recommendations by health _ 


The broadcasting directive will allow 


E border advertising of all sorts of alco- 
‘hol. So a German satellite station coul ` 

-. while conforming to EC law, beam Cogn... 
- advertisements into Britain, which Britain's 


whisky manufacturers would be unable to 
counter with domestic panegyrics on the 
pleasures of the malt. Similarly, a British sat- 
. ellite station could broadcast beer 
commercials to France, while 
French television could not. That 
could leave broadcasters, manu- 
facturers and admen, faced with 
competition from less-restricted 
foreigners, pressing their govern- 
- ments for more liberal treatment. 
The control lobby worries 
that governments, faced with this 
anomaly, will simply decide to 
loosen their own controls and al- 
low advertisers to deluge the air- 
waves with booze ads. Unlikely, 
say the drinks companies: given its 
7 penchant for regulation, the EC 
-= would soon bury them in a pile of 
new directives. 


Trouble finding books 
from America? 
U.S. titles are now 
a phone call away. 
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a overnight gift delivery * Receive our free 
monthly new title forecast * Mail orders 

\ welcomed * Corporate accounts 
welcomed * Open »- 










4 









59 Elm Street 
New Canaan 
CT, USA 06840 


io. OF 


THE GAMBLER 


When does speculation 
fuia ea disenuse 


TRADING OPTIONS 

VOLATILITY. 

“prantédles, strangles 
ond ratie wriing 


cca: NDICATORS 


Pores und poletiies: 
ibit works enit what 
edlen d 


[üoosme — 
AN ADVISOR 

|: ximple exgitiun te 
preveiti rote tid diivisier 


— 
SPREADSHEETS 

The ABCs of building ER 

I GRA trading SESE A 

— ANALYZING VOLUME E: 

i I Abert interest att the | 
Bling moving average 


Economist 


FREE COPY 


` The Traders Magazine: All about charts J | 


and computer a plications that can help 
| you rofit in todays markets. 


Ve will send you a sample issue and a b 


I bill for US$70.95 (includes $21 air mail 
J for one year 12 issue price). If you don’t 

like the sample just return the statement 
l marked ‘cancel 


] sample issue is yours to keep. | | 


22.1 1 206 938-0570 
-| technical Analysis, inc. 3517 S.W. Alaska St, l 
| | Seattle, WA 98126 USA, Phone 1 800 832-4642 | 


Offer limited to once per year. Please allow 
l 6-8 weeks for first delivery. -I 






NST MARCH 24 1990 


















$ E. . —————— MÀ M i 
ə 7 : T m ¢ 


and owe nothing. The E 


Keesing’s Record of 
World Events 


Keep track of the facts 
in a fast moving world | 


Newspapers are thrown away and 
reference books soon go out of date. 
Keesing’s gives you regularly up- 
dated, accurate, impartial, politi- - 
cal and economic information. 


€ Every month, a digest 


of current world- 


€ Over a year, factual 
background reports - 
| on every country 
of the world, inter- 
national organisa- 
global issues 


tions, 





News for the 1990 s, 
m backed up by 60 years 
_of authoritative — 
ing. Each issue is ft 








enced. You an ‘also. search 
| porem on-line on the 
-Financial Times Profile Informa- 
‘tion Service. 








SUBSCRIBE NOW! 
Introductory offer, save £20 


— — — i ad 





Signed 





;, Name m 
J Organisation 
^ Address - 





Postcode 





| 

| 

| 

l 

l 

a Please — me a free sample copy 

| O Please enter _. subscription(s) to 

| Keesing’s Record of World Events, 
beginning January 1990 at the special 

| introductory price: £88 in UK/£106 

| outside UK. (Usual price £108; £130 

outside UK.) 

[] Please invoice me. 

| O Í enclose a aa made payable to 

i Longman Group UK Ltd. 

 Keesing's Record of World Events, 

| Circa Reference for Longman Group 

UK Ltd, 

11-21 Sturton Street, Cambridge 

CB1 2QB, United Kingdom. 

Telephone.(223) 359671. 


— . Visa 





United Nations Development Programi 
Series of Four Volumes 











Edited w 


| : | rat Haq and Uner " | 


| Each volume contains valuable coritri 


by: quen — — 


E H 


THE BIS ] UT ENSI 


ADJUSTMENT AND. V DEVELOP : 


- The high human cost of the 1980s adjustmei 


policies are assessed. The volume empha 
that adjustment without growth and human 
development. is unacceptable and counte: 
productive and proposes possible alternatives. 


Volume HI: MANAGING HUMAN 


| DEVELOPMENT 
|. Many new political philosophies diminish the. 
role of the state in human developmen 


Concrete steps are proposed to put people a 
the forefront in a resource-constrained envi 
ronment, with due aecount of the proto | 
impact of new technologies. < | 


Volume IV: DEVEL PMENT F FOR. 


ae  Competithopem.. be i — and “manag 
ment capacity are the: key f. 





h. This. volume proposes strate- 


| | gies to meet the — — of human develop. 
11. ment for the years ahead. : 


| ORDER F ORM 
— — Package of 4 Volumes. 
— Volume: Ll 

——- Volume ll 

— — Volume lii 

— - Volume IV. 


ecd 


— .— Postal Code: | 
pos Mastercard 
Account Number: 


Expiration Date: 


Mail above order form to: " 
United Nations Publications — 
Sales Section, Rm. DC2-853, 

Dept 357, New York, NY 10017 
Tel: (212) 963-8302 
Fax: (212) 963-4116 | 
or 
United Nations Publications | 
Palais des Nations - 
1211 Geneva 19, Switzerland 


UNDP De velopme " Studs 
North-South Roundta 





State/County: 


Publications 











The healer’s art 


T WAS absorbing political theatre. A 

new chancellor, unexpectedly shifted 
from the foreign secretary's post a few 
months earlier, delivered a “budget for 
savers”. His limpid style and flashes of wit 
overcame Labour heckling, tickled the 
press and brought a smile co jaded Tory 
backbenchers. Even his modernising, 
pipessmoking Labour opponent was 
amused and nodded at times. Was this 
chancellor the next prime minister? 

Yes, indeed—for it was Harold Mac- 
millan presenting his 1956 budget, 
watched from the gallery by a youthful 
John Major. 

The grown-up version, now chancellor 
himself, would doubtless cringe at the 
Macmillan rhetoric of 34 years ago— "we 
must all be expansionists... The prob- 
lem of inflation cannot be dealt with by 
cutting down demand". But there are irre- 
sistible parallels, too. Not only is there Mr 
Major’s new vehicle for small savers, 
acronymed TESSA and a reminder of the 
introduction of the premium bond and 
Ernie. Macmillan also left income-tax 
rates alone, hit cigarette-smoking and 
made stern noises about public expendi- 
ture; and he presided over the highest in- 


. terest rates for decades—bank rate was a 


horrific 5.5%. 

In 1956, of course, the Conservative 
party was heading for one of the few post- 
war political events unequivocally more 
damaging to it than the current poll-tax 
furore—the Suez crisis. Macmillan be- 
came prime minister with the job of heal- 
ing a divided and warring party. 

Standing around the lobbies, bars and 
corridors of the Commons after Mr Ma- 
jor's 1990 budget speech were plenty of 
Tories ready to speak of the new chancel- 
lor as a possible "healing" prime minister. 
"Sell Heseltines, buy Majors," said one 
right-winger. "Healing balm, not a violent 
emetic," said another. And Mr Major 
himself could not have been more emol- 
lient. He transformed the atmosphere in 
the budget-day chamber. Where his 
predecessor, Mr Nigel Lawson, was all dry- 
ice and thunderflash, Mr Major was cour- 
teous and measured. He even developed a 
nice line in badinage with the unusually 
genial Labour leader, Mr Nei! Kinnock. 
The two men seem genuinely to like one 
another. 

Tory members who felt that Mr 
Lawson regarded them as intellectual pig- 
mies (as, doubtless, he did) are puffed up 
with pleasure at how this kinder, gentler 
chancellor listens tothem. Some members 
of the backbench Tory Treasury commit- 
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tee are under the impression that they vir- 
tually dictated his budget—which is 
harmless and quite touching. 
Backbenchers also noted, and liked, 
the political populism that is starting to 
become the Major hallmark—good news 
for the football-watching, pipe-smoking, 
beer-drinking man on a modest income, 
less good news for directors with free flats 
and swanky company cars. He was pre- 
pared to buy off political pressure, as over 
workplace nurseries, in a way Mr Lawson 





Healing hands 


would surely have disdained. 

All this means that Mr Major has im- 
proved his chances of succeeding Mrs 
Thatcher and might even be a serious con- 
tender if she retired early. More impor- 
tantly, by giving the impression that the 
government's control-room department is 
neither flustered nor panicky, his confi- 
dent, self-possessed performance has bol- 
stered the prime minister's own position 
just when she needed that support most. 
During Mr Kinnock’s amusing budget 
counter-attack, she sat with Mr Major and 
Mr Kenneth Baker, the party chairman, 
squeezed protectively around her. The 
trio's body-language was eloquent. 

Some Conservative spoil-sports fear 
the impact of the budget will be short- 
lived. Certainly, Mr Major did not frame 
his budget with much of an eye on the 
next dreadful six months—and may yet 
be forced to raise interest rates. But for 
most Tories, excluding a minority who 
thought he was too soft, this budget was 
welcome relief. 

One cautionary note: Mr Major’s real 


Tory hero is not Macmillan nor Mr 
Lawson, but the late Iain Macleod. Mac- 





leod used to say that büdgets which were 
praised at Easter would be condemned by 
the autumn. 


City of philosophers 


he only budget announcement that 

might have influenced the mid-Staf- 
fordshire result was the doubling of the 
savings limit for those entitled to claim 
poll-tax relief. In that long thin strip of 
middle England, with its old towns and 
charmless Birmingham commuter-belt es- 
tates, Tory canvassers heard time and 
time again that voters wanted to punish 
the government for the poll tax. 

When Sir Geoffrey Howe, the deputy 
prime minister, spoke in the town of 
Stone to grey-haired party loyalists, five 
out of the seven questions addressed to 
him were stingingly hostile. One self-de- 
scribed Heathite Tory said that the mes- 
sage from the doorsteps was of profound 
disillusion with Mrs Thatcher. 

Dr Samuel Johnson, the most famous 
son of Lichfield, in the south of the con- 
stituency, described it as a city of philoso- 
phers. Faced with the poll tax, most of its 
modern citizenry have sounded distinctly 
unphilosophical these past few weeks. A 
Tory campaign machine on full throttle 
generally encountered sour looks and sul- 
len stares. 

Depressingly, the Labour party man- 
aged to run an entire campaign without 
exposing its candidate to genuine scrutiny 
at public meetings. As in the 1987 general 
election, the Conservatives were readier 
to put themselves on the line—to be made 
fools of, as might be, by voters and jour- 
nalists. The Labour candidate, Mrs Sylvia 
Heal, who rarely departed from script, is 
said to be a personal friend of Mr 
Kinnock. This has been the case with 
three out of the past four successful La- 
bour by-election candidates: a slow but 
novel way for Mr Kinnock to stamp out 
dissent in his parliamentary party. 

The most interesting aspect of the La- 
bour campaign was, however, its glossy, 
middle-class niceness. A Labour campaign 
document championed the “traditional 
values and firm foundations of the mid- 
Staffordshire way of life" and complained 
that its “serenity... been shattered 
in recent times" by crime. This essentially 
conservative message was reinforced with 
the comfortable-sounding election slogan: 
“Vote for what you value". Gazing down 
from his plinth in Lichfield, you could al- 
most hear Dr Johnson muttering: “Social- 
ism, Sir, is a cow, which will yield such 
people no more milk—and so they are 
gone to milk the bull". 
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Sundowners 


Tokyo stocks plummeted be- 
fore and after the Bank of Ja- 
raised its discount rate 
from 444% to 514%, the 
fourth increase in ten months. 
The yen fell too, pushing the 
total market capitalisation of 
the Tokyo exchange beneath 
that of the New York ex- 
change for the first time in 


three years. 





Japan’s four leading broker- 


ages, Nomura, Daiwa, 
Nikko and Yamaichi, 
agreed to stop issuing new 
shares, convertible bonds and 
warrant bonds for Japanese 
companies both in Tokyo and 
in the Euromarkets for at least 
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BUSINESS THIS WEEK 





space shuttle can be persuaded 
to collect it, or until it falls 
down. The $150m satellite is 


not insured. 





With spring warming the 
northern hemisphere and 
OPEC unable to agree on cuts 
in production at the cartel's 
meeting in Vienna, oil prices 
tumbled to their lowest level 
this year. In January, in con- 
trast, high oil prices pushed 
the cost of America's oil im- 
ports to a record level. 


Happy together 
D-mark bond prices fell, but 


the currency soared as East 
Germany's conservative Alli- 





Ito-Yokado, a Japanese retail- 
ing giant and its subsidiary, 7- 
Eleven of Japan, offered to 
buy 7596 of Southland 
Coporation, which cperates 
America's 7-Eleven chain of 
convenience stores. Southland 
is a casualty of the collapse of 
the junk bond markets. The 
offer depends upon its debt 
being restuctured successfully. 


Terrific trade 





The value of world merchan- 
dise trade grew by over 7% in 
1989 to top $3 trillion for the 
first time, reported GATT. 
America climbed back to the 
top of the exporters' league ta- 
ble after three years in second 
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cost as much as $162 billion | 










more than the $50 billion au- f 
thorised by Congress less than | 


a year ago. 


Deals on wheels 


President Bush proposed a 
near-doubling of federal 
spending on airport expan- 
sion over the next five | 
years—but would pay the bill — 
with a controversial depar- | 
tures tax. 


Tate & Lyle began talks with © 
Berisford, another British 3 
sugar company, about a possi- | 
ble merger. i 
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a month. They are trying to ance for Germany won 48% | place to West Germany. America’s Federal Highway 
prop up the tumbling stock- of the vote in the country’s Administration said it might 
market by cutting the supply first free election. Bonn prom- | California’s Getty Museum invest in smart roads which 
of new issues. But who would ises monetary union by June bought Van Gogh’s Irises could warn drivers of trafic. |- 
want to issue now anyway? 30th, but the Alliance needs from Alan Bond for $40m. Mr | jams and electronically collect | 
| two-thirds of the parliamen- Bond bought the painting for | tolls for using the road. | 
Brazil's financial markets tary vote before it can com- a record $53.9m in 1987. 
were immobilised by the infla- | plete unification. New departures 
tion-fighting plan announced Everybody chip in 
by Fernando Collor, the newly | The European Commission Details of new economic re- 
elected president. The plan made its first concrete pro- Six of America's leading tech- | form in the Soviet Union 
created a new, free-floating posal on monetary union. It nology companies—including | emerged. The government 
currency called the cruzeiro, called for a EuroFed to coor- | iBM, Du Pont and Micron says it will break up state 
and froze deposits worth dinate monetary policies. It Technology—teamed up with | monopolies, liberalise prices, 
about $115 billion. also asked member states to Perkin-Elmer man:zgers to set up an independent central 
replace their currencies with buy that company's electron- bank and introduce a single 
London's International the ecu, eventually. beam business. Though its rouble exchange rate. 
Stock Exchange said it would technology, which makes | 
cut 350 people from its staff of | New beginnings chips, has won much praise, Peter Quinnen, head of James |- 
2,800 in the first stage of a big Perkin-Elmer did not think it Capel, a top British stock- ( 
slimming campaign. Wall Street whizz-kid Don could profit in the face of Jap- | brokerage, resigned. The 
Carter is entering a new stage | anese competition. firm's parent, the Hongkong 
The second stage of the rocket | ofhis career. After pleading and Shanghai Bank, despaired | 
carrying Intelsat 6, the guilty to stealing $1m from his | A task force sent out by the at James Capel'slack of prof |. 
world's biggest communica- clients he may go to jail. vri House of Representatives' its. Nevertheless, it was 
tions satellite, failed to sepa- Group, which paid $75m for banking committee estimates unamused by Mr Quinnen's 
rate. So Intelsat 6 is stuck ina | Mr Carter's company in 1987, | that sorting out America's attempts to find a new (Japa- 
uselessly low orbit until a is not amused. savings and loan mess could | nese)owner. 
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anadian Pacific Limited had a final net income for 
1989 of $745.2 million, or $2.35 per Ordinary share, 
compared with $820.1 million, or $2.65 per share, in 
ncome from continuing operations was $664.6 million, - 
or $2.09 per Ordinary share, compared with $683.9 million, 
or $2.21 per share, in 1988. 


For the fourth quarter, net income was $190.7 million, 
or 60 cents per Ordinary share, in 1989 compared with 
$206.6 million, or 65 cents per share, in 1988. Income from 


af 


continuing operations was $188.2 million, or 59 cents per 
share, compared with $144.4 million, or 45 cents per share, 
in the fourth quarter of 1988. 


Consolidated Income (unaudited) 


32281 Ds 


| SUED. | l jarter- 12 Months 
S . 198 1989 
Transponstion and Waste Services Pi $ 110.1 
Energy 139.2 
Forest Prodacts i 175.4 
Real Estate and Hoteis p : 166.8 
Telecoramunications and Manufacturing 
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income from continuing operations i 188.2 144.4 
Discontinued Operations 2.5 622 
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|  Netincome — a "e 8 1907 $2066  . $745.2 
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a Average number of shares outstanding (millions) 317.8 316.0 | 317.3 
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Earnings per Ordinary share 
income from continuing operations $ 0.59 $ 045 $ 2.09 $ 2.21 
Net income l . § 0.60 $ 065 . $235 X 8 268 
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Consolidated revenues from continuing operations, after 
elimination of inter-company transactions, were $11,020.2 
million in 1989 compared with $10,926.4 million in 1988. 
Revenues from continuing operations in the fourth quarter 


were $2.203.4 million in 1989 compared with $2,736.4 
million in 1988. 


Lower railway freight traffic, the stronger Canadi 
and weal newsprint markets were the major reasons OF the 
decline i net income. The results also. reflect — 
charg ge jest 
















ourviving the Drexel whirlwind 


NEW YORK 


S — * 


The American public — when the junk-bond market collapsed. But 
junk bonds helped many successful businesses, which now face hard tímes 


— EVemsov is dancing on the grave of - 
Drexel Burnham Lambert—everybody 





but entrepreneurial. America, that is. The 
hundreds of businesses that have- grown 


th the help of the $200 billion-plus mar- 
t for high-risk, high-yield securities cre- 


“ated by Drexel do not. share the American 


- publics jubilation over the investment: 
bank's demise, which came after paying a 






$650m fine on six counts of mail and securi- 
ties fraud. =- 


When 200 of D Drexel s former — : 
‘appeared on an hour-long television show - 
 récently, their host; Mr Phil Donahue, told: 
them exactly what most Americans proba. 


| bly do think of them. 





mean... . Nobody likes you. You're Wall Street 
-yuppies-and you've got a bad image . . . 1 mean 






árvard types. You are- mostly Republi- 
"can, You were raised in Connecticut. You 

. never ride the subway. So who gives a damn 
about you guys? - | 










reason to. a some of what they did very 


- You not only were arrogant, you were 
| ‘snobbish, and in lots of ways, very impolite and 


are -mostly white, mostly north-eastern, 


Drexel' s 11,000 ex-employees may not be 
rawn from the rainbow coalition, but lots. 
of consumers and workers in America have 


much. The junk-bond market that these 


Drexel yuppies and their mentor, Mr Mi- 
-chael Milken, created has financed many 
- successful companies. Only about 2,000 of 


tle 23,000 companies in America that have 
annual sales of $35m or more can hope to 


issue debt that wins an investment-grade rat- 
ing. Until Drexel came along, the rest were 
denied access to the corporate-bond market’ 
on anything like reasonable terms. 

-= Mr Milken opened the door. As the 


head of Drexel's bond-trading department, 
until he was dismissed after being charged 
with securities fraud, Mr Milken convinced 
many (mainly institutional) investors that 
the higher yields on bonds that carried a be- 
low-investment-grade rating compensated 
for the extra risk. Drexel successfully pio- 
neered a mezzanine layer of financing be- 
tween equity and bank debt for medium- 
sized American companies. 

The collapse of Drexel has drawn ihe 
public's attention to over-borrowed compa- 
nies struggling to service high-yield debts. 
That concern is myopic. Most of the 1,000 


issuers of junk bonds have put the money 


they have raised to good, and sometimes 
brilliant, use. 
One such company is Mr William Mc- 
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Gowan's MCI It introduced the world's firs 
fibre-optic telephone network with a $3 bi 
lion issue arranged by Drexel. Milken bonds 
helped Mr Ted Turner's CNN grow into an 
international supplier of television. 1 
Hasbro, the maker of the G1. Joe lin 

dolls, is another success. High-yield-bonc 
sales ‘through Drexel helped finance the ac 
quisitions that have turned Hasbro. int 
America’s biggest toy company. 
_ Other — can be — as 






















pat, Ven in a gu — m 
Kroger, a client of Goldman Sachs, has 
come the country's second-larges gr 
chain with the help of junk bonds.: ; 
| us success stories are —— ij 








— is — te >D 
which used to commit id ou n-5 bill 


cent — bond; issues ce been dr: | 
cessfully: by Goldman Sachs for Kroger, at 
by Merrill Lynch for Sullivan Graphics. 

Amnesia has blotted out all memor 
the companies that prospered after 
junk bonds. Only the failures linger 
of them, like the stores empire assembled 
Mr Robert  Campeau (owner 
Bloomingdale’s and Bon Marché), Ri 
International, a casino operator, ani 
mount Petroleum would. probabh 

















































low to the scores of companies which 
re planning new offerings. Drexel’s col- 
. is especially painful for those junk- 
nd issuers which had counted on the in- 
tment bank to restructure their debt. 
“Some Drexel orphans are too small to 
rit the attention of the big Wall Street in- 
nent banks. They are flocking to such 
pany doctors as Mr Bob Sind’s Recov- 
anagement Corporation in New York. 
long as Drexel was there," says Mr 
"they always managed to find a way to 
sgle from debt-payment date to debt- 
date." The treatment. prescribed 





ces of Genes are — to » tap. “The “tight 
tality by investors has made equity fi- 
cing prohibitively expensive for all but 
soundest of companies. The commer- 


NEW YORK 


€« 'HEY'RE laughing all the way to 
x the funeral," said one corporate 
wit. This unpleasant humour was 
rompted by the stockmarket’s reaction 
o the death from heart failure on March 
18th of Mr Roland Berner, the 80-year- 
old chief executive of the Curtiss-Wright 
recision engineering company. The day 
; after. the announcement of Mr Berner’s 
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eath; on the ev ning gof March 19th, the 
price of Curtiss-‘Wright’s shares rose 
ue to —— — hopes th 
i ad — now. 











-part of a growing man The 
Ip ell Soup — to 





che collapse of the junk-bon ‘market is 


mde ring — financial analy- - 
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at some or all 
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cial-paper market offers only short-term fr 
nancing. The bond market is again exclu- 
sive, And America's hard-pressed banks are 
in no mood for adventurous lending. 
Matters have been made worse by the 


< way investment banks scrambled to do junk- 


bond deals after federal investigators closed 
in on Mr Milken. Standards went by the 
board as they sensed a chance to break 
Drexel's dominance of the junk-bond busi- 


. ness. Many of the deals struck in this fren- 


zied atmosphere are sure to go sour eventu- 
ally, sending more companies to the brink. 
They will join companies already there. 
The biggest is RIR-Nabisco, a food-and-to- 
bacco giant taken private early last year in a 
record $25 billion leveraged buy-out. RjR's 


credit rating is being ruined by junk bonds - 


whose interest rates are supposed to be reset 
by May 1991 at a level that restores them to 
10096 of their issue príces. These bonds are 
trading at well below 7096 of their issue 
prices. The message is obvious: RJR will have 


. to restructure its debts to avoid default. 


Macy's, a department-store chain, is in 
nearly as much trouble. It lost $39m in the 
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artyrs to their share price 


i 
| 
$3814 when Mr John Dorrance, the re- | 
tired chairman and son of the founder of | 
Campbell Soup, died last April at the age | 
of 70. Colleagues described Dorrance as | 
a gentlemanly, compassionate man with 
alot of moral commitment. Industry ana- 
lysts were more interested in the fact that 
he controlled enough shares in the 
world's biggest soup maker to veto any 
takeover bid. They hoped a row between 
his sisters and his cousins and his aunts 
would make the company less acqui- 
sition-proof. Members of Dorrance's ex- 
tended family have indeed disagreed in 
public over whether or not the company | 
should be sold. Quaker Oats has ex- 
pressed an interest in buying it. So far, 
Campbell remains independent. 
Occidental Petroleum is another | 
"death-watch company”. The shares at- 
tracted buyers when Occidental’s 91- 
year-old boss, Dr Armand Hammer, 
slipped in the bath three years ago. Spec- 
ulators also think that Peter Grace, 78, 
head of the conglomerate W.R. Grace, | 
and Mr Lew Wasserman, 77, chairman of. 
the MCA entertainment business, might 
be more valuable to their companies 
dead than alive. Investors rushed into 
the shares of the Amerada Hess oil com- 
pany when they heard that its chairman | 
Mr Leon Hess, 75, had gone to hospital. | 
They rushed out again when they learnt | 
that the patient was not Mr Hess, but = 


wife. 








three months 








sto Janutry th, the Christ 
mas quarter that usually produces i its biggest 
profit of the year. Southland Corporation, 


the operator of America’s 7-Eleven conve- 


nience stores, is also stfuggling. On March 
22nd, lto-Yokado, a Japanese retailing giant, 
and its subsidiary, 7-Eleven Japan, offered to 
buy 75% of the« company. 








already — more d án $400m 

are taking it private. Mr William m Farley who 
acquired a slew of manufacturing companies 
with junk-bond financing arranged 
Drexel, has had to resort to a bridging. loan. 





from banks to finance his acquisition of © 


West Point-Pepperell, a textile giant. 

Two or three years ago signs of such ve! 
nerability would have attracted lots of pre: 
ators, from home and abroad. Times have 
changed. The $1.6 billion that BTR, a British 
conglomerate, has offered for Norton, an 
abrasives maker, is the first big hostile take- 
over bid made in America so far this year. 
With the collapse of Drexel and the junk- 
bond market, there are many more eager 
sellers of corporate assets than eager buyers. 
Expect a wave of friendly mergers and alli- 
ances that do not require new money, either 
equity or debt. 





The return of Perrier 
EauKay D 


PEOPLE who sell stuff in glass bottles ap- 

-parently do not throw stones. In the five 
weeks since Perrier, a French bubbly-water 
company, was. struck. by a contaminatic- ` 
scare, its: competitors have been exquisite 
polite about its travails. Small wonder. The 
industry has a booming though fragile mar- 
ket to protect. = 

In America, bottled-water aa have 2 

grown from $1.2 billion in 1983 to $2.6 bil- 
lion in 1989. Last year Britons swigged water 
worth about £150m ($243m), 6096 more 
than in the previous year. Perrier's coy ad- 
vertising, aimed. at yuppies everywhere, 
made bottled water fashionable. Other com- 


" panies quickly moved to siphon off a share 


of the new business. Nobody. wants to see 
that flow become a trickle. 

Perrier’s comeback campaign is already 
being shown on television in France, and ap- 
pearing in the press and on radio in Amer- 


ica. It is due to appear in Britain om March 
28th. Bottle labels will still describe Perrier’s 
water as "naturally carbonated”, although 
lots of extra fizz gets pumped in above 
ground. The company has. also neatly 
glossed over the fact that with this added gas 


(extracted from water from a second under- 














RTHODOX economists believe that 
governments can wipe out accelerat- 
ing inflation only by balancing their bud- 
gets and sharply reducing the monetary 
growth. The snag is that in countries with 
persistently high inflation hardly anyone 
holds paper money; instead they put all 
earnings in index-linked bonds or inter- 
est-earning savings accounts. So the only 
way to squeeze the money supply is to re- 
duce the public’s savings. The attempt to 
do this lies behind Brazil’s and Argenti- 
na’s latest anti-inflation programmes. 
Brazil's and Argentina’s previous anti- 
inflation plans were based on the belief 
that high inflation is caused by its own 
momentum. If workers believe in- 
flation is likely to accelerate, they 
will demand high enough wages to 
compensate for expected increases 
in prices. Businesses will then put 
up prices to pay for the wage in- ` 
creases. Inflation, if it is accommo- 
dated by central banks, spirals 
upwards. 
The first of Argentina's and 
Brazil's more recent batch of anti- 
inflation programmes, introduced 
in June 1985 and February 1986, 
tried to break inflationary expecta- 
tions by freezing prices, pegging the 
exchange rate to the dollar, and fix- 
ing wages. The hope was that infla- 
tion could be arrested by decree, 
without a fall in output or a cut in 
living standards. 

That was the theory. But inflation was 
also caused by too much purchasing 
power in the economy. The anti-inflation 
programmes failed because they hardly 
cut government spending. The Argentine 
and Brazilian budget deficits stayed at 796 
and 5.5% respectively of GDP in 1987. In 
early 1986 Argentina’s price controls 
started to slip, and in October of the same 
year Brazil's crumbled too. Inflation rose 
soon afterwards. 

The lesson seemed clear. Any attempt 
to reduce inflation permanently would re- 
quire a deep cut in government spending 
and tight control over the money supply. 
In January 1989 the Brazilian government 
seemed to acknowledge this. Its new pack- 
age, known as the Summer plan, pro- 
posed severe cuts in public spending, as 
well as a wage and price freeze and a new 
currency. In 1989 direct government ex- 
penditure on agricultural and industrial 
subsidies fell, in dollar terms, by 56% 
compared with 1988. Despite this, the 


Colloring the currency 


Brazil and — governments have recently taken drastic steps to 
wipe out their four-digit inflation rates. Will they succeed? 
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government was unable to fire many civil 
servants: Congress objected. In 1989 the 
central government’s salary bill rose by 
20% in dollar terms on the previous year. 

The attempt to reduce liquidity in the 
economy through high real interest rates 
was the government’s main mistake. In 
January 1989 outstanding government 
bonds, whose coupon-rate was tied to the 
market interest rate, amounted to a hefty 
$75 billion. In December 1988 the 
monthly real interest rate was 0.8%; by 








the following December it had risen to 
4.3%. As real interest rates rose, so did 
the cost of servicing the government's 
debt. The central government paid $20 
billion in interest payments and 
amortisation in 1989, twice as much as it 
paid in 1988. 

The owners of the government debt 
were in large part Brazilian private inves- 
tors, and (indirectly) those who had sav- 
ings accounts in banks. As government 
debts increased, the public became richer, 
and spent more. Since their savings were 
completely liquid (ie, they could be with- 
drawn immediately from banks), they 
were equivalent to cash. High interest 
rates thus increased the effective money 
supply. By April 1989 price controls 
started to crumble and monthly inflation 
rose from 596 in March 1989 to 7396 this 
February. 

Argentina's government failed to ar- 
rest inflation for much the same reason. 
The public held almost all the local cur- 








rency in eve def time depuis which: | 
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paid a-monthly real interest rate of about 
1096. The government borrowed from the 
banks about four-fifths of these deposits, 
to finance its deficit. As in Brazil, the high 


real interest rates made the public richer, | 


increased the government deficit, and fu- 
elled inflation. 


In January President Menem's govern- ||. 


ment unilaterally converted seven-day 
time deposits over | m australs ($560) into 


ten-year dollar bonds that paid interna- || 
tional interest rates. At a stroke the gov- |. 
ernment removed about 70% of the local || 


currency from the economy. But these de- 


posits constituted a small part of the total 


assets of the Argentines, since most peo- |} 
ple kept their wealth in dollars. The gov- || 
ernment started printng more money | 
soon after the savings-freeze and inflation 


has picked up again. 

Mr Fernando Collor de Mello, Brazil's 
new president, plans to eliminate Brazil's 
savings (or monetary) overhang in 
two ways. On March 16th he froze 


and four-fifths of funds (or 25,000 
new cruzados, whichever is highest) 
in overnight accounts for 18 


the budget deficit of 7% of GDP in 


Thus the government announced 
sweeping increases in taxes and 


dies, sell off state assets, an 


portion of public employees). 


The government will auction cruzeiros || 
(the new currency which will replace the - 
cruzado) for the savings in the frozen ac- 
counts. The exchange rate will be deter- 


mined by the demand for the new money 
and the amount of cruzeiros the govern- 
ment is willing to supply. This will be the 
critical test for the government. If it auc- 
tions off too few cruzeiros, it risks destroy- 
ing the economy, as there will not be 


enough money to pay for anything. But if || 
the government sells too many cruzeiros, || 


Brazil's inflation rate will remain high. 
The Brazilian package combines a li- 
quidity and fiscal squeeze of such austerity 
that, if it sticks, it will almost certainly 
wipe out inflation. The drawback to both 
this and the Argentine scheme is that, 
having frozen the public's savings, both 


governments will find it difficult (or ex- - 
pensive) to borrow in the future. Given — 


the history of borrowing by the Brazilian 


savings in excess of 50,000 new cru- — 
zados ($1,000 at the official rate) - 


months. This amounted to a with- 

drawal of $115 billion from the © 
economy, about a third of Brazil's | 
GDP. Second, he proposed to turn. 


1989 into a surplus of 2% of GDP. © 
cuts in the public sector; it aimed to — 
scrap all the remaining state subsi- - 
about 80,000 workers (a small pro- | 
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and Argentine governments, this may be 1 


no bad thing. 






































ag benzene, which have to be taken out be- 
fore bottling. For over six months faulty 
filters were letting benzene through. 
— . Perrier's first explanation for the con- 
tamination of its water was that a worker at 
i ts French plant had mistakenly used the 
wrong sort of cleaning fluid on bottling 
e quipment. It took four days for the com- 
pe y to identify the real cause. Even now ad- 
ertising copy declares, "The spring water it- 
was never at issue. It’s still as pure as it 
as been for thousands of years.” No men- 
tion of what has to be taken out to make the 
bubbles "natur 
; — Perrier's French television advertise- 
m s eschew weighty health talk in favour 
" Gallic schmaltz. "I knew you'd come 
ba , that you wouldn’t drop me like that,” 
breathes a husky male voice. “Don’t cry, 
you'll spoil your beautiful new label." A cur- 
bi a ceous green bottle murmurs in reply: "I'm 
ot crying; it's happiness." The British ver- 
sion, to be launched on April 4th, will ini- 
tially involve a "we're back" theme, then re- 
turn to puns on the word "eau". America’s 
of Hering is still under wraps. 
Frivolity is a better marketing strategy 
fo the bottled-water industry than actually 
: telli y consumers about its products. Just 
ike tap water, bottled water contains a host 
— n too much of some of them 
E bed for you. Because such minerals are 
I normally present at levels far below safety 
this usually does not matter to public 
ealth. It does matter to an industry whose 


sc elli z point is purity. Last year Archives of. 


i Er ironmental Health, an American sci- 
ence journal, published analyses of 31 min- 
eral-water brands. A startling 24 failed to 
meet standards laid down for public water 
oii, supplies. Studies like this ex- 
BN plain why manufacturers have 
2 not started a slanging match. 
“Any statement from us would 
have been highly irresponsi- 
ble,” says a marketing manager 
at Nestlé, producers of 
Ashbourne, an English bot- 
tled water. Perhaps a better 
word would be suicidal. 
The industry's solid 
: front seems to have 
O worked. Retailers claim 
Oo bottled-water sales have 
‘ not dropped much. 
Perrier's competitors 
have had to put their 
Lx plants on 24-hour 
© W shifts to cope with 
added demand from 
the unaccustomed 
absence of the 
once ubiquitous 
bottles. 


— fortune prob- 
RAM ably will not 





round source) come added nasties, includ- 


min bn 
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taurants and two large liquor-store chains 
unearthed only one outlet not intending to 
re-order Perrier when it becomes available 
again. American sales are expected to re- 
cover quickly too. 





Microsoft 


What comes after 
seven fat years? 


SEATTLE 


66 NÑ UIT while you're on top” seems to 
be the philosophy of Mr Jon Shirley, 
president of Microsoft, the leading 

supplier of software for personal computers. 

Microsoft's sales should top $1 billion in the 

year to June 1990. Profit is soaring. 

company has added to its strength in sys- 
tems software— particularly the DOS operat- 
ing system which comes with every IBM-com- 
patible personal computer—with a range of 
word-processors, spreadsheets and other 
applications software. With 
more than $20m-worth of 

Microsoft shares, Mr Shir- 

ley will sail off into the sun- 

set in June, when he plans 
to retire. On March 19th he 
named his successor, Mr 

Michael Hallman, most re- 

cently the manager of 

13,000 employees in the 

computer-services division 

of Boeing. 

Mr Hallman faces a different set of chal- 
lenges from those that greeted Mr Shirley in 
1983. Mr Shirley reckons that the greatest 
of these will be developing closer links with 
customers. Traditionally, Microsoft has con- 
centrated on creating products—and left 
the courting of customers to its dealers or to 
the computer makers who sold its DOs op- 
erating system with their machines. Though 
it still has no intention of selling directly, 
Microsoft wants a bigger say on how its 
products should be used. 

So the company is shifting its attention 
from selling individual products to selling a 
range that can work easily together. Instead 
of impressing its customers with the ease 
and convenience of, say, Microsoft's 
"Word" word-processing program, the com- 
pany hopes to wow them with the way that 
“Word” can incorporate charts or query a 
remote database for the latest sales figures. 
But selling linked products is more compli- 
cated than pushing individual ones, because 
customers require more help in making 
things work. 

Equally important, the more Microsoft 
talks to customers, the greater its chances of 
convincing them to adopt its new Os/2 op- 
erating system as the foundation on which 
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to build office automation. Sales of os/2 


have gone more slowly t some at 
Microsoft had hoped. The slower the 
growth, the more timè AT&T will have to 
strengthen the challenge to 05/2 from its ri- 
val Unix operating system. 

Mr Hallman's experience at Boeing will 
have left him well versed in the problems of 
a large computer-user. But making the tran- 
sition from user to supplier can be tricky. 
Apple Computer's relationship with Mr Al- 
lan Lorenz, who was hired from a giant in- 
surance firm, CIGNA, to beef up Apple's ap- 
peal to corporate accounts, ended in tears. 
And yet unlike Mr Lorenz, who joined a 
company perennially being reorganised, Mr 
Hallman will lead a relatively stable manage- 
ment team. In addition to installing basic 
systems for accounting, cost-control and dis- 
tribution, Mr Shirley helped to create a 
layer of reliable executives who could trans- 
late the technical visions of the compan 
chairman and founder, Mr Bill Gates, in... 
products that got out the door, on time and 
to budget. 

Though Mr Gates remains in charge of 
technology in this technology-driven com- 

pany, he is backed up by 


seven “gurus”. These seven 
The climb to 
| $m 
is AP 
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wise men guide small teams of young pro- 
grammers. Each team specialises in a set of 
functions—eg, handling text or drawing 
graphs. The teams work to guidelines that 
ensure that their creations can work with 
those of their colleagues. Though Microsoft 
offers its programs on three different operat- 
ing systems—DOsS, Os/2 and Apple Macin- 
tosh—only about one-fifth of the program 
need be tinkered with to shift from one com- 
puter to another. 

The most important job for Mr Hall- 
man will be to get on with his chairman, Mr 
Gates. Aged 34, Mr Gates is bright, opin- 
ionated, decisive and every bit as sure of 
himself as one d expect from a man 
who was a billionaire by the age of 30. Mr 
Shirley reckons Mr Hallman will need two 
qualities. Anyone working with Mr Gates 
must take decisions on the spot; studies and 
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committees fray the Isillionaire's patience. 
Second, Mr Hallman must avoid worrying 
Mr Gates with administrative and financial 
detail. Mr Gates woufd be happy to get his 
financial information?from the quarterly re- 
port to shareholders—so long as he can be 
confident that the news will be as consis- 
tently good as it has been during Mr 
Shirley's seven years in charge. 





East European telecoms 
Don't hang up 


WARSAW 


TEVER their politics, Poles ex- 
pect to wait up to 20 years for a new 
telephone. Hungarians are used to waiting 
' ween five and ten years. Once a tele- 
, one has been installed, it is often useless. 
ror several months last winter, residents of 
Warsaw who had a telephone number be- 
ginning with three could not call anyone 
whose number began with four. 

Tackling this catastrophe is a top prior- 
ity for every East European country. They 
know that luring foreign investors will be 
impossible if foreigners cannot make tele- 
phone calls. With their rudimentary net- 
works, Eastern Europe could leap-frog to the 
latest technology—though that is a day- 
dream, given that no country in the region 
has the expertise or the money to do so. Lo- 
cal telecoms-equipment makers can supply 
only feeble 1950s gear; and foreign ex- 

is so scarce that importing fancy 
western hardware or technology is 
impossible. 

Despite this, western companies are 
queuing up to win contracts. The risk for 
any foreign telecoms-supplier is enormous, 
---* so are the possible returns. The tradi- 

ial markets of western equipment com- 
panies are growing slowly, if at all. By con- 
trast, forecasts TRC, a British consultant, 
East European spending on equipment (in- 
cluding Russia's) could double to $30 billion 
by 2000, not far behind that of America's. 

Because of the need for foreigners, East 
European telecoms markets could become 
far more open than those in any continental 
West European country. Every week brings 
announcements of international deals. The 
best example is Hungary. lt plans to invest 
$6 billion-7 billion in its telephone network 
over the next ten years. It hopes to attract 
foreign investment and technology by 
liberalising and privatising the industry and 
encouraging joint ventures. 

Hungary plans to sell half of BHG, the 
country s largest telecoms-equipment manu- 

er, to private investors. Last month 
BHG formed a joint venture with Kapsch and 
Schrack, two Austrian equipment makers, 
and Canada's Northern Telecom. 

Nor does collaboration stop at equip- 
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A Magyar makes his annual phone call 


ment manufacture. In December last year 
Hungary signed a contract with us West, 
one of America's seven local-telephone com- 
panies, and Ericsson, a Swedish manufac- 
turer, for a cellular telephone system. 

Hungary is not alone. Poland is aiming 
for a type of deregulation akin to America's 
break-up of AT&T. The government wants 
to set the technical standards of Poland's 
public network and to retain the power to 
set ceilings on consumer prices. But officials 
insist that Poland's national telephone com- 
pany, PTTP, will be protected only for a few 
more years and will then be left to go bank- 
rupt if it cannot compete against privately 
owned network operators. 

Like Hungary, Poland is using tax 
breaks and special currency provisions in an 
effort to compensate for the lack of a con- 
vertible currency. By 1991 Poland plans to 
allow foreign companies to repatriate 1596 
of their profits. 

Such details matter because western 


telecoms companies can make only limited 








investments until they know when and how 
they might gain a return. East European - 
countries are thus competing for the best 
western companies just as western compa- 
nies are competing for contracts. 

Still, western firms look at Eastern Eu- 
rope as a step towards winning valuable Rus- _ 
sian contracts. Going there directly can be 
hard as Alcatel, a French equipment maker, — 
found out. Last year its deal with Krasnaya 
Zarya, a Russian equipment producer, was - 
scuppered by Cocom, the international - 
committee that vets the flow of technology - 
to the eastern block. Cocom is more relaxed _ 
about Eastern Europe than it is about Rus- — 
sia. Pyramid Research, a Boston-based con- _ 
sultancy, reports that western companies — 
hope to use joint ventures in Eastern Europe 
to strengthen trading ries with Russia in 
preparation for the day when Cocom re- 
laxes its controls. | 

Now that the tussle has begun in ear- — 
nest, the East European telecommunica- - 
tions industry can only grow more confused. 
Whatever happens Eastern Europe's longe - 
suffering consumers, numbed by a lifetime - 
of busy signals, can only benefit. Crowley - 
and Ericsson, two western firms, claim that 
only six-nine months and $100m would be 
needed to fit seven Polish cities with mobile- 
telephone networks compatible with the ex- 
isting systems. Most usezs would then have 
to wait only a couple of hours for a new tele- 
phone. "Two hours instead of 20 years," — 
marvelled a recent Polish newspaper article. — 

A 
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Indonesia's conglomerates | 1 ; 
Time to grow up 


HE world's fifth most populous nation — 

is waking up. Indonesia now exports — 
more manufactured goods than oil. Corrup- _ 
tion has been tamed, though far from elimi- _ 
nated. The government seems committed to 
deregulation. Foreign investment, mainly _ 
from Japan, is pouring in. The economy is 
expected to grow 796 this year. This should 
all spell good news for Indonesia's two lead- 
ing conglomerates, the Salim and Astra 
groups. But, molly-coddled by the govern- 
ment for years, they may not be equipped to 
stand on their own two feet. 

The two groups dominate the cement, 
flour, car and motorbike markets. They also 
play a leading role in financial services, agri- 
businesses and timber. Both companies are — 
facing similar dilemmas. They are Chinese, — 
family-run empires whose aged founders re- 
main at the helm, creating inevitable specu- 
lation about succession squabbles and, more 
importantly, about whether such a style of — 
management will continue to work for bil- — 
l:on-dollar conglomerates with international 
ambitions. Both companies are closely iden- 
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I'll take two of Astra and three of Salim 


tified with the government of 68-year old 
President Suharto, who has ruled the coun- 
try for 24 years. When his reign ends, they 
could fall on hard times. Increasing their 
market share domestically might serve only 
to increase political resentment. The other 
way to grow—by producing goods of export 


quality—will be a stiff test of whether these . 


groups are the product of commercial logic 
or government patronage. 

Of the two, the Salim Group is the big- 
gest. Like most family companies it is tight- 
fisted with information. Analysts guess its 
annual sales are over 8.5 trillion rupiah 
($4.6 billion). The company’s 74-year-old 
founder, Mr Soedono Salim (better known 
by his Chinese name of Liem Sioe Liong) 
has turned presidential favours into a per- 
sonal fortune worth at least $2 billion. 

Government patronage can be a two- 
edged sword. When a Jakarta bureaucrat de- 
cided in the early 1980s that Indonesia 
should develop a steel industry, Mr Liem 
was “encouraged” to put up 40% of the 
$800m cost of the Krakatau Steel project. 


' This shows few signs of ever being profit- 


able. Ultimately the government will proba- 
bly bail out Krakatau as it bailed out Mr 
Liem's Indocement, South-East Asia’s larg- 
est cement producer, which faced bank- 
ruptcy in 1985 after expanding too rapidly. 

In turn, Mr Liem bailed the government 
out by floating 10% of Indocement's shares 
on the booming Jakarta stockmarket last 
December, raising $335m, and then using 
the money to repay most of the govern- 
ment’s investment. Selling more shares to 
foreigners and a growing Indonesian middle 
class would be the cheapest way for the 
group to finance further expansion and de- 
fuse some of the widespread resentment at 
Mr Liem’s success. 

Astra is trying a similar route. On 
March 16th an offer for 30m new shares in 
Astra International closed, heavily over-sub- 
scribed and raising 446 billion rupiah. Once 
the shares start trading on April 4th, the 
public will own 12.4% of Astra; the Interna- 
tional Finance Corporation (irc, the World 
Bank's private-sector arm) 5.496; and the 
controlling Soeryadjaya family the remain- 
ing 82.2%. 
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Astra makes more sense as a public com- 
pany than the Salim Group, mainly because 
its core businesses are obvious and inte- 
grated. Over 7596 of its operating profit 
(148.2 billion rupiah in 1989) comes from 
making and selling cars and motorbikes. 
Last year it accounted for 4896 of the 
178,000 cars sold in Indonesia and 5796 of 
the 289,000 motorbikes. Its best-selling 
model is the Kijang, a tin box developed 
through a joint venture with Toyota. 

The Indonesian government is keen to 
push up the local content of cars. Astra has 
set up 21 component-making joint ventures 
with Japanese companies, which are at- 
tracted by low Indonesian wages. These ven- 
tures will spearhead Astra’s planned export 
drive. It has already bought a component 
distributor in Canada and is starting one in 
Virginia. 

Astra likes to believe that the quality of 
its management, blessed with the IFC seal of 
approval, sets it apart in Indonesia. Mr Wil- 
liam Soeryadjaya (Chinese name: Mr Tjia 
Kian Liong), the 67-year old seigneur, is a 
founder-member of the Euro-Asia Centre at 
INSEAD, the Paris-based business school 
where Astra’s middle managers get sent for a 
spot of polishing. The company’s INSEAD 
alumni have yet to prove their skills in an 
openly competitive market. 





The drug industry in Japan 


sedated by 
bureaucrats 


APAN’S pharmaceuticals industry is an 

oddball. Like carmaking and machine- 

tool manufacture, it grew big and profit- 
able in a protected domestic market, its 
products have become world class and its 
firms are trying to go global. Yet the indus- 
try is a feeble exporter and will probably al- 
ways remain so. Why is it so different from 
other Japanese manufacturers? 

The answer, according to Mr Michael 
Reich of the Harvard School of Public 
Health, is that the industry has been nur- 
tured by an arm of the Japanese government 
that had no interest in exporting, making it 
a victim of government intervention. That is 
a perverse reversal of Japan's controversial 
government backing for export drives in 
other industries. 

In a recent article in the California 
Management Review, Mr Reich points out 
that, as a bailiwick of the Ministry of Health 
and Welfare, the industry was out of bounds 
to the Ministry of International Trade and 
Industry (MITI) and so never had bureau- 
crats helping or prodding it to export. In- 
stead the Japanese drug industry has been 
shaped by national health policy, whose pri- 
mary goal was to create a stable supply of up- 
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to-date drugs. The gôvernment helped drug 
makers by keeping out foreigners (though 
not foreign drugs uņder licence), limiting 
competition with heavy regulation and pro- 
viding firms with substantial profits. That 
left them little incentive to export. 

When the aims of the health bureau- 
crats changed, so did the way drug makers 
had to operate. It was only when the govern- 
ment started to cut drug prices after 1980, 
because it wanted to stop health bills rising 
further as the population greyed, that the 
drug makers were pushed into thinking 
about export markets. 

Until then, Japanese drug firms’ poor 
R&D and their emphasis on selling imported 
drugs had left them in poor shape to com- 
pete internationally. Enervated by years of 
living fat and happy off a cosy domestic mar- 
ket, firms did not respond to price cuts by 
trying harder to export, as health bure^- 
crats had hoped. What did spur them 
the invasion by foreign drug multinationais 
of the Japanese market after restrictions 
were relaxed in the 1980s. Since then better 
R&D and new products have made Japanese 
companies internationally competitive. Yet 
the export drive predicted for nearly a de- 
cade has yet to happen. 

It may never come. The industry is al- 
ready seeking to get round its international 
weaknesses—particularly one all foreign 
drug companies face everywhere, dealing 
with the regulatory complexities of drug ap- 
provals—through licensing agreements with 
local firms abroad as well as joint ventures, 
and overseas R&D and production. So in- 
stead of an export binge, the industry is 
more likely to go straight to offshore pro- 
duction in America and Europe. That 
would be a neat salve for trade friction. 





Take two and forget about exporting 
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s a variable rate, instant access account 

7 with no penalties and no minimum time 
limit, It has a minimum investment level 

0 ata substantial rate of 12.50%. 

— I terest rate is automatically adjusted 

in the whole investment as your balance steps 


ip as follows:- 














: AMOUNT 







1,000- £10,000+ | £25,000+ | £50,000+ 
INTEREST BATE | 12.50% 13.50% | 14.25% 14.50% 
12.89% 13.96% 15.03% 


You can also set up standing orders, direct 
lebits and have your interest paid directly into 
‘our UK or Channel Island bank account. 
Then there’s our new account, HALIFAX 
XED RATE INTERNATIONAL. The interest 


ate on your account is fixed on the day that 








ve receive your funds for a period of 12 months 
ind there is a minimum investment level 
t 510,000. 


ing Halifax accounts, you can expect 













npetitive interest rates. And being 
ore, we can offer you high interest with 


1C me tax deducted. 








INTERNATIONAL is paid twice yearly, giving a higher compounded annual rate (C.A.R.*) if your full interest is left intact for the whole — 
ailabl on demand Halifax — Sorley $ specs office} is in ti Halte, UK. Rate 





























Both accounts are only open to pe 
who are not ordinarily resident in the 
And both accounts have the added o option 
monthly interest. | 

L you would like details and. con j 


Alternatively, you can ring our Ha 
Jersey Helpline on (0)554 59840. 
You can rely on the Halifax to save y 


from a soaking. 


To Halifax Building Society, International Investment Unit, Ingouville 
| House, Ingouville Lane, St Helier, Jersey, Channel Islands. » 
Please open a HALIFAX DEPOSIT INTERN ATIONAL account for me/us. 
| I/we enclose a cheque/moneydraftNo. ..... — for Lm 
| I/we would like the interest to be: 
Added to balance [ ] Paid half-yearly E Paid monthly [7 Ge 
| I/we are not ordinarily resident in the UK. Please send the äi clar 
form for the payment of gross interest. — J 
| I/we accept the terms, conditions and regulations affecting thie a accoun 
for the time being in force. — 
| The sum is being invested in HALIFAX. DEPOSIT INTERN ATIONAL J 
| me/us as sole/joint beneficial owner(s). - 
l/we understand that by opening à deposit account, l/we become a 
| depositor with the Society. Depositors are not members of the Society 
Only members can attend at meetings of the Society and only certain 
| members can vote on resolutions. | 
Please send further details of HALIFAX DEPOSIT INTERNATIONAL [7] a 
| and/or HALIFAX FIXED RATE INTERNATIONAL [ ] | 


Full Name (Title) Tel No 

Address 

Country Date 

Nationality NUUS PER ae Sg ir atts 


Signature(s) 











THE WORLD'S N° 1 


Halifax Building Society, International Investment Unit, ^ 
Ingouville House, Ingouville Lane, St. Helier, Jersey, Channel Islands. 
Fax No: (9554 59280 Telex No: 4192584 P i 


MILD SEVEN 


An Encounter with Tenderness. 


n 
> 
Q 
77 
O 
= 
2 


best-selling 
Cigarette 


JAFAN TOBACCO INC 





' 
- 


— towed by size have been 


EI * ô * a e —— 
à ' " Ad À S a 
> * 4 Le * i e À ^ vi Te +i 





Corporate structdre 





Why big.might remain beautiful 


. 
CAMBRIDGE, MASSACHUSETTS 


ies are out of fashion. But one distinguished academic argues 


—— 


HE 1990s, say the most fashionable of 

management gurus, will be the decade of 
the small, networked company. Layers of 
management will be stripped away, an 
except core functions will be subcontracted 
to more efficient, specialist firms. Big com- 
panies, the argument runs, are inefficient, 
stifle innovation and dissipate wealth. 

One dissenting voice is that of Mr Al- 
fred Chandler, emeritus professor of busi- 
ness history at Harvard Business School. Mr 
“handler is best known for his book “The 

isible Hand", published in 1977, which 
chronicled the rise of managerial capitalism 
in America and won him a Pulitzer prize. 

The big industrial company, says Mr 
Chandler, has been the engine of eco- 
nomic growth for the past 100 years, 
and will continue to be so for the next 
100. This does not mean that big 
companies cannot fail as frequently as 
small companies. Indeed their col- 
lapse is often more spectacular be- 
cause of their size. But a ten-year 
study of 200 large firms in America, 
West Germany and Britain (the basis 
for his new book, “Scale and Scope", 
to be published by Harvard Univer- 
sity Press in April) has left Mr Chan- 
dler convinced that successful compa- 
nies evolve in remarkably similar 
ways. And to succeed in the long run, 
they have to grow big. 

Mr Chandler argues that the 

conomies of scale and scope be- 
grossly underval- 
ued by the "small is beautiful" brigade. In 
the four years after John D. Rockefeller in 
1882 combined 40 oil companies into the 
Standard Oil Trust (begetter of Exxon, still 
the world's biggest oil company), scale econ- 
omies cut refining costs by two-thirds. That 
gave Standard a stranglehold on the oil mar- 
ket which it might still enjoy had not Ameri- 
ca's trustbusters split the company up. 

Equally important are economies of 
scope: big firms can use the materials and 
processes employed to make one product in 
the manufacture of related goods, as Japan's 
consumer-electronics companies did in the 


1970s, using the same factories that had pre- 


- viously churned out cheap transistor radios 


to manufacture televisions and videos. 

But size is only a start. If a company is to 
become enduringly successful, says Mr 
Chandler, it must make two kinds of what 
he calls “first-mover” investments. One is to 


create national—preferably international— 
ew distribution networks. The 





continue to dominate world markets for decades to come 


other is to invest in a hierarchy of managers: 
lower and middle managers to oversee day- 
to-day operations, senior managers to co- 
ordinate and plan. That hierarchy need not 
be cosily ensconced at headquarters: it can 
be the sort of decentralised management 
network beloved of management gurus such 
as Mr Tom Peters. But even in a 
decentralised company, says Mr Chandler, 
bigness is better. 

First movers, then, are not always the 
entrepreneurs who invent a product; but 
they will be the first to build an organisation 
which can fully exploit its economies of scale 
and scope. To compete globally with estab- 
lished first-movers, newcomers have to 





build plants of comparable size, invest in a 
similar distribution network and train a ri- 
val managerial hierarchy: a tall order. 

This argument, however, ignores the ef- 
fects of new technologies on markets. The 
West's mechanical-typewriter makers were 
dethroned when Japanese companies like 
Brother poured electronic models (which 
employed wholly different manufacturing 
technologies) into the previously unassail- 
able typewriter markets. But look at the new 
companies which take the place of the old 
order, says Mr Chandler: almost all have fol- 
ren the first-mover formula and grown 

ig. 

IBM was not the first company to pro- 
duce mainframe computers (Remington 
Rand, Raytheon and Philco were all pio- 
neers), but it was the first to make vast first- 
mover investments in integrated produc- 
tion, distribution and management for the 
introduction of its System 360 in 1964. By go- 
ing global before its rivals and by i investing 
heavily in — expertise, IBM 
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launched itself as the world’s LI 
puter company. It still is. 
Failure to make first-mover investment 
can scupper industrial potential. Wi lia am 
Perkin, an Englishman, invented the fi rst 
man-made dyes in 1856. Britain had many 
—— advantages in dye- in 
cluding plenty of coal (the raw mat 
dyes) and a vast textile industry. Ya West 
Germany's Bayer and Hoechst went on te 
dominate the industry (by 1913 Germany 
produced 90% of the world's dyes) becaus 
unlike British companies, they made the es as 
sential first-mover investments in prod e 
tion, distribution and management. t 
y, if big remains beautiful, have bi 
— performed so badly during the 
past two decades, especially in America ar d 
Britain? Firms can easily dissipate their first- 
mover advantages, as Henry Ford did after 
the first world war by sacking many of i " 
best senior managers. America's carmakers 
did much the same in the 1980s by T 
respond to the growing Japanese compe- 
tition in America's -car market. — — 
But diversification is the main vil- 
lain. Facing fiercer competition after 
the second world war, firms fou: ad 
that the fastest way to grow was to di- 
versify. Encouraged 
theorists, big firms convinced them- 
selves that they could apply their ex- 
isting pool of manufacturing and 
management experience to any | busi- 
ness. But diversifying compan es 
found it much harder to exploit e econ- 
omies of scale and scope in these nx . 
fields—usually, says Mr Chandler, 
because they failed to make the se 
kind of first-mover investments they 
had made in their primary businesses. 
What diversifiers should have 
done instead, reckons Mr Chandler 
(a point on which he is in w ole- 
hearted agreement with folk such as Mr Pe- 
ters), was to concentrate their resources c 
"reinventing" their existing businesses. T he 
big chemical companies did just that (after 
first rashly diversifying) in the 1980s È | 
shifting Mods from commodity chemi- i 
cals to pharmaceuticals and biotechnology. 
The biggest flaw in Mr Chandler's arg js 
ment is that it applies more readily to inde 
tries where fast changes in technology di 
not seem likely. The small firm needling 
big multinational may be only a nuisance f 
the time being, but if it latches on to a ne w 
and successful technology and makes all the 
right first-mover investments it may be to- 
morrow's market leader. Minnows who 
want to become corporate Moby Di ks 
might take a leaf out of Compaq's bgok. 
Founded in 1982, Compaq ran itself from - 
the start as "a major company in its forma- 
tive stage", not just "a small company 
big plans". It is now America's eleventh-b 
gest computer maker 
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NEW BUSINESS 





- “The Company has continued its record 
< of impressive growth both in terms of assets 
under management and new business 
. Secured, said Norman Lessels in his 
*. Chairman's Statement. | 

. Standard Life operates in the UK, 
^ Canada and the Republic of Ireland. World- 
..wide new business premiums exceeded 
^ €17 billion. 

"os In the U.K. 1989 was an exceptional year 
E with 620,000 new policies issued for total 
new premiums of £13 billion. 

7^ Details of the Company's success in its 
main markéts in all three countries are 
given i in the Report. 





ASSETS 





! Total Group. sésets «under management 
“increased over the year by almost £5 billion 
and now amount to some £20. billion. 





“BONUSES 





^ The 1989 Declaration of Bonuses will 
~ once again ensure that the amounts payable 
under maturing Standard Life policies will 
^ compare extremely favourably with those 
_. payable under comparable policies issued 
|^. by other life offices. | 
=- ]n his Review last year, A.S. Bell, the 
- Company's Managing Director, explained 
_ why it was in ‘he interests of the Company's 
policyholders that levels of reversionary 
bonuses not only had regard to the invest- 
.ment. outlook but also preserved the 
"Company's ability to invest freely so that 
its total performance would not be adversely 
Affected. "For this reason; said Mr Bell, 
"although we have maintained current levels 
of reversionary bonus rates for our life 
assurance policies, we have thought it 
appropriate this year to reduce slightly the 
interim reversionary bonus and bonus 
growth rates in respect of our pension 
c business in the United Kingdom and 
z Lr of Ireland” 





INVESTMENT. 





Standard Life is one sf the major cadit 
investors in the U.K. with ordinary share 
|. investments. accounting for 295 of the UK. 
. equity market. _ 

22 The Company continued íts policy of 
favouring equity-type assets. Well over 
£2. billion has been. invested in such assets 








rates, Mr Bell said, ' 


aes STANDARD LIFE ASSURANCE COMPANY. 
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since the stock market collapse in October 
1987 Most equity investments in 1989 were 
made in the U.K. but significant additions 
were also made overseas and the programme 
of property developments has continued. 

The various funds under management 
achieved excellent investment performance 
over the year 





MARKETING 





Last year, the Company announced its 
intention to distribute its products through 
Appointed Representatives in addition to 
independent financial advisers. 

. Since that time the Halifax Building 
Society and the Bank of Scotland have 
become Appointed Representatives and in 
future will sell only Standard Life's products 
through their branches. A number of other 
companies have also become Appointed 


Representatives. However, the independent 


sector remains by far the most significant 
source of Standard Life's business and the 
Company will continue to support fully the 
interests of independent advisers. 

Referring to the abolition of the 
Maximum Commissions Agreement in 1989 
and the consequent review of commission 
| ‘In determining the 
rates we would pay, we were particularly 
concerned to hold a fair balance between 
the interests of the policyholder and the 
increased costs which the requirements of 
the Financial Services Act imposed on 
independent advisers" 


^. 





SERVICE 





The many changes required by legislation 
to contracts and computer systems 
stretched the Company's administration 
capacity in 1988 and 1989. Life assurance. 
business is being serviced satisfactorily, but 


the huge and largely unpredictable surge 


in pensions business and the intrinsic com- 


;plexity of this type of business have given 


rise to administrative problems both at 
Standard Life and across the entire industry. 

"We are all fully aware of the over-riding 
importance of providing a consistently good 
administrative service and the achievement 


of this aim will be a major priority in 19907 


said Mr Bell. 





SELF REGULATION 





The regulatory regime brought in by the 


Financial Services Act has been costly. and 


Standard Life | 














HIGHLIGHTS FROM THE ANNUAL REPORT FOR THE YEAR ENDED 15.11.89. 


ASSETS INCREASE TO EXCEED £20bn 


disruptive for life offices, and confusing 
for their customers. While welcoming in 
principle the SIB's recent proposals for 
simplification of the rules, Mr Bell said, 
"Any changes, no matter how desirable; must 


however be implemented sensibly in order - 


not to increase unnecessarily the already 
considerable costs of the regime, which in our 


case can only be borne by our policyholders” 


EUROPE 


The European Commission has re- 


affirmed ‘its commitment to meeting the. 


1992 deadline for providing legislation for 
a single European market in life assurance. 
In welcoming. this commitment, Mr Bell 


pointed out that the substantially greater . 


freedom which U.K. insurers have enjoyed 
in product design and in investment policy. 
has been to the distinct benefit of their policy- 
holders in the. past. “We must ensure that 
the admirable aims of European integration 
do not result in poorer returns to our 
policy holders" 

It is the Company' s intention to have an 


. operational presence in key member states- 


as and when suitable opportunities arise. 





THE BOARD 





On 1 April 1989, Mme. Marie-Josée 
Drouin was appointed | a Director of the 
Company. 

Mr J.G. S. Gainmell i is to retire from the 
Board following the Annual General 
Meeting after 36 years of service. 

. The election of Mr L.C. Lumsden, 
General Manager (Actuarial), as a Director 
of the Company will be proposed at the 
Annual General Meeting. i 





STAFF 





Both the Chairman and the Managing 
Director paid tribute to the hard work and 
positive attitude of the Company s staff. 





THE FUTURE 





While 1990 is likely to be a difficult new 
business year, Mr Bell declared himself 
confident “that our financial strength and 
reputation, allied to the determination and 
enthusiasm of our staff, will again enable us 
to increase further our share of the various 
markets in which we operate” 


W WEI DON'T FO LLOW STANDARDS. WE SET THEM. 


HEAD OFFICE, 3 GEORGE STREET, EDINBURGH EH? 2XZ. 
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g corpor orate ¢ | 


TOKYO 





panies that dabble in stocks as a way o 
boosting their business profits. Now m 





— e finding that their access. to cheap capital : 





-being painfully squeezed as well, - 





* to stop issuing ‘and pa ag ne ewe d 
shares, convertible bonds and warrant — - 


bonds by Japanese companies for at least 
a month. The securities firms are trying —— 
to prop up the tumbling stockmarket” 
by cutting the supply of new issues. 
-. Qn March 22nd the market te- 
acted by falling a further 3.196, 


F "HE clobbering of their portfolios by T. T 
A kyo’s tumbling stockmarket (down 2396. _ 
. .on the Nikkei index since January) has made - 

-+1990 a terrible year for those Japanese com- 















* Ranke of Japan raided: its discount rate by a 


| further 1% (to 5.25%), the banks have been 
warning corporate customers that loans will 
now cost more than 7%. | 
While the stockmarket was rising | 





| ily even. companies stuffed with. cash 











which took the Nikkei index be E 


. low 30,000 for the first time 
since December 1988 to close i 
oe The big four have ah. : 
| all Japanese corporations with - 
equity-financing plans to post- 
pone them for the time being. 
Sumitomo Metal Industries 
` agreed to shelve its Y300 billion 
warrant-bond issue, Nintendo, a 
< deo-games maker, pulled its issue 
we convertible bonds. Yasuda Fire & 
. — Marine cancelled its plans for offering 
m 50m new shares. = 
. «Even before the securities houses an- 
l aged their decision, the advantages of is- 






















nies have needed money to build new fac- 
- “tories or buy assets abroad. They have been 
issuing equity instruments (eg, convertible 

: bonds and warrant bonds) on the capital 
ts rather than going to their bank 


y cost them less than 0.596 to raise 
y issuing dollar-denominated war- 
“rants (ie, Eurobonds with warrants that give 
the buyer the right to buy the shares at fixed 





wW. Since March 20th, when the 


ts “stting new equity had slumped along with — 
-the Nikkei. This has been a favourite route - 
the past five years when Japanese compa- 


for costly old-fashioned loans. It 


prices in four or five years’ time) in London 
ind then using swaps to get the money b back - 
yen. That has been much nicer than 
g the 5% or so charged on bank loans... 
when interest rates in Japan wereata æ 







Vk not a carmaker. Since 1986 it has 


| raised. ¥843 billion ($5.6 billion) by issuing 


convertible b bonds in lapan and. warrant 


"bonds in Europe (see table on next page). In 
the past financial year companies listed on 
the. Tokyo. Stock Exchange (TSE) raised a 

 staggering Y25 trillion through various 

. forms of equity financing—up 6596 over the 
7 previous year. 


Now, as interest rates go up, the cult of 
equity ends too. Matsushita, a gíant con- 


-sumer-electronics group, recently post- 


poned an issue that was planned to raise 


| ¥150 billion: Then a large supermarket 
-. chain, Seiyu, shelved its Y45 billion issue. A 





imilar issue expected from an office-auto- 


. mation manufacturer, Ricoh, was also aban- 


A enjoyed special treatment from th 


problems, Big Steel has not been | 


y issue equity. Toyota has so much - 


DNE: cash that it could be mistaken for deg 
. This week Japan: $ four bond br is Qv 






























doned. Dozens of other companies ha J 
the capital markets. : 

Financing woes have even — 
steel industry—which until now has 


brokerages and officialdom. | S 
Metal Industries, Japan's third-large 
company, has abandoned at least t 
phase of a big refinancing scheme. Kaw 
Steel is now saying that it might hav 
thesame. > | 
Despite its enormous restru 





greatest raiser of cash. Japanese bank 
gobbled up more, and until r 
counted for around half of all equ 
raised by Japanese companies. Over the 
two years Japan's five largest city (ie 
tional commercial) banks raised X3 trill 
($21 billion) in total—to help them. 
the new gene — 


tition for ber; 

By March 1993, under: 
tules, banks wishing 
- business internationalh 
-have a capital-to-asset ratio ‘ 


at least 896. 


deadline, lapan's five leadin 
banks (Dai-Ichi Kangyo, Sumit 
Fuji, Mitsubishi and Sanwa) ha 
cleared the 896 hurdle. The cash 
raised when share prices soared 
peak was reached on December 29t 
38,916 on the Nikkei. The most aggre 
of the bunch, Sumitomo Bank, has 
some Y930 billion ($6.6 billion) in fres 
uity and convertible bonds, and no 
capital-adequacy ratio of 10.696. 
All Japanese banks want to. 
Sumitomo’s shoes. To be on the s 
they feel that they need to have equiti 
of at least a percentage point or two 
the BIS minimum. But the falling yen 
making that especially hard to achiev 
the sinking stockmarket. Over a third of 
banks' assets are denominated in fore 
currencies, and particularly in dollars: E; 
time the yen slips, the larger these 
based assets loom in the banks' bal 
sheets—and the more they have to s 
for additional yen-based equity at h 
order to prevent their capital-adequac 
ures from slipping back below the Bl 
quirement. 
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Japanese banks are also hard hit 
by the steady rise in interest rates. 
Where once the banks had access to 
regulated supplies of cheap money, 
they now have to raise nearly 70% of 
their funds in the open market. Since 
last May, when the Bank of Japan 
ended its easy-money policy, there 
have been four increases in the offi- 
cial discount rate (from 2.5% to 
5.25%). The impact of these rises on 
the banks’ cost of funds has been 
sobering. 

For nearly nine months now, 
money-market instruments (eg, call 
money and discount bills) have had 
higher interest rates than even the 
yields on ten-year government bonds. 
Whenever the so-called yield gap 
(long minus short rates) goes nega- 
tive, and stays so for longer than two busi- 
ness quarters, past experience suggests that 
the banks get badly bruised. Analysts’ best 
guesses are that the underlying operating 
profits of the big city banks will be down by 
as much as 30% for the financial year now 





ending. Normally, they would seek to make 
that up by selling some of their huge hold- 
ings of securities. But the banks do not cher- 
ish the thought of being distressed sellers in 
a declining stockmarket. 

“What this all means,” says Mr Stuart 


Matthews of” Barclays de Zoete 
Wedd's Tokyo branch, "is that the 
banks will find ij increasingly difficult 
to raise large amounts of equity.” All 
of them (bar Sumitomo Bank) still 
need to raise additional capital. To do 
so, they will have to issue a good deal 
more paper than they would normally 
like. 

The market will have difficulty in 
mopping this all up. So some banks 
will be forced to rely on retained earn- 
ings for shoring up their capital-ade- 
quacy ratios—unless they are ready to 
put up with a much slower growth in 
assets (which few seem prepared to 
do). Mr Matthews reckons that about 
half of the banks’ retained earnings 
comes from securities gains. Even 
when the stockmarket was soaring, 
the Bank of Japan was unhappy about | 
ting the banks rely on securities profits | 
bolstering their capital bases. With the To- 
kyo stockmarket in retreat, the central bank 
is likely to be even more leery about this 
now. 





London's stock exchange 


Hobson's option 


HE traded-options market in London 

could be about to play Lithuania to the 
stock exchange's Russia. A score of the 
City's biggest securities houses would like to 
tear the options market (LTOM) from the gi- 
ant and bureaucratic International Stock 
Exchange (ise), which many feel has smoth- 
ered LTOM since its inception in 1978. Curi- 
ously, some bits of another bureaucracy, the 
Bank of England, are encouraging the 
secessionists. 

LTOM has never established itself in the 
way that foreign counterparts have done. 
One barometer of health—LTOM’s volume 
of contracts traded compared with the vol- 
ume of underlying stocks—is less than half 
of that at the European Options Exchange 
in Amsterdam or the Chicago Board Op- 
tions Exchange. LTOM has failed to entice 
private clients, who account for only 2096 of 
its business but are the lifeblood of options 
markets overseas. And it has failed to capi- 
talise on London's dominant position in fi- 
nancial Europe. Thus the market is now a 
money-loser: it needs 47,000 contracts a day 
to break even, but manages barely 30,000. 

There is bad blood between the options 
market's leading dealing firms and the stock 
exchange. The dealers say that barely any- 
one on the ise's ruling council has experi- 
ence in the derivatives markets. They resent 
the is's bungling negotiations over a logical 
merger between LTOM and LiFFE, London's 
financial-furures exchange. Rather than 
confront the exchange's Byzantine politics 
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again to try to revive the merger talks, a na- 
scent derivatives association is considering 
starting a brand-new options market, possi- 
bly under LiFFE's arm—or even with the Eu- 
ropean Options Exchange. 

Any such declaration of independence 
would be a blow to the ISE's reputation, at a 
time when the exchange is trying to reform 
itself. On March 19th a long-awaited report 
on reforms to the domestic-equity market 
was presented to the exchange council by a 
committee chaired by Mr Nigel Elwes of 
S.G. Warburg. Two of the report’s main 
proposals concern the use of a central limit- 
order system, and the use of a "green strip”, 
whereby small-customer orders automati- 
cally go to the market-maker offering the 
best advertised price. (At present, securities 













houses offer their private clients the best 
price in the market, even if they are not of- 
fering it on their screens.) 

Such systems are designed to re-estab- 
lish a central market in British shares. They 
would show that the private client is still 
loved in today's institutional world. Yet 
some big securities houses are up in arms 
over the Elwes report. They feel that these 
systems are expensive and unnecessary, es- 
pecially since they undermine firms' existing 
facilities for small orders. In the council 
meeting, Kleinwort Benson and uss Phillips 
& Drew objected strongly to the two pro- 
posals. Also an agency broker objected to a 
proposal that orders currently crossed wit 
in a firm be exposed to market-makers fir: 
Nor is there a guarantee that the Office of 
Fair Trading, an old sparring partner of the 
exchange, will take kindly to some 
proposals. 

As well as steering the Elwes report 
through all the flak, the ise’s new chief exec- 
utive, Mr Peter Rawlins, has to oversee a 
reorganisation of the exchange's businesses. 
That will mean cutting the jobs of one in ten 
of the ise's 2,800 staff, and the creation of 
three new divisions. Each with their own 
board, they will oversee primary markets, 
trading markets (where the isE's domestic- 
and international-share systems will eventu- 
ally be crunched together), and settlement. 
Under the new arrangements, due for ap- 
proval on April 2nd, the 
traded-options market will in 
theory gain more autonomy by 
falling outside this structure. 
That is unlikely to be enough 


to appease the secessionists. 
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Wall Street worriers 


New York has so far ignored Tokyo’s woes. Optimistic investors hope 
wth is picking up, which would be good 


ly wrong 


that America’s economic gro 


news for company profits. They are proba 


OR the first time since April 1987 

America’s stockmarket is again bigger 
than Japan’s. New York overtook Tokyo 
on March 19th when its stockmarket (as 
tracked by Morgan Stanley Capital Inter- 
national) was capitalised at $1.8 trillion 
compared with falling Tokyo's $1.7 tril- 
lion. American investors feel that their 
domestic economy is not as weak as they 
previously feared. The Dow Jones indus- 
trial average closed on March 20th at 
2,739, not far below its all-time high of 
2,810 on January 2 ET and well above 
this year's low of 2,553 

Bulls argue there are increasing signs 
that America's manufacturers may 
pulling out of last year's recession, when 
the whole economy kept growing only be- 
cause of the dominant service industries. 
In the third and fourth quarters of 1989 
after-tax profits of companies in the Stan- 
dard & Poor's 500 index were respectively 
2496 and 1396 below those of a year be- 
fore. In the first three months of 1990, the 
guess is that they were again about 13% 
lower than in the first quarter of 1989, but 
there are now hopes that it was the last 
drop for a while. 

Mr Stefan Abrams, an investment ana- 
lyst at Kidder Peabody, thinks earnings 
will start rising again in the second quar- 
ter. He says that the airline and motor in- 
dustries have seen their worst, that semi- 
conductor orders are rising (IBM's share 
price is up by 10% so far this year), and 
prices of metals such as aluminium and 
copper have rallied. The American stock- 
market now trades on a not-cheap price- 
earnings ratio of 14 based on Wall Street's 
profit estimates for 1990. 

Rising expectations of stronger eco- 
nomic growth have helped keep the dollar 
relatively strong. The snag is that a stron- 
ger economy might mean higher inflation 
and therefore higher interest rates. That 
prospect has been worrying bond inves- 
tors. Long-term Treasury-bond yields 
were as low as 7.75% towards the end of 
1989. Bond prices have since fallen and 
yields risen, partly use of inflation 
worries, but more because of a worldwide 
liquidity squeeze which has caused bond 
yields to rise virtually everywhere. The 30- 
year Treasury bond yielded 8.45% on 
March 20th. Consumer prices in Febru- 
ary rose by a larger-than-expected 0.5%, 
or an annualised rate of 5.8%. 

Wall Street is starting to wonder how 


long the — Reserve can continue to 





ignore such evidence of rising inflation, 
despite pressure from the White House to 
lower interest rates. The markets are send- 
ing the opposite message to the Fed. Bond 
yields are above the federal funds rate of 
8.25%. That suggests monetary policy 
may E: too easy, not too tight. 

ket is vulnerable to any 
hint a Fed tightening and higher interest 
rates. So far these prospects are not dis- 
counted. Shares yield only around 3%, 





5.5 percentage points below the return on 
Treasury bonds. Such a gap is justified 
only if company earnings start improving 
in the months ahead. Fed tightening 
could deliver a blow to such hopes. Given 
Wall Street’s wild swings of mood, the 
fears of recession that were dominant 
there barely two months ago, and have 
now see-sawed back to hopes of recovery, 
could so easily see-saw back. 

The scope for share prices to rise fur- 
ther looks limited. If the economy is pick- 
ing up steam, the recovery may be nipped 
in the bud by renewed Fed tightening. If 
the economy is weaker than it now ap- 
pea use, as some economists sug- 
gest, the government's data have been in- 
flated by unseasonably warm weather in 
January and February—then shares could 
fall sharply to reflect continued declines 
in company earnings. A third possibility is 
stagflation, where the economy refuses to 
recover but the rate of inilara does not 








fall, so reducing the — bank’s ability 
to ease credit. 

So far the Fed has talked tougher 
about inflation than it has acted. But its — 
chairman, Mr Alan Greenspan, and other 
Fed governors have begun to remind fi- — 
nancial markets that inflation, not reces- I 
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sion, remains their main problem. Any | 
hint of Fed tightening could cause even |} 
more chaos than usual, because of the pre- 
carious condition of much of America’s fie 
nancial and property markets: the legacy - 
of the huge growth in debt during the — 
1980s, and the main cause of worry now. 
Even if manufacturing America looks — 
relatively healthy, financial America does — 
not. The glum symptoms range from junk- || | 
bond distress to the destruction of wealth || 
caused by falling property values and the ||. 
thrifts debacle. Banks are under pressure || 
from zealous regulators to raise reserves || 
against shaky loans, and to be cautious - | 
about making new loans. As a result, — 
banks want to lend money only to the. ri 
most creditworthy. | 
The results of the banks’ self- imposed - , 
credit rationing, and of the mounting || 
creditor distress, are beginningtoshowin || 
the leap in outstanding commercial Paper | 
issued by non-financial companies. This 
has jumped to more than $140 billion, — I 
from $125 billion in late November. |. 
Much of the rise in commercial paper out- I 
standing is a counterpart to re declinein || 
bank lending. Since November commer- 1 
cial and industrial loans at America's || 
IL 
| 
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—— banks have fallen by about 
illion 
In January 1990 the total debt of gov. - 
ernment, business and consumers in 
America was 7.6% higher than a year be- | 
fore. That was the lowest rate of increase. 
since March 1971, but was still faster than 
the growth in money supply. M3isrisingat I| 
just 3.3% year-to-year. Ms Nancy Lazar, 
an economist at C.]. Lawrence, views did 
as a bétter measure than M2, which is || 
growing at a faster 6.1% year-on-year: de || 
posits have been flowing out of savings. 1 
and loan institutions, which do not show 1 
up in M2, and into banks, which do. ! 
Slowing growth in debt and money- - 
supply should both be contractionary in- 
fluences on the economy, and ones that 
are doubly bearish for the stockmarket. || 
The 1980s boom was fuelled by rapid - 
growth of debt. Between 1982 and 1989 
non-financial debt as a percentage of 
America's GNP rose from 14096 to 18596. 
Previously this ratio had remained stable 
for more than 20 years. If the growth of 
debt continues to slow, either because 
banks grow more cautious or because bor- 
rowed money cannot be paid back and 
has to be written off, this will send share 
prices lower. The extent of the fall will de- — 
pend on how far liquidity contracts. 
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FINANCE 
EMU and the European Commission 


View from a room 


BRUSSELS 


YEAR after the European Communi- 
ty's central-bank governors produced 
what is known as the Delors report on eco- 
nomic and monetary union, the European 
Commission has at last written its own 
credo on EMU. The commission's plan, 
which is to be discussed by EC finance minis- 
ters at the end of March, sticks closely to the 
Delors report with one big exception. It 
drops central bankers’ insistence on cen- 
trally-set rules for members’ budget deficits. 
The paper's final wording is a classic 
piece of commission fudge. No centrally im- 
posed rules on countries' budgetary policy; 
instead, there will be "binding procedures". 
Governments would have to submit to the 
council of finance ministers rules or guide- 
lines on budgetary policy that would go into 
national law. These would have to be strin- 
gent enough to ensure that the country's 
borrowing did not put pressure on national 
or Community interest rates. 

The commission hopes that peer-group 
pressure would persuade member states to 
comply with the council's rulings on their 
budgetary plans, which would be taken on a 
majority vote. But if a country refused to im- 
plement good enough budget rules, the 


Hip hype 


tor Relations. That is the message 
from a growing band of crisp-cuffed in- 
vestment-bankers-turned-ir folk. Three 
such smoothies recently opened the doors 
of their brand-new consultancy, Frew 
Dale Macmaster, in London’s Harley 
Street, better known for medical doctors 
than image surgeons. Investors still need 
convincing that such firms offer more 
than mere placebos. 

IR was born in America in the 1940s to 
service the nation’s host of small private 
investors (47m of them at the latest 
count). The first shareholder-relations 
programmes, run by AT&T 
and General Electric, con- 
sisted simply of a telephone- 

| answering service for routine 
| inquiries. Now IR is big busi- 
| 


ON'T get into PR, get into IR: Inves- 
| 
| 
I 


ness. The National Investor 
Relations Institute (NIRI) lists 
2,150 members, 2096 of 
whom are consultants. These people no 
longer chat up Joe Blow of Idaho: they talk 
to Wall Street analysts and to serious- 
money managers across America. 

In Britain investor-relations consul- 
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Community would apply 
penalties, eg, the withholding 
of EC regional funds. 

This does not sound 
much more liberal than the 
old idea of binding rules. The 
difference, says a senior com- 
mission official, is that "bind- 
ing procedures" means inter- 
fering only with the real 
basket-cases (a euphemism 
for Greece, Italy and Bel- 
gium, which respectively run 
budget deficits of 19%, 10%, 
and 6% of their Gpps). But 
there is no question, says the official, that 
“budgetary sovereignty must be given up.” 

Why? The commission accepts that one 
country's excessive borrowing would not 
bust the EMU apart. But it thinks that to rely 
solely on market forces is a messy way of 
reining in a big borrower. Markets can take 
time to wake up to excesses, and in the 
meantime over-borrowing by one member- 
state could cause a lot of pain for others. 
And when, eventually, market forces do 
take effect they can correct too sharply. 

One proposal by the commission would 


tants are newer. They blossomed in the 
1980s, thanks to: 
@ Surging mergers and acquisitions—£21 
billion ($33 billion) worth of British com- 
panies were taken over in 1989, compared 
with £6.3 billion five years earlier. 
e Growing institutional shareholder 
power (pension-fund assets shot up from 
£40 billion in 1979 to £250 billion in 
1989). 
@ A healthy distrust since Big Bang in Oc- 
tober 1986 of stockbrokers’ research. 
Investor-relations people dress up 
their jobs, as well 
as their persons, 
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Daemonic Delon 


much, it seems. 
the telephone they expect to be put 
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reduce the market's chances 
of working efficiently. The 
Commuhity would “have no 
obligation to rescue a mem- 
ber state in budgetary diffi- 
culty”. But the commission 
does not exclude the possibil- 
ity of a bail-out, and says that 
the EC might provide condi- 
tional assistance. This makes 
it less likely that investors 
would encourage a dissolute 
borrower to mend its ways by 
withholding finance. 

Mr Jacques Delors has 
another reason for favouring 
binding procedures. He be- 
lieves in the need for a Com- 
munity macroeconomic pol- 
icy. He wants countries to be 
made to co-ordinate their { 
cal policies so that monetary policy does n 
have to take take all the strain. Mr Delors 
claims that “binding procedures” do not 
break the principle of "subsidiarity" —the 
idea that decisions should be taken at EC 
level only when it makes sense to do so. The 
transfer of budgetary sovereignty would 
help EMU work more smoothly. Yet for 
those—including many British politicians— 
who reckon EMU would work adequately 
without binding procedures, the commis- 
sion's plan sacrifices subsidiarity. 





to the nines. Shares, goes the patter, are 
products like any other and so deserve the 
same marketing effort. What Mr Chris 
Meakin, head of investor relations at B.A.T 
Industries, says he aims for is a "congru- 
ence of expectations" between investor 
and management. Aha. 

Spoil-sports maintain that IR is merely 
a new name for what companies have 
been muddling along at anyway: arrang- 
ing meetings between management and 
institutions, co-ordinating the annual 


general meeting, and producing the an- 


nual report. IR folk claim they do it better. 


The institutions that the finance director 


talks to are chosen on the basis of detailed 
share-register research, rather than who is 
free for lunch. Roadshows get slicker—at 
the fun ones shareholders enter quizzes 


and win safaris. Analysts’ presentations 


happen at the dolphinarium rather than 
in a boring hotel. 
What do investors think of it all? Not 


When big investors get on 


through to the chairman, not “lumbered 
into a PR-type department”. Of 60 fund 
managers asked last year, 55 did not re- 


gard IR officers as their primary company 
contacts; 33 thought that British industry 
did not need any more IR consultants. 
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Hongkong and Shanghai Banking Corporation 


A suitor of convenience 


HONGKONG 


Merging —— Britain’s third-biggest and feeblest bank, with Asia’s 


biggest non- 


, Hongko 
ate probl pews ter beth, But it — create a spraw 


and Shanghai, might solve immedi- 
with a 


mountain of bad debt. These two articles look at thel banks’ problems 


Wwe would you do if you were chair- 
man of Hongkong and Shanghai 
Bank? Your bank dominates the profitable 
Hongkong retail market, with its population 
of hard-working small businessmen and sav- 
ers. It has a lucrative niche financing trade 
in the world’s fastest-growing economic re- 
gion. On the other hand, you cannot get 
much bigger in Hongkong; some of Asia’s 
ngest economies are closed to foreign 
ks; and what will happen to your base 
and best source of profits after Hongkong 
returns to Chinese rule in 1997? 

Mr William Purves, the bank's 
chairman since 1987, has decided to 
stick to a strategy developed in the 
late 1970s. The bank then decided 
that remaining a regional bank was 
too risky, so it should try to become 
an international one. During the 
1980s it bought Marine Midland, a 
commercial bank based in upstate 
New York; Carroll, McEntee & 
McGinley (CM&M), a primary dealer 
in American Treasury bonds; and 
James Capel, a London firm of stockbro- 
kers. It also tried to buy the Royal Bank of 
Scotland, but was blocked by the Bank of 
England, ending up instead with a 14.996 
stake in Midland. 

None of these investments has yet made 
a decent return. Hongkong Bank steered 

ir of the mania to lend to third-world 
-vuntries that peaked in the early 1980s. But 
through Marine Midland and its stake in 
Britain's Midland Bank, it is exposed to 
dodgy third-world debt, as well as to the 
tumbling property market in north-east 
America and the troubled British economy. 

The bank's other forays have not been 
any more successful CM&M and James 
Capel, with their highly competitive mar- 
kets, both barely break even. On March 
21st, exasperated by James Capel's perfor- 
mance but also peeved that it was seeking a 
fresh (Japanese) parent, Hongkong Bank 
forced Capel's popular chairman, Mr Peter 
Quinnen, to resign. A push to build a bank- 
ing business from scratch in Australia has 
ended in near-disaster. 

Its list of down-under clients is embar- 
rassing: Mr Christopher Skase’s defunct 
media conglomerate, Qintex; a bankrupt 
transTasmanian property developer, 
Equiticorp; Rothwell’s, a dud Perth-based 
merchant bank; the fraud-ridden National 
Safety Council of Victoria; and Mr Alan 
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Purves's eyrie 


- Bond, to whom the bank is 

thought to have had almost 
$1 billion in loans outstanding at the peak, a 
figure now cut by half. 

Of all its international forays, only 
Hongkong Bank of Canada has been a clear 
success. But it is too late to turn back the 
clock on the bank's international expan- 
sion. The change in the outlook for Hong- 
kong following last June’s massacre in 
Tiananmen Square demands that Hong- 
kong Bank be able to negotiate with a future 
Chinese government from a position of 
strength. History suggests that Hongkong 
Bank should expect the worst after 1997; it 
lost all but one of its 33 branches in main- 
land China in 1949. 

Europe remains the big hole to plug in 
its international strategy. The bank looked 
at 30 possible acquisitions there after the 
Bank of England opposed its 1981 bid for 
Royal Bank of Scotland. All were either too 
expensive or too narrowly based. Then in 
1987 Midland Bank got itself in such a mess 
that it was on the receiving end of a laugh- 
able offer from the Saatchi & Saatchi ad- 
vertising empire. Midland accepted help 
from a more natural partner. 

Hongkong Bank bought a 14.9% stake 
in Midland, paying £4.75 a share (Midland's 
shares price is now £3.43). It signed a stand- 
still agreement under which it promised not 
to increase its holding for three years. Both 
agreed to explore possible areas of co-opera- 






FINANCE 


tion. That agreement expires in November. 
Mr Purves is tight-lipped about what hap- 
pens then. He recently vexed rumour-mon- 
gers, who bet on a bid for Midland sooner 
rather than later, by declining to disclose 
Hongkong Bank's inner reserves when the 
bank reported its 1989 results on March 
13th. The Bank of England will require such 
disclosure if Hongkong Bank wants to take 
over or merge with Midland. 

Mr Purves revealed on March 13th that 
the bank's property holdings had been re- 
valued in the group's balance sheet at 
HK$13.8 billion ($1.8 billion)—over twice 
most analysts' estimates. This surplus lifted 
disclosed shareholders’ funds to HK$52.7 
billion. Add the two together, throw in 
HK$13 billion of hidden reserves and Hong- 
kong Bank's "true" shareholders’ funds 
could be HK$78 billion, or over HK$13 a 
share, against a stockmarket price of HK$7. 

Such a revaluation might make a paper 
and cash offer for the remaining 8596 of 
Midland's shares feasible. However, the 
Bank of England would probably insist that, 
in the event of such a bid, Hongkong Bank 
became a British bank. A preferable alterna- 
tive for both sides would be a merger. One 
way would be to form a holding company to 
which both banks would issue shares in pro- 
portion to their shareholders' funds. This 
would enable Hongkong Bank to avoid pay- 
ing a packet for goodwill and for it to remain 
a Hongkong bank while Midland remained 
British. 

Hongkong Bank is determined to be the 
senior partner after any merger. Grafting its 
expatriate Scottish culture onto Midland's 
stay-at-home heritage could be hard. Hong- 
kong Bank's backbone is a cadre of 450 "in- 
ternational officers"—mostly Anglo-Saxon 
males (or Scottish-accented Celts). All the 
people who matter know each other well 
and so can take decisions fast. 

This tradition of fostering decentralised 
decisions and a degree of buccaneering, safe- 
guarded by a highly conservative balance 
sheet, has enabled Hongkong Bank to pros- 
per in the fast-wheeling markets of Asia. It is 
the only one of the old British colonial 
banks to have made good in the modern 
world. Midland could be its passport for sur- 
vival after 1997—though, like all Hongkong 
passports these days, a costly one. 





Midland Bank 


A battered bride 


RITAIN'S third-biggest clearing bank 

looks fit more for a wake than a wed- 

ding. If Midland does tie the knot with 

Hongkong and Shanghai Bank, it may need 
some help up the aisle. 

e bank, which has assets of £62 bil- 

lion ($100m), is Britain's sickest high-street 
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nk. Midland reported a loss of £261m in 
9. Even before provisions against third- 
world debt and local-authority swaps, Mid- 
and made only £616m in 1989—11% less 
han a year earlier. Almost three years after 
his appointment as chairman and chief ex- 
cutive, Sir Kit McMahon has still not 
solved any of Midland’s three core prob- 
ems: a big third-world-debt portfolio, high 
-osts, and low-yielding assets. 

Compare Lloyds Bank, the smallest of 
the big-four clearers, with Midland. Lloyds 
s assets of £57.5 billion and last year made 
profit, before principal third-world-debt 
provisions, of £910m. Midland, with £5 bil- 

ion more in assets, could only make two- 
irds as much profit as Lloyds. Such weak- 

ss stops Midland from generating much- 
needed capital; it can retain a mere £300m 
is year. Lloyds generated more than 





s “Not surprising, Midland’ s balance sheet 
oks ropey. Even after the £383m the bank 

from selling a 14.996 stake in itself to the 
ongkong Bank.and the £1.1 billion it 
aised from a rights issue and the sale of its 
Scottish and Irish banks, Midland still strug- 
gles.to keep its third-world debt provisions 
Mp to the level or í its rivals. Over the past 





F THE Hongkong and Shanghai Bank 
goes ahead with a takeover of Midland 
. Bank, it may have to replace the pair of 
bronze lions that grace the entrance to its 
headquarters with a more appropriate 
symbol—such as a couple of ducks. A new 
|. study of bank takeovers in America in the 
-- 1980s* indicates that four out of five ac- 
 quisitions are flops. They fail to benefit 
the acquiring bank and destroy some of its 
value. 

The study was conducted for the Bank 
Administrative Institute, an industry 
think-tank, by FMCG Capital Strategies, a 
financial-services consultancy. lt covers 
some 400 of the biggest bank takeovers 
between 1922 and 1988. 

The study's main measure of an acqui- 
sition's success is the subsequent course of 
the acquirer's share price compared with 
the share-price movement of a group of 
similar banks. For banks that fall prey to 
. Others, the study finds, the experience was 
` in one sense rewarding. The value of the 
. shares in a hypothetical portfolio of ac- 
quired banks rose by 42096 over the pe- 
riod studied, against a 16096 increase for a 
- portfolio of wallflower banks. _ 

For the banks doing the taking over, it 
. is a different story. Instead of vulture 
banks, the. study suggests. that. turkeys 
might be a better name for those whose 
.. Stock prem s were on. vaverage. 15% lower 


year the bank has managed to raise its provi- 


sions from 30% to 50% of its loans to poor 
countries while rivals have hiked theirs to 
the 7096 level. Its third-world debts of £4.3 
billion still leave Midland vulnerable to non- 
performing loans. | 

Midland's cost-to-income ratio is at 
72.4%; all its big clearing-bank rivals have 
ratios under 6796. The income side of the 
ratio has also let Midland down. Midland 
Montagu, the bank's investment-banking 
arm, has mismatched its books, betting on a 
fall in British interest rates when in fact they 
rose. That cost Midland about £100m last 
year. Except in the unlikely event that rates 
soon plummet, it could cost the bank up to 
£100m this year. 


Since his arrival, Sir Kit McMahon has 
shunned the clearing-bank careerists who 


traditionally peppered Midland's. senior 
ranks. The trouble is that his men have 
done just as badly as the old guard. Mr 
George Louden, a jade man — 

aging director of Holland’s 
Amro Bank, presided over 
Midland Montagu's cele- g 
brated mismatch. Mr 
Gene Lockhart, a 
brash, American for- 
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Gobble, gobble, squawk 


than that of their peer group—or dead 
ducks for those 25% lower. The study’s 
long-term tracking of the impact of acqui- 
sitions suggests that 80% of the acquiring 
banks fall into one of these two categories 
(in a ratio of three to two re- 
spectively). Only one in five 
was an eagle, ie, its share 
price soared above that of its 
peer group. 

Five and six years after an 
acquisition, the average ac- 
quiring bank’s share price is 
30-40% lower than that of its 
peer group and the acquirer 
is likely to be taken over. 

The FMCG study says 
there are four key precon- 
ditions for eagle acquisitions. First, the ac- 
quiring bank should be strong in control- 
ling its non-interest expenses. Second, the 
price paid for the acquisition must not be 
excessive, The study recommends that the 
acquired bank’s discounted cash flow fol- 
lowing the acquisition must exceed the. 
price paid for it, for the acquisition to be 
considered reasonable value. Third, the 
target bank's business mix must contain 
the inherent value to repay the premium 
that the acquirer will have to pay to make 
the takeover successful And last, the 
closer the target bank is to the acquirer, 
the better the chance of value creation, 


















- mer management consultant, was made 


head of Midland's computer-systems and 
group operations if 1987. The bank's 
rationalisation progrgmme has still not 
yielded the £200m of savings hoped for. 

In 1988 Mr Kevin Gavaghan was 
brought in from the Burton Group, a British 
clothes retailer, to be the bank’s marketing 
director. His flashy marketing campaigns 
have done little -for the success of Midland's 
new products. Even Midland’s star turn— 
domestic banking, which increased its profit 
from £418m in 1987 to £500m last year—is 
beginning to falter. In 1989 Midland in- 
creased its domestic banking division's bad- 
debt charges by 5396, from £51m in 1988 to 
£78m. Midland's domestic provisions, at 
1.196 of domestic assets, are now the highest 
among the high-street banks. With its main 
shareholders, M&G, a unit-trust group, 
which owns 6.9%, and the Kuwait Inv 
( ment Office (10%), 

. ready nursing losses, 

Midland seems likely to be 
heading for the altar before 
long. Whether the Hongkong 
Bank will be the one waiting is a 
mooter question. 
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because expense control is more easily 
managed. 

If there is some anhon for bank- 
ers amidst all this destruction of value, it is 
that for some eagles practice makes better, 
if not perfect. A flock of American eagles | 
have successfully made more than one | 
takeover. They include First of America, 
First Union, United Jersey and five super 
regionals—Wells Fargo, Banc One, 
Fleet/Norstar, Barnett and Midlantic. 


*" Analyzing Success and Failure in Banking Consoli- 
dation: The Implications for Bank Acquisition Strate- 
gies.” Bank Administration Institute, 1990. 





Sales exceed | 
£1 billion 


MORE RECORD RESULTS 


Financial highlights for the year to 31 December 1989 
Sales UP 19.696 £1,079m 
Profit before tax UP 15.9% 
Earnings per share 


(before extraordinary items! 


Dividend UP 


| 


Return on net tangible assets UP FROM 33.7% 


| Net borrowings DOWN FROM £19.8m 


BUILDING PRODUCTS : DRINKS DISPENSE - FLUID POWER - SPECIAL ENGINEERING : REFINED AND WROUGHT METALS 
The Annual Report will be published on 18 April. If you would like a copy, please write to: The Secretary, IMI plc., PO Box 216, Birmingham, Bé 7BA 
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: "Modelling the Effects of Agricultural Policies". This special edition of 


- analysis to agricultural policy questions. The importance of the issues 
-raised here by various types of assistance and protection to agriculture 


readers. This issue comprises an extensive effort to apply economic 
modelling techniques and other analytical approaches to policy issues 
in a specific sector. As such, it represents a case study—illustrating the 
interdependence of various strands of analysis, the power and limita- 
tions of various techniques, and the extent to which it is possible to 
make progress in. quantifying the effects of policies and of policy 








approaches for examining microeconomic issues in other areas—for 
example, industrial subsidies, trade policies, and taxation. - 


area of applied macroeconomic and statistical analysis, with an 
J international or cross-country dimension. Most of the articles derive 
| from papers produced for the OECD's intergovernmental Committees 
and are written either by members of the OECD Secretariat or by 
4 consultants. Views expressed in OECD Economic Studies are those of 
| the authors, and do. not necessarily reflect those of the OECD or its 
^|. Member governments. Recent articles have dealt with trade liberalisa- 
- tion, population ageing and pensions, revision of the system of national 
accounts, and deregulation and privatisation in an economy-wide 
context. — E AE E — 
1990 Subscription (three issues for the price of two): FF180; £21; 
US$48; DM78. | | mu NERA P» 
Reps copy prices for special issue only: FF110; £13.50; US$23.50; 
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card. If you use a VISA card you will be billed the French franc price. 
Enclosed is 





| Economic Studies (three for two) 
-Enclosed iS for special issue only 


Charge my VISA card. Card No. 
Ey — — ...Oighature 

















| Send your order to: OECD Publications Service, 2 rue Andre-Pascal, 
| 75775 Paris, CEDEX 16, France. Postage and handling is free of charge. 






OECD Economic Studies is devoted entirely to applications of economic J || ` ipti | 
| | | Annual Subscriptions: US$395 for fou 


. quarterly issues, plus shipping cost of 


| in virtually all OECD countries should be of interest to a wide range of | | | $75 for non-US subscribers and $25 for 


changes. This issue provides important experience to developing | 


Published twice a year, this journal features. articles generally in the i 


for a 1990 subscription to OECD 


IN EMERGING MARKETS | 
Subscribe to the quarterly — 
Directory of 


|| Emerging Market Funds 


This quarterly professional investment 


service tracks more than 130 closed-end 
and open-end portfolios targeting 


fast-developing stock markets of Asia, 
Latin America and Europe: 


| | «Identify the most successful funds. 
| «Compare fees, expenses and holdings. 


« Monitor trends in discounts and 
premiums with detailed charts. 
« Save hundreds of hours of research. 


US subscribers. 
. MultiMarket Publications 
c/o Kleiman International Consultants 
80 Wall Street, Suite 818 
New York, NY 10005 


— Tel: 212-785-1800 Fax: 212-785-1805 


. Telex: 650 364 5927 


| - Productivity management: 


A practical handbook 

by Joseph Prokopenko 

" ... Offers a new, refreshing approach to produc- 

tivity: why it is important, and how to manage and 

measure it. . . deals in a stimulating way with such 

roductivity improvement programmes as action 

earning, quality circles, inter-firm comparisons, and 

business clinics, Managers, management consul- 

tants and those responsible for the development of 

human resources will find this. book a valuable 

practical guide to productivity...” 

(Journal of European Industrial Training, London, 

United Kingdom — 

ISBN 92-2-105901-4 . £17.60; US$28; SF40 

A training videocassette based on this book, 

entitled “Quality in the Jab", is available from 
Guild Sound and Vision Ltd, 6 Royce Road, 


| | Peterborough PET 5YB 
Individual orders must be prepaid with cheque, money order or VISA f| 










AG Publiatons Lo ow 
PA VGeneva 22 7 


cune (22) 79085 71 


es Fee (023.799 61 TE 


Albany, NY 12219. 
Tei: (318) 435 9688 









-MAGINE a gramophone needle so sensi- 
—— À tive that it could detect the individual at- 
-oms on a record. Crudely speaking, this is 
the principle behind a breed of microscopes 
that may turn out to have as much impact 
. en the microchip-production line as they 
: lready had. in the laboratory. The 
d igtunnelling microscope (STM) was 
..  aevised by Dr Gerd Binnig and Dr Heinrich 
~ Rohrer at IBM's Zurich laboratories in 1981. 






. It is the first of a rapidly growing family of. 


microscopes based on the idea of moving a 

- needle over a surface to sense its shape. 
| The STM works by putting a voltage on 
the needle so that a tiny current flows to the 
surface. It flows despite the fact that there is 
an insulating vacuum between the tip and 


the surface: thanks to the vagaries | of quan- 


tum mechanics, electrons can “tunnel” 
through the gap to produce a current. If the 
vacuum gap diminishes slightly, as it does 
when the tip approaches a bump on the sur- 
face, the current increases. A feedback sys- 
tem moves the tip away from the surface to 
keep the current constant. And the amount 
the tip is moved reveals the height of the 
protuberance, even if it is only a single atom 
high. | 
The STM is also sensitive to the elec- 
onic properties of a surface. For instance, 
gallium arsenide (often touted as an even- 


-  tual successor to silicon in the microchip i in- 
z dustry), the gallium and arsenic atoms form ~ 
- a type of bond in which each gallium atom 





"^ “borrows” an electron from an arsenic 
... atom. This affects the stm, as Dr Joseph 
Stroscio and Dr Randall Feenstra at IBM's 
.". Watson research laboratories in New York 
state have shown. If a negative voltage is ap- 





plied to the tip, pushing electrons into the - 


~ surface, the gallium atoms will show up 

$ clearly in the STM, because electrons will 

= flow into the surface most when the tip is 

. above a gallium atom. Likewise, the arsenic 
E atoms appear if the voltage is positive. 








E Circuitous progress 

/* Taking snaps of single atoms is a feat worthy 
..— of a Nobel prize, and the stm got one for its 
inventors. It may turn out to earn rather 
more than that in the semiconductor 
| the silicon — oming off: a E 


scopes, which emit beams of elec- F 
trons and watch them bounce off the 


The company has sold to most 


P akis 


croscope pictures of the minute cir- 
cuitry can often help to sort out what is 
going wrong. However, the dimen- - 
sions of the smallest circuit-parts will - 
soon have shrunk beyond the limit - 
that optical microscopes can re- 
solve. Traditional electron micro- 


surface, can see much smaller details but 
their pictures usually give only a poor im- 
pression of the relief of the surface. The 
STM can give an accurate one; and the 
smallest circuit features are still several 
hundred atoms in size—easy for the STM 
to resolve. 

Various companies have sprouted 
their own STM products. Digital Instru- 
ments in California has been marketing a 
Nanoscope since 1986. It has sold over 300 
of them, at around $70,000 each. According 
to the company, the market is expanding 


fast: three-quarters of its sales were made in || 
the past 18 months. Industry, at least in | | 
America and Europe, has been slow to show 


interest. Digital Instruments still relies on 
universities and research institutes for about 
half of its sales. But the Japanese have de- 


cided that anything with the slightest 


chance of helping to make better 
microchips deserves a close look. 


big Japanese chipmakers and 
many manufacturers of elec- 
tronic and optical-storage discs. 
Japanese industry now accounts 
for nearly a third of sales. 

Other firms are profiting too. ! 
Britain's WA Technology, based in Cam- 
bridge, started selling STMs three years ago 
from the dining room of one of the compa- 
ny's founders. It has now sold around 15. 
The company is a relatively rare thing for 
Europe: a successful high-technology start- 
up. More typical of European stm builders 


is Omicron, a West German specialist in. 


vacuum equipment, and Struers, a Danish 


FJ] Japan has developed an stm capable o 

jj accurately placing the needle anywhe 
|i] on the fiveinch wafers of silicon on 
| which  microelectronic 


electrolytic bath. Such a device ca 





laboratories and are likely to make thei 


and sample are chosen so that they fo 
. thermocouple: a device that produces 

age if the p point at which the two 
company that makes metallurgical equip- x | rrout 






. ment. Both are. pum ishec 

which see STMs asa: logica 
of their business. - 
— Some Haen aré aiming 
. cialist niches. NHK, an / 

` firm based in Michigan, sells 
3 that can be run at extremel 
temperatures. This makes it pop 

for studying superconductors (mate 
als that conduct electricity withou 
sistance at low temperatures). Seiko | 





































circuitr 
printed before it is diced into chips. 
Most. of the companies that have 
bought sTMs are still working out what 
-< do with them. A few have already intr 
duced them as analytical tools in thei 
product-development | laboratories. -But 
sales will not really take off until they b 
come a standard quality-control featur 
on production lines. AP 
.. Already, though, some sTM nal 
have their sights on other markets. 
tal Instruments will soon be sellin 
sion of the Nanoscope that works. 














used to study the quality of el 
plated metal films or to in 
gate corrosion as it ha 














be uns customers — in 
product. 

Many other ways of. us 
the STM are pouring out of resea 


to market. One example: last year Dr K i 
Wickramasinghe and an IBM team in 
York demonstrated a version of th 
that is sensitive to temperature. The n 
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of a certain colour shines on the surface, 
molecules on the surface will absorb the 
light and heat up so that they “glow” in the 
STM picture. Since different molecules ab- 
sorb different colours, this microscope can 
be used to make a microscopic chemical 
analysis of the surface. 

Some researchers think the STM may 
have a more distant future not just analysing 
molecules and microcircuits but helping to 
make them. By dipping the sTM needle in a 
drop of organic molecules on a piece of 
graphite, and then briefly applying a large 


voltage to the tip, Dr John Foster and col- 


leagues at IBM's research laboratories in San 


Jose, California, have shown how to fix a 


single molecule at a specific point on the 
graphite. In addition, further pulses of volts 
can be used to dissect the molecule or to re- 
move it altogether. 

Another feat of microengineering was 
demonstrated by Dr Russell Becker and a 
team at AT&T Bell Laboratories in New Jer- 
sey. By briefly touching the metal tip on a 
germanium crystal, moving the tip to an- 
other part of the crystal and then applying a 
large voltage, they placed a single germa- 
nium atom at the new spot. One day, the 
team hopes, it will be possible to build tiny 
circuits atom by atom. 





Scanning horizons 


HE scanning-tunnelling microscope 
(STM) has one drawback. It works well 
on metal or semiconductor surfaces, but 
insulating materials are a problem. No 
| current can be made to flow from the 
sTM's needle on to their surfaces. Dr 
Binnig, co-inventor of the STM, and his 
colleagues in Zurich have developed a so- 
lution: a needle made of diamond, say, 
can be made to sense an insulating surface 
by exploiting the weak repulsive forces 
that exist between atoms. 
The needle will move up and down be- 
| cause of these forces. Its motion can be 
| detected —for example, by deflecting a la- 
| ser beam that bounces off a mirror at- 
| tached to the needle. Such a device is 
| called an atomic-force microscope (AFM). 
| Although the AFM cannot quite 
| achieve the resolution of an STM, it is 
| likely to have its uses in microelectronics. 
Optical discs, for example, are made of in- 
sulating material; although they can be 
coated with a thin metal film and put un- 
der an STM, an AFM could examine a prod- 
uct without destroying it. Digital Instru- 
ments will start delivering AFMs this 
spring, many to Japanese optical-disc 
manufacturers. They hope to sell 100 by 
the end of the year. 
Variants of the AFM abound. The mag- 
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Ants 


Old colonials 


CAMBRIOGE, MASSACHUSETTS 


ICK a good story and just tell it," is 

the advice given to aspiring scientists 
by Dr Edward O. Wilson. He has certainly 
picked one of the best for himself. A life- 
time's devotion to ants has made him the 
principal authority on the subject. Last week 
Harvard University Press published the first 
conspectus of myremecology since 1910, by 
Dr Wilson and Dr Bert Holldobler (a fellow 
Harvard professor).* Why, they ask, have 
ants been relatively neglected by other 
biologists? 

Put all the world's land animals on a 
pair of scales and 1096 of the weight would 
be ants. But it is their achievements, not 
their weight, which distinguishes them. 
Ants are the world's secret workers. To- 
gether with termites they turn most of the 
earth's soil, enriching it, draining it and air- 
ing it. They are among the most important 
disseminators of plant seeds; and they eat 
perhaps 9096 of the corpses of small ani- 


* “The Ants" by Bert Holldobler and E. O. Wilson. Har- 
vard University Press; 732 pages; $65. 


netic-force microscope, developed at IBM's 
Watson research laboratories in New 
York, uses a magnetic needle made of 
nickel which is sensitive to variations of 
the magnetic field on a surface. Such a mi- 
croscope can easily form 
images of the individual 
bits of magnetic informa- 
tion. In its development 
laboratories, IBM is using 
the microscope to check 
the quality of magnetic- 
storage discs. In one case 
it was able to show that 
tracks of information 
were being written too 
closely together, thus par- 
tially erasing each other. 
At the same labora- 
tory, Dr Clayton Wil 
liams and colleagues have 
developed a type of AFM 
for measuring the distri- 
bution of atoms of a 
“dopant” in semiconduc- 
tors. Dopants are used to tailor the elec- 
tronic properties of different parts of cir- 
cuitry. When a voltage is applied to the tip 
of the AFM needle (which is kept far 
enough away from the surface so that no 
tunnelling current can flow), the dopant's 





Silicon—atom by atom 


mals. Dr Wilson argués that if ants were to 
disappear, most of the world's ecosystems 
would be dangerously qestabilised. 

Still, it is not that he wants biologists to 
give them more credit Tor maintaining the 
planet. Rather he thinks that ants' social 
organisation and skills should make them at 
least as rewarding to study as the birds and 
mammals on which animal behaviourists 
have focused. One reason why ants are so 
sophisticated is because of their complex 
language of chemical communication, 
which Dr Wilson has done more than any- 
one to elucidate. An average ant colony 
might use around 12 different types of sig- 
nal, most of them conveyed by means of 
chemical “pheromones” secreted on to the 
ground by various glands and then sniffed in 
the air by other ants. 

Another reason for their success is a 
lack of sex. Workers do not reproduce, so 
propagate their genes they must prote 
their nest, thus ensuring that the queen— 
their relative—can reproduce copiously. 
One type of ant is understandably known as 
the kamikaze ant. Another is a walking 
bomb: a Malaysian species of carpenter ant 
ruptures an enormous poison-filled gland 
during fights, spraying poison over the ene- 
my as it explodes. Explaining social 
behaviour—such as such selflessness—in 





electrons are disturbed and exert an elec- 
trostatic force on the tip. The resulting 
motion of the tip can be used to measure 
the amount of dopant atoms below it. 

Researchers around the world have 
only a dozen or so AFMs, compared with 
hundreds of srMs. When AFMs become 
more widely available, they seem sure to 
make a hit in biology. 
Most interesting organic 
substances are non-con- 
ducting, and biologists 
like to put their samples 
on insulating glass slides. 

Dr Paul Hansma and 
colleagues at the Univer- 
sity of California at Santa 
Barbara have already pro- 
duced AFM pictures of in- 
dividual ` amino acids 
making up a peptide 
chain. Some researchers 
think that scanning mi- 
croscopes could eventu- 
ally be used to read off 
the sequence of amino ac- 
ids that form DNA. To- 
day's techniques for DNA 
sequencing are comparatively laborious 
and indirect. The microscope could even | 
move from reading to writing. One idea 
on the horizon is to alter the structure of 
molecules with an AFM—making it the ul- 
timate precision tool. 
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Objects of desire 


Databases are being taught how the world works, and 
thus becoming more than mere filing cabinets 


HE computers that most companies 

want do not beat grandmasters at 
chess, attempt to predict the weather, or 
do scientists out of a job. One of their 
main uses is simply to store and sort 
information—in "databases". The past 
two decades of database development 
have been rather boring. The aim of such 
work has been to realise the ideal of “‘rela- 
tional-model”’ databases, as defined by Mr 
Ted Codd, a researcher at IBM, in 1970. 
This task has often seemed to combine 
the pedantry of library theory with the in- 
comprehensibility of computer science. 
Now that the goal has finally been 
reached, the fun can begin. 

What makes the new round of work 
potentially so profitable is the scope it of- 
fers for experiment. Plenty of new tech- 
nology had to be devised to implement re- 
lational databases. But the work was 
dictated by Mr Codd's theory. Today's 
wave of experiments has no such 
rulebook: anybody with a good idea can 
try it out, and perhaps strike gold. One 
fruitful source of experiment is to apply 
ideas from "object-oriented" program- 
ming languages to databases. To see why, 
start with a look at the pros and cons of 
Mr Codd's creation. 

His relational model is a theory of what 
data is and how it can be stored and re- 
trieved. It provides a series of rules and 
techniques for ensuring that each piece of 
information is stored in only one place in 
the database. And it shows how to build 
up descriptions of complex data from 
these "atomic" pieces. The advantages of 
such a computerised filing system are reli- 
ability and flexibility. It has one, and only 
one, place for everything. But there are 
costs too. Although for many applications 
the costs are negligible, they raise their 
heads too often to be ignored. 

Reassembling, say, all the designs for 
all the parts which make up a jet engine 
can be a time-consuming task on a rela- 
tional database. Worse, all the details of 
that task have to be specified in detail by a 
programmer, who can be overwhelmed by 
the complexity of the data he is trying to 
manage. As one wag noted, storing in- 
formation in a relational database is a bit 
like storing a car in a filing cabinet— 
engine under "E", wheels under “W” and 
so on. It is all there, but there is a lot of 
reconstruction to do after getting it out. 

Object-oriented programming offers 
techniques for boosting efficiency and 
hiding complexity. They work by building 
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into the database some knowl- 
edge about the world it records. 
Instead of maintaining a distinc- 
tion between programs (the com- 
puter's rules for thinking) and 
data (what it thinks about) the 
idea of object-oriented program- 
ming is to create abstract “ob- 
jects" that contain both. An ob- 
ject describing — an 
employee might record 
data like name, rank and 
salary, and also contain 
programs like "raise sal- 
ary” and "promote". 

Implicit in the object- 
oriented approach are a 
wealth of ideas for 
databases. One of the 
most important is using information 
about the type of data stored in order to 
to prevent howlers. To a conventional 
database, data is data is data. No distinc- 
tion is made between a number that 
records salary and one that records the 
number of parts in a warehouse in St 
Louis. If a programmer adds the two to- 
gether, the database will not complain, 
though the programmer's boss might. Ob- 
ject-oriented systems keep track of the 
qualities of quantities, and complain 
about attempted daftness. 

In addition to catching errors, object- 
oriented systems can shelter the user from 
the complexity of dealing with lots of dif- 
ferent kinds of data. They keep track of 
which procedures work on which types of 
data-object. Adding feet and inches, for 
example, requires a procedure different 
from adding metres; displaying graphics is 
different from displaying text. Because 
they store appropriate procedures with 
each type of data-object, object-oriented 
databases never forget such details. 

The information contained in the defi- 
nition of objects can also boost efficiency 
by reducing the time needed to retrieve 
complex collections of data. Computer- 
aided design systems, for example, might 
define an "object" called “jet engine". 
When an engineer calls up the plans for a 
jet engine, the information in the defini- 
tion of that object allows the system— 
automatically and efficiently—to retrieve 
the plans for all its sub-components. 

There is more. Ideas from object-ori- 
ented programming may also help 
databases to communicate better with the 
programming languages that modify their 
data—and to tell the difference between 
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two items which coincidentally have the 
same characteristics. Increasing quantities 
of these bright ideas are making the leap 
from laboratory to marketplace. 

Several American companies now of- 
fer object-oriented databases—among 
them Symbolics (noted for computers 
that run the LISP programming language), 
Ingres (maker of a best-selling relational 
database), and start-ups including Servio 
Logic, Ontologic and Object Design. Oth- 
ers, including Hewlett-Packard, have re- 
search prototypes in the wings. Each re- 
flects the concerns of its creator. 

Symbolics, predictably, offers a par- 
ticularly good link between its database 
and Lisp. One of its clients, Houston 
Power and Light, uses the object-oriented 
system to help schedule maintenance of 
its power stations. The system manages 
not only data about maintenance crews 
and equipment, but also rules that specify 
how long crews can work, which stations 
can be taken off-line without blacking out 
the city, and so on. 

Servio Logic has tried to make its ob- 
ject-oriented database easy to modify, on 
the grounds that complex data is likely 
also to be fast-changing. Hewlett-Packard 
has sacrificed some speed for flexibility 
and compatibility with relational 
databases. Computer-aided design com- 
panies, by contrast, have concentrated on 
tapping the speed offered by object-ori- 
ented techniques in assembling and modi- 
fying vast quantities of blueprints and de- 
sign data. Time and competition will tell 
which ideas will prosper, and which will 
be forgotten. 
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E! terms of iem — — is a a hall 
of sociobiology, of which Dr Wilson is 
regarded as the father. 
Although most ants are accomplished 
ters and hunters, there are also many 
ers among them. Ants of the genus 
— are the only known genuine no- 
-mads, apart from some tribes of man. They 
keep livestock—in the form of mealybugs 
— which feed on sap—and move them con- 
M tinuously to fresh pastures, placing them on 
new plants and trees when the old ones have 
been sucked dry. Nutrients from the sap are 
on to the ants in the mealybugs’ ex- 
«rement. The most sophisticated farmers are 
d the leaf-cutting ants, which cultivate fungus 
. on fresh vegetation thanks to an assembly- 
line of specialised castes. 
| Co-operation within a colony, especially 
- by means of labour-dividing castes, is proba- 
bly what ants are most famous for. One “‘su- 
- per-colony” of interconnected nests, spread 
_ over 2.7 square kilometres in Hokkaido, Ja- 
pan, consisted of some 306m workers and 
- over 1m queens. But genuine co-operation 
; colonies seems always to boil down 
to pure parasitism. Often one colony will en- 
obe another of the same species, or one 
species will exploit another. 
— .. Queens of the North African Bothrio- 
— myrmex decapitans take control of colonies 
| of Tapinoma ants. They let Tapinoma 
workers drag them into their nests, then 
. they find the Tapinoma queen, sit on her 
— back and do what they have evolved to do 
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y Russian science 


. Moscow 


CIENCE and technology are — 

to be two keystones of Mikh 
~ Gorbachev’ s attempts to liven up the eun 
economy. But perestroika came late to the 
* Academy of Sciences, and the re- 
forms introduced over the past two years 
— have yet to take effect. 
a “The academy was too sleepy in the be- 

_ ginning,” Dr Roald Sagdeev, a radical ac- 
. ademician and former director of the Space 
-. Research Institute, told The Economist. “It 
— began to overhaul itself only as a result of 
. demands from the public and from individ- 
- ual scientists." The academy had become lit- 
- tle more than a rubber stamp for huge pres- 
poem. projects drawn up by the industrial 

ministries. What power it had was in the 
hands of an aging bureaucracy. By 1988 age- 
- limits had been set for top posts and the way 
-they were filled had become more demo- 
- cratic. New faces appeared in the academy 
and its institutes; unpopular projects, like 
. plans to divert Siberia’s rivers to southern 
. desert areas, were dropped. 
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od best: slowly saw off her head. The new 


piis. Tet 17731035 
queen ses over as sole — and 
soon swamps the colony with her own off- 
spring. The honeypot ant, Myremocystus 
mimicus, enslaves other colonies of its own 
species. Territorial disputes give rise to elab- 
orate tournaments in which workers extend 
their legs to walk on stilts and drum their 
antennae on each other’s abdomens, When 
one colony is markedly smaller than the 
other and so cannot field an imposing team, 
it is raided, the queen is killed, and workers, 
pupae and larvae are carried off to be set to 
work in the victors’ nest. 

The kings (or rather, queens) of slave- 
owners are the Amazon ants, who are splen- 
did at killing and enslaving other ants but 
have grown so dependent on their slaves 
that they cannot dig their own nests, care 
for their young or even get their own food. 
Dr Wilson works hard to find evolutionary 
explanations for most of such oddities of ant 
life. And he and his fellow sociobiologists 
have high but distant hopes of doing the 
same for man. 

If sociobiologists have tended some- 
times to describe higher societies (such as 
man’s) too much as if they were simpler 
ones, some entomologists have been guilty 
of the reverse, Here is William Wheeler, the 
last great encyclopediast of ants (1910), de- 
scribing Amazon ants at home: 

they sit about in stolid idleness, or pass the long 

hours begging the slaves for food or cleaning 

themselves and burnishing their ruddy armour. 
No doubt they also do crossword puzzles 
when it rains. 


E into ploughshares 


Old habits die hard and Dr Sagdeev be- 
lieves the changes are superficial. "As long 
as top officials are nominated by the party or 
through party bosses like Yegor Ligachev, 
perestroika i in the academy will be a phan- 
tom." Fundamental science was a casualty of 
the “period of stagnation"—it got less than 
996 of Soviet spending on science in 1988. 
Things appear to be improving. In 1989 
500m roubles was allocated to basic re- 
search; earlier this year, overall finance for 
science was increased by 3096. Dr Sagdeev 
approves, but does not expect the trend to 
continue, given the budget deficit. 

The way science money is allocated has 
also been changed. Instead of going directly 
to the academy's institutes, much of it is 
now awarded to projects by committees 
representing science and industry. Last year 
6,200 projects competed, of which 3,860 re- 
ceived money. But, says Dr Sagdeev, a large 
part of the money is still spent to support 
unprofitable institutes. 

Getting industry to adopt new technol- 
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Dr Sagdeev speaks out 
ogies has long been a problem. For deca 


the main aim of every enterprise was to Mur 
or exceed government-set output targets 
rather than to improve production meth- 
ods, Now institutes are being encouraged to 
seek contracts from industry, with the aim 
of eventually becoming self-financing. Such 
contracts so far account for around 15% of 
most institutes’ funds. Dr Sagdeev is con- 
cerned that it should not exceed 50%, “‘oth- 
erwise institutes will lose their stability and 
become preoccupied with ad hoc projects.” 
New institutions have been created to foster 
links between science and industry, " inter- 
departmental technology centres” known as 
MNTKs, which represent research institutes, 
ministries, government departments and en- 
terprises. So far 23 have been set up, 17 in- 
volving academy institutes. These 17 have 
produced goods worth 500m roubles. The 
problem, Dr Sagdeev points out, is that in 
some cases government ministries and de- 
partments still have control. He does t 
think MNTKs will last; they are “a form 
transition from a state-run system to an in- 
dependent one". 

Dr Sagdeev reports that morale among 
scientists is very low. In the old days, re- 
searchers in the military sector were pam- 
pered while scientists in civil research were 
ill-equipped and badly paid, with few pros- 
pects for promotion or international recog- 
nition. But instead of bringing civilian scien- 
tists up to the standard of their military 
colleagues, many Soviet scientists feel there 
has been a levelling down. 

The government is trying to boost the 
ailing economy by converting the defence 
industry to civilian production. This has 
meant big cuts in some scientific areas. The 
academy “cut out funding of projects which 
had nothing to do with military programmes 
—space research was one victim". And 
space research is Dr Sagdeev's own field. 
This might help to explain why he is not op- 
timistic about the future of Soviet science. 
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BOOKS AND ARTS 


The man after Mikhail? 


AGAINST THE GRAIN. By Boris Yeltsin. Jonathan Cape; 215 pages; £12.95. Summit; 


$19.95 
T3255 YELTSIN, maverick and volley- 


ball enthusiast, is the only plausible ri- 
val to Mikhail Gorbachev for the first freely 
~lacted president of the Soviet Union. As 
r Gorbachev's popularity wanes, the ques- 
uon of whether Mr Yeltsin is suited for such 
a job becomes more urgent. On the evi- 
dios of this book, he is far better suited to 
winning the election than to succeeding in 
the presidency. Boastful, overbearing and 
bumptious, he emerges by his own account 
as the eternal mocker of authority, rarely the 
effective wielder of it. 

Here is young Boris Nikolayevich fear- 
lessly exposing his primary-school teacher as 
a sadist; deprived of his right to secondary 
education by vengeful teachers, he trium- 
phantly appeals over their heads and contin- 
ues his studies. Here is conscientious Boris 
Nikolayevich, completing his graduate dis- 
sertation in one month rather. than the 
usual five and then refusing the automatic 
promotion for which this would normally 
have qualified him, resolving instead to 
spend a year laying bricks, mixing concrete 
and becoming one of the boys. There again 

the brave Boris Nikolayevich facing up to 

murderous convict who has been given 
work on a building site and is threatening 
foreman Yeltsin with an axe; sheer strength 
of will sends the man packing and the con- 
struction team gets the work done on time. 

Presumably Mr Yeltsin was doing all 
this in the name of some ideas or policies, 
but he barely mentions them. He seems not 
to have thought, for example, about the fu- 
ture role of the Communist party or the way 
in which elections—of which he is a living 
symbol—might shape a future Soviet 
Union. The book seems concerned with de- 
fending Mr Yeltsin rather than propound- 
ing a set of distinctive policies; it gives an 
unsettling impression that this man does ad- 
mirable things out of vanity. 

Ironically, this also makes his autobiog- 
raphy unsatisfactory even as a self-portrait. 
Mr Yeltsin is a successful career communist 
who fought his way up through the con- 
struction-industry bureaucracy to become 
first secretary of Sverdlovsk, his home town 
and one of the largest cities in the Soviet 
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With non-voting friend 


Union. This background is shared by other 
prominent politicians, notably the prime 
minister, Nikolai Ryzhkov, who also comes 
from Sverdlovsk and also made his name in 
the industrial bureaucracy. Yet the book 
makes no attempt to explain why the rebel- 
lious Mr Yeltsin turned out so differently 
from the establishment Mr Ryzhkov. lt 
therefore gives little hint of what makes its 
author so extraordinary a figure. 

Similarly, Mr Yeltsin, like Mr Gorba- 
chev, was born into a peasant family during 
the calamitous 1930s and came to political 
maturity during the first days of Khru- 
shchev, when hope began to dawn after 
Stalin's long night. A generation of politi- 
cians is now in power whose opinions have 


been shaped not only by the Stalinist dic- 
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tatorship but also by the defeat of the first — 
attempts at reform. It would be revealing to 
know more about the lessons Mr Yeltsin 
draws from this historical experience, yet - 
the experience—along with Khrushchev’ s 
name—is all but absent from the book. | 
This lack of reflectiveness and —— | 
nation to make policy has contributed to the. 
failure of the Interregional Group of Depu- 4 
ties, an informal club of Mrs, to turn itself y 
into an effective parliamentary opposition. — 
Mr Yeltsin is its best known member and - 
probably the only one who could give it — 
party discipline and a distinctive ideology. — 
In fact, it has neither; and because of this, — 
Mr Yeltsin himself is often underestimated. — 
Last September, by his own account, he - 
was bundled into a car late one night and | 7 
dumped into the Moscow river. A police i ine — 
vestigation found no evidence that this had | 
happened; Mr Yeltsin refused to press - 
charges and, in front of the parliament, dis- _ 
missed the events as "a joke". The story — 
would have sunk most politicians yet, six — 
months later, Mr Yeltsin is the front runner 5 
for the post of president of the Russian fed- 
eration—a post which, according to did . 
logic of Mr Gorbachev's decentralising re 
forms, will become the second most impor- - 
tant in the country. 
His success shows that Mr Yeltsin hasa 
useful service to perform for Soviet fees 
racy. He can be the scourge of the cor- — 
rupt old guard. Only a bully could have 
stood up to the bullying party bureau- — 
cracy; Mr Yeltsin has taken them on at 
their own game and beaten them, The 
best parts of his book reveal te 
Honecker-like corruption that weaves — 
around the top of the Communist party and do $ 
embraces even Mr Gorbachev himself. | 
might one day play a powerful role in the A 
reaction against the president. i 
The book has one last virtue: it is, at 
least when it talks about people other than 
Mr Yeltsin, far more entertaining than most - 
books by western politicians. Here, as proof — | 
of glasnost, are some of Mr Yeltsin's opine · 
ions of his former colleagues: 
€ Dmitri Yazov: "completely lacks the | 
grounding for the post of defence minister." 
@ Vadim Medvedev: “His grossly aE 5 
tious remarks and stale vocabulary that 
reeked of hack journalism were Ss 
unbearable.” SS 
@ Mikhail Gorbachev: ' ‘growing more and ^ 
more fond of his own voice. It was obvious 3 
that power was exerting its hold over him; ` 
he was losing his grip on reality, possessed as - 
he was by the illusion that perestroika was: * 
developing widely." 
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International crime 


Not yet IBM 


THE Maria. By Claire Sterling. Hamish 
Hamilton; 384 pages; £15.99. Published by 
Norton as “The Octopus”; $19.95 


HIS book ends with “The Dead (a par- 

tial list)", subdivided into “Distin- 
guished Cadavers" and “Mafia Losers”. 
Scanning the names of judges, senior police- 
men, politicians, journalists and hoodlums, 
together with the abrupt manner of their 
disposal—shot, strangled, dissolved in acid, 
fed to pigs—the reader is left in little doubt 
that, although today’s Mafia may have 
grown into a global enterprise, it is still a 
long way from joining the ranks of the 
world’s leading multinationals. Contradict 
your boss in a big corporation, or fumble a 
marketing campaign, and you could lose 
your job. Cross a Mafia boss, and you could 
end up as a protein supplement for Sicilian 
swine. 

Claire Sterling sets out to prove that the 
Sicilian Mafia is an omnipotent organisa- 
tion rapidly infiltrating the above-ground 
economy. Her book, in fact, demonstrates 
the opposite. Only in southern Italy does 
the Mafia wield the influence Miss Sterling 
claims it enjoys in America and dozens of 
other countries. This is a loose, disjointed 
organisation, riven by strife, which can 
flourish only where weak or corrupt politi- 
cians have lost the will to enforce the law. 

The Mafia is supposed to make gigantic 
sums of money. Miss Sterling cites reports 
that the Sicilian branch alone allegedly 
made a $30 billion profit in 1989, and that 
the American and Sicilian Mafias combined 
enjoy an annual turnover of $250 billion. 
Scores of anecdotes in this book make these 
figures look highly unlikely. 

Vincenzo Napoli, allegedly one of the 
Sicilian Mafia's top men in New York, was 
arrested after trying to peddle diamonds, 
guns, stolen paintings and dope to an under- 
cover American police officer. Napoli's pro- 
ceeds from months of negotiations 
amounted to a paltry $6,500. Another top 
Mafia man, who is supposed to have di- 
rected billions of dollars-worth of heroin 
shipments, spent a decade hanging around 
Knickerbocker Avenue, a run-down neigh- 
bourhood in Brooklyn. The best method 
the Mafia can think of for distributing its 
heroin in America is a chain of pizza par- 
lours, where the sons of top mafiosi are fre- 
quently offered jobs as a favour to their fa- 
thers. Does this sound like the behaviour of 
men directing a criminal operation boasting 
an annual turnover four times that of IBM? 

Even conceding that the drugs trade 
generates large flows of cash, the idea that 
the Mafia is a single, stable organisation 
which has survived for the past 50 years 
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largely intact is plainly wrong. The lives of 
top Mafia bosses are nasty, brutish and 
short. They shoot and blow each other up 
with reckless abandon. A significant num- 
ber of them end up in jail for long prison 
terms, often at an age when less adventurous 
corporate executives are retiring to the golf 
course. Luciano Leggio, the Sicilian capo 
who, according to Miss Sterling, claims con- 
trols most of the world's heroin trade, has 
languished behind bars since 1974 and is 
likely to stay there for life. No business en- 
terprise, however flexible or innovative, 
could survive such violent upheaval. 

A better description of the Mafia would 





American life 


Buffalo and 
sweat baths 


GREAT Prans. By Ian Frazier. Faber and 
Faber; 290 pages; £14.99. Farrar Strauss 
& Giroux; $17.95 


HE OGreat Plains of the United States 
cover a huge swathe of land, about 600 
miles wide, stretching some 2,500 miles 
south from eastern Montana and western 
North Dakota through parts of South Da- 
kota, Wyoming, Nebraska, Colorado, Kan- 
sas, New Mexico and Oklahoma to west 
Texas. For most Americans, it is simply 
what they fly over on the way to either coast. 
[an Frazier, a writer for the New Yorker, 
has taken this bleak and maligned region 
and given it life. His glorious book is more 
than a history and more than a 25,000-mile 
travelogue, although it is also both of those. 
It is an ode to the Great Plains, a psalm to 
the people who once lived there, who have 
tried to live there and who live there still. 
Once called, inaccurately, the “Great 
American Desert", the plains region was 
generally ignored by white Americans until 


be as a network of ctiminal contacts regu- 
larly exploited by shifting alliances of ruth- 
less drug-traffickers add extortionists, who 
flourish where politicians and policemen are 
venal or lazy. Sicily has"been both the home 
and haven of the Mafia because politicians 
throughout Italy have found it convenient 
to tolerate, rather than prosecute, its activi- 
ties. The same applies to countries as differ- 
ent as America and Switzerland. Energetic 
international regulation of banking and tax 
laws, making it impossible for the mafiosi to 
launder their ill-gotten gains, would quickly 
destroy the Mafia and with it the myth of an 
irrepressible global conspiracy. 


after the Civil War. Then, with the railroads 
as chief boosters, the plains saw the arrival 
of thousands upon thousands of settlers. 
They wiped out the buffalo, more or less 
wiped out the Indians and, eventually, were 
driven away themselves by loneliness, ex- 
treme weather, drought, and the loss of te 
soil brought on by over-farming. The regi 
today is a sparsely populated land of ruined 
homesteads, small towns that have seen bet- 
ter days, farmers who are too reliant on 
unreplenishable groundwater, and missile 
silos. 

Mr Frazier found more. Down an al- 
most impassable dirt track near 
McLaughlin, South Dakota, he found, with 
the help of an Indian hitchhiker called Jim 
Yellow Earring, the site of the cabin belong- 
ing to the famous Sioux chief, Sitting Bull. 
Just off Highway 83 north of Wellington, 
Texas, he came across the abandoned house 
of Mr and Mrs Sam Pritchard, who were un- 
lucky enough to have been at home when 
the gangsters Clyde Barrow and Bonnie 
Parker paid a call after their car had plunged 
off the road. Three miles outside Strasburg, 
North Dakota, he found the childood home 
of Lawrence Welk, a nationally-known ac- 
cordion-player and band-leader. 

Some of the modern-day folk are trea- 
sures. Gerald Baker, a Mandan-Hidatsa In- 
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dian who is the park r$nger at Fort Union 
Trading Post in North Dakota, once the 
"Times Square of th4' plains", taught Mr 
Frazier how to use a doüble-bladed throwing 
axe and offered him the honour of joining 
him in a ceremonial sweat bath. Kathleen 
Claar, custodian of the Last Indian Raid 
Museum in Oberlin, Kansas, took him to a 
small cemetery to show him the grave of her 
husband and of Rick Read, the last man 
lynched in the state. Le War Lance, an 
Oglala Sioux, stood on a street corner in 
New York city regaling Mr Frazier with the 
tale of his grandfather, the proud and inde- 
pendent Crazy Horse. 

Through these encounters the Great 
Plains are unveiled with style and wit. “The 
sky", we are told, “is like a person yawned 
and never stopped." Buffalo skinners 

wore heavy clothes which they seldom changed. 
™ried blood caked in their beards. When a 

oup of them walked up to a bar, they would 
reach into their clothes, and the last one to 
catch a louse had to buy. The prostitutes who 
catered to them were a special type. 


In Nicodemus, Kansas, the sole remaining 
town of black settlers on the plains, Mr 
Frazier says he found true joy watching the 
people at a dance. He imparts it so gener- 
ously to his readers that they may wish to 
follow him themselves. 





Politics and the countryside 
Born-again 
greenery 


Trrwuss REGAINED. By John Mortimer. Vi- 
king; 281 pages; £13.99 and $19.95 


O are more preposterous: the de- 
velopers marching round southern 


England drawing up plans to turn some of 


the world’s most pleasing countryside into 
toytown suburbs; or the nouveau-rural 
Volvo commuters looking for trendy ways 
to stop them? With even-handed ridicule, 





Mortimer in paradise 
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John Mortimer spends much of this novel 
making you laugh at both. 

This is the sequel to “Paradise Post- 
poned", which charted the rise of Leslie 
Titmuss—a rural version of Norman 
Tebbit—from country yokel to cabinet min- 
ister. "Titmuss Regained" is the story of 
how Titmuss, like the present Conservative 
party, attempts to go green. He does so as an 
expedient: to protect his newly acquired 
country manor, threatened by a new town, 
and to conserve the votes of the green-welly 
brigade. 

One of Mr Mortimer's more subtle 
themes is the way these new-found princi- 
ples throw Titmuss into an ideological tan- 
gle. How can he reconcile his selective green- 
ness with a recent speech to the 
construction industry condemning con- 
servationists as "the rich socialists who live 
in their converted farmhouses’? "Free 
scope for market forces and commercial 
development", Titmuss muses, "must 
balanced against the claims of the environ- 
ment, and there was, surely, more environ- 
ment round Rapstone Valley [his country 
seat] than almost anywhere else in the Brit- 
ish Isles." Yet this is a politician not given to 
balancing market forces against anything: as 
unreal an animal, implies rich socialist Mr 
Mortimer, as a green Tory party in real life. 

Political novels rarely work well both as 
politics and as literature. Mr Mortimer 
wisely limits his literary aim to writing a 
"good bad book": highly entertaining, but 
with no great subtlety of characterisation or 
plot. As in Dickens, things are mainly black 
and white. That makes a light read, with the 
serious points easily digestible. And even 
characters who seem unconvincing become 
enjoyable representatives of their times. 

Mr Mortimer does not confine his mes- 
sage to high politics. He caricatures a host of 
little people shaped by the 1980s, from hill- 
billies-turned-entrepreneurs to fund-raisers 
who have learnt to make money out of char- 
ity. Most are judged harshly; the exception, 
a quiet country doctor whose simple life is 
upset by the forces unleashed by Leslie 
Titmuss, betrays Mr Mortimer’s prejudice. 
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For all his irreverence about "Nimbies", he 
clearly believes there is some genuine rural 
idyll worth preserving. Threatened by a new 
motorway or housing development near his 
home in the Chilterns, Mr Mortimer would 
probably be the biggest Nimby of them all. 





Hans Eysenck 


The LSE man 


REBEL. WitH A CAUSE: THE AUTOBIOG- 
RAPHY OF HANS Eysenck. W.H. Allen; 310 
pages; £14.95 


HIS is an autobiography with a differ- 

ence. As well as the usual smattering of 
quotations from the likes of Diderot and 
Montaigne, it features figures, diagrams, a 
glossary of technical terms and a bibliogra- 
phy—all the paraphernalia, that is, of an ac- 
ademic monograph. The most revealing bit 
of the book is not a lyrical evocation of lost 
love but a graph showing Hans Eysenck's 
productivity over the years. Each article or 
book chapter counts for one point; each 
book counts for ten; and the productivity 
trend, needless to say, is on the up and up. 

Mr Eysenck has no time for English dif- 
fidence. "Rebel With a Cause" is an un- 
abashed celebration of academic success and 
private fulfilment. Mr Eysenck tells his read- 
ers, with obvious relish, that he has an ex- 
tremely high 10, a gift for language and a pel- 
lucid style; that he was a doughty boxer in 
youth and an excellent tennis player in ma- 
turity; and that he has always preferred prin- 
ciple and persecution to conformity and an 
easy life. Quoting Bertrand Russell's dictum 
that if you hold unorthodox opinions in 
England you will be disregarded at first, per- 
secuted if you persist, but finally canonised 
if you live long enough, he comments: “hav- 
ing experienced the first two stages, | seem 
to be approaching the third." 

Inflation apart, Mr Eysenck had a dra- 
matic, even an heroic, childhood. Born in 
Berlin in 1916, he lived through defeat, mass 
unemployment and the rise of the Nazis. His 
adolescent distaste for Hitler was sharpened 
by the fact that his mother remarried to a 
Jew, and in 1934 he went into exile, first to 
France and then to England, where he set- 
tled. It must have been galling, to say the 
least, for a man from such a background to 
be accused of being a Nazi by student revo- 
lutionaries at the London School of Eco- 
nomics, whose only experience of a "fascist 
regime" was being refused service in the col- 
lege bar after closing time. 

Mr Eysenck undoubtedly made large 
contributions to psychology. He founded 
the Institute of Psychiatry and applied psy- 
chometric and experimental methods to the 
study of personality, long regarded as a soft 
option. He is one of the great popularisers of 
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science, blessed with a fluent, if over-de- 
clamatory, style. It is difficult to imagine any 
of the jargon-junkies who preside over 
erican psychology writing, for example, 
that "nothing filthy, disgusting, foul, loath- 
some, nauseous, offensive, revolting, vile, 
squalid, feculent, or obscene" seems to have 
escaped the attention of modern "artists". 
The pity is that Mr Eysenck leaves so 


many hostages to fortune. His numerous 
critics will find plenty to amuse them in this 
volume. One example is irresistible. Having 
boasted at length of his near-photographic 
memory and profound passion for poetry, 
he ends his book by saying “I shall follow 
the advice of W.B. Yeats: 'Do not go gentle 
into that good night/Old age should burn 
and rage at close of day.' " Whoops. 





When is deception not deception? 


The art of the fake 


$6 MIGHT well be stirred by the 
sudden prospect of ruins, but once 
we knew them to be artificial our pleasure 
would evaporate," wrote Kenneth Clark in 
his 1928 "Gothic Revival". "There has 
come to be something shocking in the dis- 
covery that a seeming castle is only a cow- 
shed. It is a sham; it is telling a lie. Our criti- 
cal outfit is no longer complete without the 
weapons of morality." Clark had chanced 
upon one of the abiding ironies of the cen- 
tury: that this most stridently liberal of times 
manages to be the most illiberal in its insis- 
tence that things should be "genuine". 
This irony is at the heart of the British 
Museum's witty and challenging exhibition, 
"Fake? The Art of Deception", which runs 
until September 2nd. Mark Jones, the exhi- 
bition's curator, has taken on the dual task 
of tracing the history of forgery from archaic 
Babylon to contemporary California, while 
at the same time tracing the history of how 
forgery is understood. Neither is straightfor- 
ward. Some of the objects on show are 
clearly and satisfyingly "fake", in the sense 
that their sole intention is deception for 
some form of gain. Thus the show estab- 
lishes an unlikely moral continuum between 
a "fur-bearing trout”, cobbled together by 
an anonymous naturalist in Victorian Can- 
ada, and the Zinoviev Letter, forged by a 
White Russian cell in 1924 with the (success- 
ful) intention of queering the Labour party's 
pitch in the general election of that year. 
far, so good: but other objects are 
more tricky. Is a Rembrandt etching pro- 
duced from the artist's own plate, but after 
his death, a fake? Or does it become one 
when that plate is restored by another hand 
(as with Rembrandt's "Christ Healing the 
Sick?) A flower study by the seventeenth- 
century Flemish painter, Baptiste, is cer- 
tainly by the artist, and bears his signature: 
but the blooms (and signature) were pieced 
together from pirated canvases. A "genu- 
ine" Baptiste? And should an original and 
lovely "Samuel Palmer" sketch or “Ver- 
meer" canvas be any less valued when it 
turns out to be by Tom Keating or Henricus 
van Meegaeren? When the young Raphael 
painted in the style of Leonardo, he was in- 
vited to redecorate the Vatican. When 
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A little too like Clara Bow 


Keating painted in the style of Palmer, he 
was picked up by the Fraud Squad. So much 
for liberalism. 

The uncovering of frauds is fascinating 
in itself. The "Botticelli" shown here, for ex- 
ample, was cast in doubt when Clark, then a 
young man, thought the face too like that of 
a twentieth-century screen goddess. The 
robe, too, is painted in Prussian blue, a pig- 
ment not introduced until the eighteenth 
century. The piece is still lovely; it was sold 
in 1930 for $25,000. But it may be as little as 
a century old. 

Perhaps the most audacious thing about 
this exhibition is that the British Museum 
should have countenanced it at all. It is set, 
after all, in a museum which is a perfect Peri- 
clean lonic temple: but it is not a temple, not 
in lonia, and was built 2,300 years after Peri- 
cles's death. Most of the 600 artefacts on 
show, too, come from the BM's own collec- 





tion. One of the exhibition's most striking 
images is the so-called Townley Discobolus. 
The Discobolus, a lif@-size model of a discus- 
thrower, was a Hellénistic reworking of a 
classical sculpture in the first place, but that 
did not stop the BM from buying it; fakes 
seem to get less fake with age. When it was 
irrefutably demonstrated to the museum's 
elders in 1809 that the statue's head was not 
genuine, however, its potential fakeness be- 
came a threat. The museum did what any 
other body might have done: it firmly de- 
nied the veracity of the new evidence, not 
owning up until 1861. Truth is a mutable 
commodity, even among its purveyors. 

Perhaps the greatest irony, though, is 
that the birth of the great museums in the 
last century did as much as anything to fos- 
ter the idea that there was a single, empirical 
truth to be told. By narrowing the field of 
what is "real", museums like the BM F 
broadened the definition of what is false. 
Jones's catalogue introduction claims tnat 
"Fakes?" may well "affect our conception of 
reality (sic) itself". Unfortunately for the 
British Museum, the first examples of that 
reality experienced by the viewer on leaving 
the exhibition are the rooms containing its 
Roman collection. 

One thing that has not changed with 
the passing millennia, however, is the rage 
of the man whose work is forged. In 1506 
Dürer sued Marcantonio Raimondi for pro- 
ducing forged engravings of his "Life of the 
Virgin" series. In 1981 David Hockney 
scrawled “This is not my work” across a 
drawing purporting to be Hockney’s “Col- 
ourful head-dress” of 1963. According to 
Mr Jones, the modern forger’s energies are 
more usually expended on producing coun- 
terfeit Rolexes or Lebanese “Johnnie 
Hawker” Red Label whisky than on fine art. 

One artist who managed to turn the ta- 
bles on this trend was an American pain 
J.S.G. Boggs. In October 1986 Mr Bog 
drawing of a £5 note was exhibited at Lon- 
don’s Young Unknowns Gallery. In Octo- 
ber 1987 it featured as an exhibit of an alto- 
gether different type, in a private criminal 
prosecution at the Old Bailey. Mr Boggs was 
acquitted, but has subsequently been prose- 
cuted in Australia for drawing Australian 
dollars. Curiouser and curiouser. 





Italian opera 


Diminuendo 


ROME 


N THE week that Luciano Pavarotti, ar- 

thritic in knee but glorious in voice, was 
making his triumphant return to the Lon- 
don stage, the operatic news from home was 
alarming. Although ticket sales may be 
steadily rising in all 13 of Italy's big opera 
houses, these owe their survival—as opera 
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houses do almost evérywhere—to lavish 
state subsidies; and this season the subsidies 
have been cut in hf, down to £204m 
($329m). Next year another cut will bring 
them to a mere £182m. As Carlo Fontana, 
the manager of Bologna's Teatro Comunale, 
puts it, animosamente: "We shall simply be 
obliged to shut down." 

With the exception of Verona's open- 
air summer season in its Roman arena, op- 
era in Italy routinely loses money. Even La 
Scala, where an opening-night stall seat goes 
for £500, rarely comes close to breaking 
even. Each ticket-holder at any Italian opera 
costs the state an additional £100; £250 in 
the case of smaller opera houses, such as La 
Fenice in Venice. And still they boo if the 
mood takes them. 

Opera managers, for once, are not sim- 
ply weeping and wailing; they are trying to 
-J*ist to the cuts as best they can. For a 

t, they have agreed that only eight opera 
stars will be paid their top wage per perfor- 
mance, £15,000 ($24,165): Jose Carreras, 
Mr Pavarotti, Placido Domingo, Alfredo 
Kraus, Ruggero Raimondi, Samuel Ramey, 
Mirella Freni and Montserrat Caballé. How- 
ever, as Mr Fontana points out, singers' sti- 
pends make up only 1996 of opera-house 
budgets. He believes that the houses can sur- 
vive next year only if they start making their 
own videotapes of performances, make a 
habit of exchanging productions among the 
13 houses and pray for the arrival of pay- 
television in Italy. 

The chief and perhaps insurmountable 
fault in the Italian opera scene is its domi- 
nance by the political parties. Almost every- 
one on yearly wages in the opera houses 
owes his or her job to party pull and, once 
hired, the unions see to it that they are not 
sacked. An entire production of Strauss's 
"Ariadne Auf Naxos" had to be cancelled 


Rome last month when the management 





Pavarotti's in the top ten 
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tried to fire seven members of the orchestra 
and three dancers. Incompetent as they 
were, their jobs were untouchable. 

The eight superstars judged worthy of 
maximum pay (they could earn much more 
in Chicago or Tokyo) include only three 
Italians, Mr Raimondi, Mr Pavarotti and 
Miss Freni. On top of everything else, Italy is 
running out of opera singers, probably be- 
cause the theatres have to spend their 
money on things other than academies for 
voice-training. This month's annual Maria 
Callas international competition for new 
voices awarded first prizes to a Japanese so- 
prano, Michie Nakamaru, and an Italian 
mezzo-soprano, Serena Lazzarini. The male 
contestants, the jury found, were not worth 
a mention. 





Art theft 


Mrs Gardner's 
folly 


BOSTON 


N UNCONSCIOUS irony lies behind 
this week's massive art theft from Bos- 
ton's Gardner Museum. The sense of out- 
rage has almost as much to do with the inva- 
sion of a hallowed shrine of old Boston as 
with the robbery. Yet Mrs Gardner, a New 
Yorker, was cold-shouldered by Boston 
nineteenth-century society as a pushy out- 
sider whose Parisian dresses were viewed 
with horror by the matrons of Back Bay. 
"Pray, who undressed you!" one wit in- 
quired, hoping to embarrass her. He failed. 
"Worth," she answered. "And didn't he do 
it well?” 

It might be said that the museum was 
Mrs Gardner's revenge; Fenway Court, the 
remarkable Italian palazzo which she built 
well outside respectable Boston among the 
city's breweries and distilleries, was named 
by her The Isabella Stuart Gardner Mu- 
seum. It was created as a monument to her 
own taste; her will left clear instructions 
against any alteration at any time to the col- 
lection of paintings, statuary and furniture. 
The moving of a single chair would be suffi- 
cient reason for the museum to be instantly 
dissolved. Boston might have succeeded in 
snubbing Mrs Gardner, but she made sure 
that they would never forget her. 

A friend of Henry James who shared his 
passion for Venice (although the novelist 
had reservations about her creation of a fake 
palace in his home town), Mrs Gardner 
transferred her passion from clothes and 
jewels to art in the 1890s. One of her first 
purchases has become the museum's biggest 
loss: “The Concert" by Jan Vermeer, 
bought at an auction in Paris for FFr29,000. 

Two years later she began using Bernard 


Berenson as her buyer of Italian old masters, 
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although it might be said that Berenson was 
using her, praising each new find in breath- 
less superlatives in order to get the best price 
out of his patroness. No fool, Berenson went 
in for finding “Isabellas”; Mrs Gardner fan- 
cied herself as America’s answer to Isabella 
d'Este, the great Renaissance art collector. 
Her favourite Isabella (later demoted to 
"Lady in a Turban’’) was snapped up for the 
museum in 1896, a few weeks before one of 
Berenson's best finds, a Rembrandt self-por- 
trait. Next year brought her a Titian and in 
1898 Berenson persuaded her to buy Rem- 
brandt’s only known seascape. A fine of 
$200,000 for violating customs laws brought 
her collecting to a halt in 1904, but two 


years later the museum was open and Mrs ' 


Gardrier was collecting again. 

Mrs Gardner was a regal custodian of 
her palace museum. Visitors were allowed 
entry only in batches of 200; no sketches or 
notes were permitted on the premises; fu- 
ture directors were obliged by her will to live 
in situ, on the fourth floor (a rule which has 
been broken only by the present director). 
In her own lifetime, the owner's formidable 
presence helped to keep the treasures safe. 
“Tapestries Slashed", ran a dramatic head- 
line in one paper; in fact, the would-be van- 
dal had scarely taken her scissors out of her 
pocket before Mrs Gardner swooped on her 
and called the police. 

It is unfortunate that Mrs Gardner's 
thoroughness did not extend to laying down 
the law about insurance. It was only after the 
two thieves dressed up as policemen had es- 
caped last Sunday with treasures conserva- 
tively estimated at $200m that it was re- 
vealed that they were uninsured. 

No clear pattern has been found in the 
theft. The Vermeer has gone, but the Titian 
was left untouched. Two Rembrandts have 
gone, including the priceless seascape, but 
not the self-portrait. Other losses are a su- 
perb Manet, five paintings by Degas, a 
Shang Dynasty beaker and a landscape by 
one of Rembrandt’s pupils. There is not 
much comfort for the museum in the knowl 
edge that celebrated works are impossible to 
fence; the idiosyncratic choice of stolen 
works strongly suggests that one buyer's 
taste was being followed and that they are 
destined to be hidden away in a private col- 
lection, possibly in South America or Japan. 

The museum has been closed since the 
robbery. Concern for the safety of the re- 
maining masterpieces makes it unlikely that 
futre visitors will be able to enjoy the relaxed 
atmosphere which was one of the museum’s 
greatest charms. Until now, Fenway Court 
has always retained the feeling of a private 
home, enhanced by such domestic touches 
as little vases of flowers, evening concerts 
and even a table laid out as if for tea; it never 
seemed wholly incredible that Mrs Gardner 
herself would suddenly stroll through the 
door. In her charm, alas, lay her folly. 
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new Economic 





Humberside County Council's 
record year in 1989 for new investmentin the County 
Shows no sign of slowing down. The priorities for the 
early 1990's include support for local-companies, 
winning investment into the County enhancing 
Humberside's — European and international 
E: onnections, promoting training for those in-work 
.and out-of-work, and providing a comprehensive 
: policy and research service. 











he. County Council is offering three posts and 
applications are welcomed from highly committed 
nd enthusiastic professionals who are keen to work 
inan action-orientated team. 


All three posts involve travel within the UK and 
Overseas and carry an Essential User Car Allowance. 





a Development Services, County. Hall, Beverley, North 


: reference number. 


. The Economic: Development Services offices are 

situated in Beverley described as one of the most 

gracious market towns in the Country. If you would 

. Hke to combine gracious living with an exciting job 

. . then your application to Humberside would be most 
. welcome. Closing date for applications i is 6 April 1990. 


“This Authority positively welcomes applicants from all 
sections of the community, and particularly from people with 
disabilities and people from Black and. — Communities who 
currently under- -represented ` the workforce. 
i Applications to jobshare wilt be considered sympathetically" 


JMBERSIDE 


COUNTY COUNCIL 
| — ——— towards equal opportunities 











Economic € DEVELOPMENT € SERVICES 


" Development Strategy is now to be implemented. A . 


Foreign language skilis would also be an asset. Bacho 
post carries a relocation assistance package. For 
^ further details and, an application form ‘please | 
. telephone (0482) 884978/884979 or write to 
Humberside. County — Council. N Economic | 


. Humberside, HU17 9BA. Please. quote the post 








Assisranr Ecovoaure DEVELOPMENT OFFICER 






Post Ref. EDS/10 


A deputy for the County Economic Development Officer is required to ky 
assist in the management of the full range of work in the department and 
be responsible for the direct management of the Policy and Research 
Service. A broad range of experience in economic policy development, 
analysis and monitoring coupled with the ability to manage information 
services and technology are essential. An education background in 
economics, planning or geographical/environmental studies would be 
appropriate. 


ÍsbtsrRIAL DEVELOPMENT OFFICER 





Post Ref. EDS/02 


The management of an efficient and responsive service to local 
companies and new clients is a key task in the department. This post 
demands a high level of commitment in dealing with individual 


| companies seeking sites and premises on a confidential basis. Duties 


also include a contribution to the planning and implementation of 
promotional events within the UK and overseas. Experience and 
knowledge of the business world would be an advantage together with 


an appreciation - Of strategic and local planning considerations. 
E Excellent public- relations must be maintained and — marketing 
Skills are essential. 


Type SIRIA Li AVR OFFICER 





Post Ref. EDS/05 


You will be supporting the Industrial Development Officer in providing 
advice and information to clients on financial assistance and location of 
sites and — This job aiso involves REA inthe es of 









are iniportant: 










Victoria University "Wi E : 
. Wellington — 
New Zealand 


^ SENIOR LECTURESHIPILECTURE- 


SHIP IN MONEY AND FINANCE 


Applications are invited for the above - 
post in the — * Finance Group of. - 


the Facuity f | Commerce - E 


: Administration. . 


The Money. & Finance Group. — 







| merger of the groups of 
1 macro Money & Finance in 
cs and micro Money & Fi- 
Accountancy, with the obiec- 
| promoting closer integration be- 
. tween the teaching of and research into 
the two aspects of the discipline. The 
"Group maintains close links with busi- 
government centres in the 












ance Association. | 


om candidates well qual- 
lism within the disci- 


Senior Lecturers - 
NZ$64,500 per annum. A recruitment 


its affiliate, the VUW 


! e ? considered. The — 


With the — dla a new iW degré programme n 


will be expected to teach at undergrad- 
uate and graduate levels and to 
engage in research. 


Further information regarding the posi- 
tion may be obtained from Dr Tony van 
Žiji, Money & Finance Group (tel: 04- 


721 000, ext 8660). 


The. add scale for Lecturers is 
NZ336,000-NZ$47,200 per annum, for 
NZ$50,000- 


allowance máy be payable. 


Conditions of appointment and method 
of application are available from Ap- 
pointments (37641), Association of 
Commonwealth © Universities, 36 
Gordon Square; London WC1H OPF, or 


from. the Appointments Administrator, 


Victoria. University of Wellington, PO 
Box 600, Wellington, New Zealand (fax 
04-711 700), with whom appi lications 
close on 31 May 1990. 


The University i is an Equal Opportunity 
—— i 





Management and Accounting, City University Business: 

School wishes to make two senior appointments in 

accounting this academic year. Participation across the full 

range of accounting and financial management interests of 

the Business School will be encouraged — these encompass 

54. . both MBA and undergraduate teaching, including the new . 
-c degree programme, research and research supervision. The 
~ School places particular emphasis on its research activities in 


accounting and finance. 


You should have a first Ot. higher deg TS be able to 


» demonstrate significant achievement i in research and the 
-potential to contribute further in th ssiot 
; jualification i in accountancy woule 
School is particularly interested i | uL 
"quantitative or computer orientation, though app lications from 
_. those with alternative specialisms are equally welcome. 

A This is a continuing appointment, notfixed term. Salary — 
“will be in the range £25,256 to £26, 052 — London 








Allowance. 
Please quote ref: E/3. 











| Benefits include generous holiday. énitigment. jiterest 
-free season ticket loan and excellent sports and s social 


facilities. 





~ Planning Department works for all the Post Office .. 


. enough to work in a number or projects in unen 


| as well as giving Strategic advice. 
~ Economist 16120-21500. 


numeracy is essential. Also, for the post of Senior 


Closing date for receipt of applications is 6 April 1990... 








































ECONOMISTS 
Economic Advisory Section. 
London Based | 





and planni ning. training, heal th, public relations and 
legal services, 


The Economi ic Advi isory Section in the Corporate ` 


Businesses, analysing commercial issues. Now e 
have two openings for economist/statisticians to joi 
small dedicated team. Although these are oed 
positions, each team member needs to be flexible ~~ 


areas. 


Senior Economist - £22,500-£26,800- 

Principally taking: responsi ibility for the broad area of 
labour economics including trends in the labour 
market, pay and problems of was tage and recruitment. 
You must be prepared to deal with these problems i ina 
practical way and become familiar with the 
management information systems of The Post Office, ` 


You will largely be concerned with market analysis in 
the area of the demand for communications, by 
analysing trends in the demand for postal services 
and its competitors. The work will vary in terms of 
sophistication and includes the possibili ty of complex 
econometric modelli ing. 


Candi dates for. both posts must have a good degree i in. 
economics, econometrics, statistics or related — 
subjects. Experience in the use of computer 
modelling is highly desirable and a high degree of 


Economist, the ideal applicant will have worked in the: : 
field of labour economics. Candidates from E 
government, commerce or academic backgrounds —- 
are invited to apply. 


An attractive rewards package includes a highly 
competitive salary (including Inner London Weighting) 
and generous benefits. — 
Applications to Mr = H Lewis, Room 530, 33 Grosvenor. 
Place, LONDON, SW1X 1PX. Tel. 01-245 7083. 









The Post Office is an equal opportunities employer 


The Post t Office 































MANX ELECTRICITY 
AUTHORITY 


PO Box 177, Victoria Road 
Douglas, isle of Man 
Tel: 0624 25811 


- ECONOMICS GRADUATE 
... ISLE OF MAN 
A new position has arisen for a newly- 


qualified graduate looking for a chal- 
lenging job which will involve the eco- 


opportunities and: changes in opera- 
tional practices. The position offers 
exceptional scope for personal devel- 
opment and an opportunity to make a 
contribution to the further commercial 
development of a business which is 
vital to the island's economy. 

For further information about this post 
d application. form please contact 
Stan Kewley, Chief Executive. 


LONDON 


























nomic evaluation of development | 


Slosing date for application is 18 April 
















RESEARCH 


- Small, unique financial research and fund 
management company offers unconven- 
tional but exciting career opportunity in 
tightly knit research tearm. The research is 
complex and sophisticated, involving the c 
building and simulation of trading models. 

and the study of financial market behav- 
iour worldwide. We need an ádditional 
team member to work on collating our 
research and engineering our trading 
models into investment products. The 
| ideal candidate will possess: 





































i. One to three years’ experience in 
bank/building society/securities 
house backgrounditrading company 
(with arbitrage, credit analysis or 
research experience). . 

a Mehedicdl. disciplined approach to 

X. organisational problems. 

3. A good knowledge of statistics or — 
mathematics and a generally high 
level of numeracy. 

4. A native interest in markets and their 
behaviour. 


| Box No 3694, The Economist Newspaper 
| um 25 St James’ s Street, London SWIA 
IHG | 
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University of Newcastle 
upon Tyne 


Department of Economics 
TWO LECTURESHIPS 


Applications are invited for two lecture- 


ships in the Department of Economics, 


tenable from 1 October 1990. While 
applications will be welcomed from 
well-qualified candidates with interests 
in any area of economics, the Depart- 
ment is particularly keen to strengthen 
and develop its principal research inter- 
ests in the fields of business economics 
and finance; the functioning of labour 
markets and the economics of the envi- 
ronment—including safety. Collabora- 
tive research grant applications are 
actively supported and there is provi- 
sion for members of staff to undertake 


^4 


consultancy work. The Department ob- - 
tained a research ranking of four (out of 
five) in the recent UFC selectivity 
exercise. 


Salary will be at an appropriate point 
on either Lecturer Grade A (£10,458- 
£15,372) or Lecturer Grade B 
(£16,014-£20,469) pa, salary scale 
according to qualifications and 


experience. 


Further particulars may be obtained 
from the Senior Assistant. Registrar 
(Establishments), 6 Kensington. Ter- 
race, Newcastle upon Tyne NE1 7RU 
with whom applications (three copies) 
together with the names and addresses 
of three referees should be lodged not 
later than 20 April 1990. Informal 

ries may be made to Professor 

Cuthbertson (091 222 6000, ext 6837). 








THE PRINCES TRUST 


The Prince's Trust is soon to launch a pioneering 
initiative which will eventually involve large 
numbers of Britain's young people in voluntary 
work. The Trust will harness the combined- 
resources of business, the voluntary sector and — 
central and local government to provide an exciting 
experience for young people, based upon service 
in the community. The programmes willfocus — 
upon team building and the development needs : 
of fhe individual. ! 


Probably aged 35 to 55, the first Director of fhe 
new initiative will co-ordinate, manage and inspire 
the establishment of the new venture. Whether — 
. embarking upon a second career, or a period of mid- 
. career development, he or she will demonstrate an 
outstanding track record to date in business or in 
the voluntary or public sectors. Some knowledge 
of the UK's major voluntary organisations, which 
will form the leading players in the project, would - 





- include s: 


usn i s nüme used bi Cóbpehs f } abrand ánd Delenie askin G Sells | in thét K. 





be advantageous. Excellent management ability, 
infectious enthusiasm and the personal skills 


Cc. £35,000 
E BENEFITS 





necessary to motivate people and organisations 


_ fo work together will be matched by a sharp 


intellect and strong commitment to meeting the 
-needs of young people and of the community. The 
terms of employment are negotiable and could 





three years. 


ponent ok a. prio lod of noi ess Thon 


Please send ful personal and career details in 


Strict confidence, by 3 April, to Paula Hanratty, 


Coopers & Lybrand Deloitte Executive Resourci ing, ° 


PO Box 198, 26 Old Bailey London ECAM 7PL, — 
. quoting reference 5378/E on both erwvelope ¢ and F 


letter. 


Coopers | 
&Lybrand 


Deloitte 






















APPOINTMENTS ^ — 


T University of Wa kato p ^ u^ 


T Hamilton, New Zealand . j | PRI Lif 
"LECTURESHIPS/SENIOR - | a ale: 
C LECTURESHIPSIN 


: ACCOUNTING AND FINANCE 


IPAL AND VICE- CHANCELLOF 


. : The: University of Strathclyde is seeking to appoi 
| a successor to Professor Sir Graham Hills, w 
— from the office of Principal and Vice-Chancellor c on 









3 Applications are invited for Senior Lec- pw 


im (30 September 1991. 





E | MN be ss pmi .* 


vt ^ The Department of  Abcouttling: and 


establishment of 25 








Xe has an: 


ane is ochoa gi Management Studies, the 
largest School in the University. The 
School offers a four. year undergradu- 
ate programme leading to the Bachelor 
of Management Studies degree and a 


: Masters programme and the research - 


.. degrees of MPhil and DPhil. Manage- 
ment Development programmes are 
aiso run offering post. experience 
courses and various aspects of man- 
agement to practising managers from 
both the private and public sectors. The 


: School has access to computing facili- 
<" ties via a Vax network. Micro comput- _ 
..8ts are also available to all members of 


the Department. Library holdings in 
Accounting and Finance and related 
fields are good. 


Applicants for Lectureships should nor- 


mally hold a Master's degree. Alterna- Eo 
~~ other services is dependent on the implementation of new projects. 


- tively, they may have a good first 
. degree coupled. with a professional 
^ Qualification. Applicants for Senior Lec- 
-"tufeships. are normally expected to 
-have completed or be about to com- 
7:778 doctorate, and nave a record of 
shing. 


... The current salary range for Lecturers ` 


tois NZ$36,000-NZ$47,200 per annum 
| or Senior Lecturers NZ$50,000- 
4,500 | pecannum. i 





d Preliminary enquiries may be made to 
-Professor Don Gilling. Chairperson of 

















3, 064 71 562 889 during office 
rs or 064 71 64035 after hours. Fax 
:064 71 384 063. Information on the 
.conditions of appointment and. details 
-of the method of application are avail- 
“able from Appointments (37592), Asso- 
ciation of Commonwealth Universities, 
:86. Gordon - Square, London WC1H 
ORF, Pha. or from. Te. Academic Staff 


hi y iersity welcomes applications 
suitable people of: aye race, creed 
varital Status. : 


i B : Perso — wishing to be sdai for appointment, 
: 





i to write to Dr. Stephen P. Newall DL, Chairman of Court, 


f the four departments in 


Glasgow, G1 1XQ (Fax: 041 -553 1521) by 20 April 1990. 


|. Further patios of the. appointment may be obtained. 


i CEU) OPPORTUNITIES EMPLOYER — | 


| Tei BVI economy is based primaril y on tourism and Bai been subject t to significant 


T" projects as well as liaison with the URS involved in providag t the financial 
- Support. . | 


.. QUALIFICATIONS | 
i Candidates should be British Citizens with a degree in Y Ecoriomics or other relevant 


1 . challenges faced by a small, developing iU dn wouid be an hermes You will: 
also need a high level of self-motivation. | | | i 


_ TERMS OF APPOINTMENT i25 E 
' You will be on contract to the British Government for2 years, on loan: to. the a 
e Department of Accounting and Fi- 74 a 2% 


"oe p.a- (married), children's education allowances, free accommodation and passage 
and annual fare-paid leave. | 


 AH364/AB/TE, Abercrombie House, m Road, East Kilbride, Glasgow G75: 



















or to suggest names for consideration, are invited 


c/o The Acting Registrar, University. of Strathclyde, 












directi from the NG Registrar at above address. 
















expansion. Further expansion through the-development of tourism, financial and 


Your role will involve the appraisal, planning, evaluation and monitoring of 


subject, preferably with postgraduate experience or. qualification i in economic and = c 
development planning. A knowledge of development economics and the. 


Government of the British Virgin Islands. Salary will be in the range 
p.a. to £21, 125 p.a. (UK taxable). Additional benefits. will: normally w 
taxfree. overseas allowances, currently of £4,710 p.a. [single] and up to £6, 835. 





Closing | date for return of completed application — iS 14 April 1990. | . 
For further details and application form, please write to Appointments Officer, Ref 2 


SEA C or r, telephone poss 41 — ext 321 8, 


TÁ DEVELOPME NI 


RIT: IN HELPING NATIONS TO HELP THEMSELVES - 






















. Macquarie University _— 
AUSTRALIA 






SCHOOL OF ECONOMIC AND 
FINANCIAL STUDIES 


NOMURA 


Professor/Associate Professor/ 
Senior Lecturer 
Japanese Economic Studies 
Ret. 900494 


Applications are invited from pag? d persons for a senior 

appointment in Japanese Economic Studi 

X. and Financial Studies, a position that is being established with 

. assistance. from Nomura Securities Co Ltd. Applicants should hold 

. high academic qualifications in economics as their major academic 
discipline, and might have specialist interests in economic policy, 

trade, finance, development, or other areas, with particular reference 


ity of renewal or permanency. 
Details of the organisation and activities of the Centre and the School 
are included in the additional information available to applicants. Initial 
enquiries may be directed to Professor Victor Argy, 61 2 805 8506 or 
Associate Professor David Collins, 61 2 805 8498. 
Salary: Professor $A65,837 per annum 

Associate Professor $A55,818 per annum 

Senior Lecturer $A42,703 to $449,529 per annum. 


The position is offered for an initial period of five years, with a 
possibil | | 


The University reserves the right to fill any position by invitation, not t 
make an appointment or to make enquiries of any persons regarding 
any candidate's suitability for appointment. 

Further information about the. University, conditions of appointment 


Staff Office, Macquarie University, NSW 2109 Australia, telephone 
61 2 805 7390, facsimile 61 2 805 7398. | | 
Applications close 30 April, 1990. 


Equality of Employment Opportuni 
— is University Policy id 


~ ANTIGUA, WEST INDIES 

O Well ivtablished beachfrant apartment develop 

| ment: ule blocks of two or four 

| bedroom apurimente. Excellent investment. par- E. 
üvulariy fü qan investir wath E 

Of fong-term inter bogan, Owner manager - 

E wil presidè ong * T 

















et, 
n. 





Box 244, Antigua. ; rub de Montbellant - 
VE *. — 4122 TM SAO -Fax T 









ies in the School of Economic - 


The position is tenable not before July 1990. | | — 


and the method of application should be obtained from the Academic. 


meretur mr ret p dern n ab 


- [ENGINEERING MANAGER - 











52. roh. CH-1202 GENEVA 
1220 1x 22090 





University of- 
Southampton 


DEPARTMENT. OF ECONOMICS 
1, LECTURESHIP IN ECONOMICS 


Applications are invited for a perma- . 


nent lectureship in Economics. It is 


. intended to fill the post with a candidate 


with a strong research interest in any 
branch of macroeconomics broadiy de- 
fined, although applications from candi- 
dates with research strengths in other 
fields will be considered. The appoint- 
ment is expected to be made on the 
Grade A scale (£10,458-£15,372) but 
there is the possibility of appointment 
on the Grade B scale (£16,014- 
£20,469) for an exceptionally well qual- 
ified candidate. 


Reference No: 296/KSM/im. 


2. SENIOR EXPERIMENTAL 
OFFICER 


Applications are invited for the post of 
Senior Experimental Officer. The 
duties of the appointee will be to facili- 
tate the research activities of members 
of the Department, by providing guid- 





E 


ance and¥assistance on acquiring and 
handling dta bases, econometric pro- 
cedures and computing problems. 
There will also be opportunities for the 
person appointed to pursue individual 
research and, where appropriate, to do 
some teaching. Candidates shouid ide- 
ally have at least a Masters Degree, 
with knowledge of Economics, Econo- 
metrics, Statistics and Computing, and 
experience ‘of participating in applied 
economic research projects. 


The appointment will be made on the 
Other Related Grade 2 scale, £12,879- 
£16,665 per annum. | 


Reference No: 297/KSMijm. — 


Applications with CV and the names 
and addresses of three referees (seven 
copies for UK applicants) should be 
sent to Mrs K. S. Moir, Staffing Depart- 
ment, University of Southampton, 
Highfield, Southampton SOS | 
from whom further particulars Ir } 
obtained. Please quote appropriate rer- 
erence number. 


Closing date for both posts is 18 April 
1990. l 













DRI/McGraw-Hill 


SALES and SUPPORT CONSULTANT 


' DRI//McGraw-Hill is looking for an individual to join its sales and support 
team in its London office. As well as a sound background in Economics and 
Statistics, the candidate must demonstrate an ability to communicate 
effectively to potential and existing clients. The capacity to understand the 
business and information needs of clients and to structure appropriate 
solutions is essential. Good computing/PC knowledge is also essential. Salary 
£12,000-£16,000 depending on experience. 


Please apply in writing with full CV to: 
. Fiona O'Cleirigh, DRI/McGraw-Hill, 30 Old Queen Street, London SW1H 9HP. 








ECONOMISTS Fi 

Development Alternatives, Inc., an international consulting firm 

with over 20 years experience, is expanding its services in 

economic policy analysis. The firm seeks economists at all.career 
| levels for consulting and full time, Washington based positio: 







A PhD in economics, multiple language ED and expe 
| 


ence in policy analysis and advisory work in the fo 


| desired: 


|] * MACROECONOMICS 


owing fields 


^ AGRICULTURAL SECTOR AND POLICY STUDIES 
* NATURAL RESOURCE ECONOMICS 





EASTERN EUROPE 


Construction Engineer electrical, me- 
chanical or civil background, European 
base, to open offices in Prague, Berlin, 
Moscow, Budapest. for international 
construction company. Must speak 
English, multi-lingual: German, Rus 
sian, Polish helpful: Top pay, full bene- 


Fax résumé to Atlanta, Georgia (404) 
872-4838. Telephone (404) 875-8366. 


Coastal Properties, a division of HIG. 




















fits. Will spend 20% time in United f 
States/80% Eastetn Europe. — T 


* ECONOMIC PLANNING AND BUDGET REFORM 
"Send curriculum vitae to Elliot Berg - PRPED, DAI, 624 Ninth 
Street NW, Washington, DC, 20001, USA. 7 






MARKETING AND BUSINESS devel- 
opment MBA working in Financial and 
Stock Exchange Information industry, 
15 years' experience of start-ups, JVS 
in Asia and Europe seeks position in 


"entrepreneurial company. Will re- 


search opportunities on fee basis. Box 
3693, The Economist Newspaper Ltd, 
25 St James's Street, London SW1A 
1HG. 








Britain when considering afforestation. 


Applicants should hold a postgraduate 
qualification in a relevant subject and 
preferably possess experience of com- 
puter modelling and/or land-use sur- 
LowlandFarms ^. o veys. The post is for 24 months on the 
: ., RESEARCH ASSISTANT | salary scale £9, 816-1 2,381, 
~ Applications are invited for the post of dnf 
Research Assistant on the above ne e 
ject, starting July 1990. : 7 


The project is being funde | 
-and will: be supervised 


ind Allocation to Foresty on 












mal ; enquiries may be made to 
essor K. J. Thomson, Department 
‘Agriculture (tel: 0224 480291). Für- 
2 ther particulars from the Personnel 
e Office (tel: 0224 273500). Applications 
by letter and CV (two copies) including 
: Re names. of three referees to the 
F Office, The - University, 
legent * ky Aberdeen ABS 1FX by 
; 1890 dudting telerence 
















‘Applications. are. dibd fani suitably Qualified persons. — tu, 
“permanent lectureships i in the Division of Economics from Septem: 
1 ber.1990. Appiitations with interests in any aspects of Economics 
-swill be considered. 


"One of these posts. will be made under the New — 
Appointments Scheme which seeks to create career ‘opportunities 
for new, young, academic staff. Whilst there is no formal. age limit. 
for this post, in accordance with the initiative to bring young staff 
into the profession, it is likel ly: that Peleo pal wil TRENGI be 












7 with interests covering both Eastern T Westerns Europe. 
His/her specific interests may lie in the political, social, 
cultural, strategic or economic dimensions of the subject. 













The appointment will be made at — z level 
{ Lecturer), j ae 






Contracts are made for an initial 4 years, renewable up to 
an additional 4-year period. 





| should be taken up in — 1990. 

asked to send: an up-to-date t.v., a sample 
nt publications, a statement of the 

! | idate proposes to carry out at the EUI 
(not more thi ages), names and addresses of two 
referees, an indication. of his/her knowledge of languages. © 























Applications should be received by 30 April 1990 in one 
of the two main working languages of the Institute — 
(English and French), and should be addressed to: — 
The Adviser for Academic Affairs, European University 
Institute, C.P.2330, 1-50100 FIRENZE Ferrovia (Italy), 
from whom further particulars may be requested. ` 
Tel.: (55) 5092230. Telex: 571528 IUE. 

Telefax: (55) 399887. 


= EUROPEAN UNIVERSITY INST TUTE 
















in the range £10 458 to £1 
_ £1767 London Allowance a. 
Lecturer Grade A salary scale 


Application forms: and further pa 
lars are available on .receip 
-stamped addressed en 
Staffing Office, Lond 
nomics, . Houghton. Str 
WC2A2AE..- > 


Closing date for application 


The London School of 
Economics and Political 
Science 

LECTURESHIP IN ECONOMICS 
Applications are invited for à Lecture- - 
.Ship in Economics in the field of money . 
and financial institutions. from 1. ‘Octo- 
ber 1990. 

The post is within the Néw Academic 
Appointments Scheme. Its purpose is 
to bring young people into anacademic 4 
career, and preference willbe givento ^ 0 
candiates under 35. Initial salary willbe An Equal Opportunities Emplc 






















Economic Consultants | 
We are looking for young economists to join this rapidly land 7 
ing company which specialises in regional and industrial. forecast- 
ing and analysis, as well as undertaking a wide range of consultancy” 
activitiss. 

















You should have up to three years experience after your degree 
economics or related subjects, preferably as a business economist 
Ín our busy, informal company, you would help run our. existing: 
Regional Planning Services and assist our expansion into non 
areas. N 










You would take on some responsibility — for particular ; 
areas and additional responsibilities are available to chose with the- 
ability and enthusiasm to take them on. A strong background in 
quantitative analysis, careful attention to detail and an ability to 
work to tight deadlines are essential skills. 


Please write, enclosing a CV to: Mrs Bridget Rosewell, joint E B 
Managing Director, Business ec Ltd, 10 Kendrick | 
Mews, London SW? 38G. E" E 









. University College London 
Department of Economics 


LECTURESHIP IN ENVIRONMENTAL ECONOMICS 


UCL Economics wishes to appoint a lectureship in envi- k 
ronmental economics with effect from Autumn 1990. The- 
appointment, which will be for two years in the first. 
instance, has been made possible by the University of- 
London's Academic Initiative-Scheme. The successfu 
candidate will join a rapidly expanding team of internation- 

ally renowned economists working on problems of UK, - 
European, developing country and. global environmental” 
issues. Candidates must have high motivation to publish. 
and be prepared for exacting team work. A commitment to - 
teach on UCL's new and unique MSc in Environmental - 
Economics will be expected. Prior experience of environ- 
mental economics is desirable but not required. | 


Applications should be sent to Professor D. W. Pearce, 
Department of Economics, University College London, 
Gower Street, London WCIE 6BT. 


. Salary will be in the range £9,816-£15,372 plus London — 
Weighting £1,767. ^x 


Further particulars. about UCL's environmental eco- i 
“nomics programme are available on ee ha Equal 
Opportunites Employer. 





















































































LONDON SCHOOL OF ECONOMICS 
INTERNATIONAL. SUMMER 
SCHOOL. IN ECONOMICS 
25 JUNE-3 AUGUST 1990 
The LSE Summer School offers an intensive programme of short courses in economics, taught to the 
exacting standards of a ee university degree by experienced LSE faculty and distinguished 
visiting professors. R provides the opportunity for stimulating and serious analysis of economic 
issues in a prestigious international arena. Over 100 students from 21 countries enrolled for the 

1989 programme. 
SCHEDULE OF COURSES 
First Session Courses, 25 June-13 July 1990 
Fe 102 introductory Macroeconomics 
Ec 180 Political Economy 
— 202 Intermediate Macroeconomics 
£c 212 introduction to Econometrics and Economic Statistics 
Ec 361 ——— Economic 
j Second Session Courses, AG July-3 August 1990 
o EcTOT intros ^ i ory Miéhoecónomici 
. Ec 201 Intermediate Microeconomics 
- Ec 220 Ecoriomics of the Welfare State 
cfed32tFinance — X 
o £c 335 Economics of European integration 
| 100 level courses have no prerequisites; 200 level courses have — economics (for Ec 212, 
;, Statistics) as prerequisites; 300 level courses have intermediate level economics as prerequisites (but 
other relevant experience may be considered). 
INTERNATIONAL SUMMER SCHOOL FACULTY 
Nicholas Barr, Seniór Lecturer in Economics, LSE 
Charles Bean, Reader in Economics, LSE 
Willem Buiter, Professor of Economics, Yale. 
Mes Desai, Professor of Economics, LSE 
Saul Estrin, Lecturer in Economics, LSE 
Francis Green, Lecturer in Economics, University of Leicester 
Brian Hindley, Senior Lecturer in Economics, LSE 
Alan Maris Lecturer in Economics, LE 
Morris Perlman, Senior Lecturer in Economics, LSE 
Christopher Scott, Lecturer in Economics, LSE 
Bob Sutcifte, Visiting Professor in Economics, University of Massachusetts at Amherst 
Sushi Wadhwani, Lecturer in the Workings of Financial Markets, USE 
David Webb, Lecturer in Economics, LSE 
Amos Witztum, Lecturer in Economics, LSE 
Fees for tuition and self-catering accommodation in LSE's new Butlers Wharf residence are £1,750 
for two sessions (£950 for one session). The fee for tuition alone is £975 (£525 for one session). 
Applications are requested by 30 April 1990. 
Enquiries should be addressed to Siobhan Rosser, international Summer School in Economics, LSE, 
Houghton Street, London WEZA 2AE. Tel: 91 -955 7554. Fax: id 831 1840, 





sm a m a m ua: € € a: € € 
FRENCH 66 IN PROVENCE 


and FRENCH, DUTCH or SPANISH 66 | 


in the ARDENNES 5 
The advantages of the «CERAN 66» concept i 
with residential courses : — | 


. Intensive study (Minimum 38 lessons per week). B 


1 

2. Plus the constant practice of what you have learnt, every day 
from 8 a.m. to 10 p.m., with teachers constantly present at meal- 
times, breaks and in the evenings. | 


3. Atotal of 66 hours per week of full immersion in the language. i 


Ceran is a top class school for leaders in business management 
and government. Our client since 1975. include Alcatel, AT & T, 
Canon, Deutsche Bank, Dow Corning, European Parliament, Ger- 
man Foreign Office, Honeywell, Lufthansa, McKinsey, Mercedes- 
Benz, NATO, Philips, SHAPE, Siemens, Toyota, Winterthur, etc. i 


. We also run holiday courses in French for young people (13-16). 








CERAN 66 
Language courses for motivated people. 







CERAN. LANGUES PROVENCE ~ CERAN ARDENNES i 
BP. 27/280 v |.280. avenue du Chateau - B-4880 SPA I 


F-90130 PONT-SANT-ESPRIT | (HEM RE RIVE es Giu tel (+ 30) 87187 71 64 


FRANCE - Tel. (4.33) 66 90 33 66 BERN NONU | Fax (+ 92)87/77 36 29 E 





Fax (433) 66 90.33 69^ CERAN? Tox 49650 céran b 
in U. SA A: HN: Te. in 287. 1699 - Fax (203) 284-1827 











FAIRFAX = home study 
degree prébrams. Entry at any time. 
. Advanced credit given for prior leart- 
 inglexperience. No classes to attend. 
For free catalogue, write: Fairfax Uni- 
versity, Dept EC, 2900 Energy Centre, 
New Orleans, LA 70163: USA. 


HOME STUDY COURSE in economics. 
A 10-lesson study that will throw light. 
on today's baffling problems. Tuition 
free— small charge for materials. Write 
Henry George institute, 121 E 30th 
Street, New York, NY 10016, USA. 


ADVICE CENTRE 


For choosing an MBA course we supp! Supply 
rankings & guide books. To help with GMAT 


ist experience as 
o Classes, semi- 


your | 
ee. 


we sell the Official Guide, practice papers 
and 1 day courses - 
London April 28, Manchester May 12. 


For immediate attention contact 
PasTest UK. Tel: 0565-55226 
Fax: 0565-50264 - 
TE ACH —5 a 
YOURSELF 
ONE OF 
40 





Korean | 

Norwegian . 
E (0 Persian 
Bulgarian Polish 
Chinese © Portuguese 
Cambodian Russian 





Fi Spanish 
LANGUAGES È o» Shed 
IN os — LEARN TO SPEAK FRENCH BY 
W^ |. TOTAL NATURAL IMMERSION 
Hungarian Vietnamese B with French participants for 7 
ico Yoruba | — intensive days in'the DORDOGNE 
EU 2 Chateau LA VALOUZE 
4. L. Lefevre CIEL.BP.180 
FREE 24490 LA ROCHE CHALAIS, France 
CATALOGUE Tél: 53 91 44 28 








a£ ; 
" EAC 


EXTERNAL UNIVERSITY DEGREE 





§ = BACHEL ORS * MASTERS.» Eoo TE + PLUS LAW" 
| Full credit for work & life experience. No residency required 
Ó SEND RESUME FOR NO COST EVALUATION 
LA SALLE UNIVERSITY... DEPARTMENT 6 
' Mandeville, LA 70470-4000 USA 
Phone 504-624-8932 Fax 504-624-8931 
a? aT DP ee 


HM || 
? Hotel 
3 Institute 


Montreux| |° 
Switzerland) — 
«The Swiss School of Hote! Management» 


HOTEL MANAGEMENT & 
. TRAVEL AGENCY MANAGEMENT 
DIPLOMAS TUITION IN ENGLISH 


@ Hotel Mgt. Course: 3 years 
Swiss & U.S.A. Diplomas 
@ Travel Agency Mgt: 1 year Swiss & IATA 
international Diploma 
intakes: January & September (Travel 
Agency: Sept. only) 
Details: HIM, 15 Avenue des Alpes. 
CH 1820 C Montreux, Eae 
Phone: 21-963 74 04 : 
Fax: 21-9638018 | 
Tix: 453.261 HIM. ACCREDITED By A 3 


— 





“Taking t the GMAT | or GRE 


| “exams? 
| We CAN help 
"Write to: 


| Graduate Tutorials, GTAC Associates 
POST F, London ia 4BR 


F RENCH 


The intensive way and in real 

| immersion. This means living in 

| one of the most picturesque re- 

| gionsof France and really becom- 
ing fluent. Also vacation and 
learning plan. Cultural pro- J 

| gramme in Paris. Winter. pro- 

logramme on the French Riviera. ] 
State age, goal level. and time | 
available. US transfer credits. 


The French and American Study I 

Center, BP 176, Lisieux 14104, 

Cedex, France. Tel: 3 31 22 ot 
Fax: 313 : 





UNIVERSITY DEGREE 
= 


Dail Ses 00 with 2 meals 
e: „For adults, . 8 levels : Beginners I to Advanced n 

























| Next 4. ibis. course starts April FA May 7, and all year. 
06230 bini dut ica ECA France; T9 93 iu 8s 44 ATI 9 970 989F Pax 5 7$ n 217 - 















- industry Se wa nonin niger i deg irem 
es — ormai casses o sonar your own pac and ie 
4 ‘gave ν noie ten 
evaluation; ME 











guage c n2 P 
les s summer — 









TIONAL JUNIOR CAI 


‘GSTAAD. Bernese Alps ~ Coed 7-14, July- August. 


ind references: ITC, P O. Box 122, CH-1012 — * pa E 
cie 056 22 67 7 f8, Fax x 41/98. 226 7755 

























i — and pedal the most effective e way. to o bai He. 
language of your choice. — is lation from your Own o- 
language is the surest way to prog lee TN 
foreign lang mage. W gt 
|. and SPUD’ ay yore 


UNIVERSITY OF YORK 
MSc in Health Economics. 


May bé taken on a full-time basis (aver 12 months) or on a part-time fretus basis o over ‘two 
years. Access is iid restricted to those with a formal background n" economics, 
. The course offers oes - 
* Án excellent ali-round iaaio in economic theo qunpatw v methods, with h special 
courses geared to research and applied work in the field of 


* The benefit of visiting specialist speakers, and the chance to make contact with an international 
network of researchers and decision makers, — ^ 


* The possibility of a wide range of career opportunities i in alaye number of locations: 


* An opportunity to use economic skills to: need difficult i important problems in what are, 
di literally, matters of the quality of lite and death 
The MSc course has recently received an A/P rat atin from the ESRC, and because of substantial 
financial support from the Department of H ERSC, and the York Health Economics 
. Corsortium, the chances of scholarship support for good quality applicants are excellent. 


Further details may be —— from —— 
John —— Department of Economics and Related Studies; University of York, York YO1 


Tel: 0904 49790 or 499768 


THE — F : 
Comm. OCTOBER 1990 


unique international programme is offered by The Glasgow Business 
— wool. The School, which is part of the Uri ff. Glasgow, offers . 
management courses for the International iness. Adminis- 
tration on a 12 month full-time bas idents y HOV 
programme specialising in International Bu. ness, 5 
Europ n Community, International Ma et; 

































Portugal] 
“Argentina: f: 
Taiwan} 
UK 
5c USA 
© Canada f 
Malta 1 




























Tel: 3112816 Osaka- Tet: Maso 













» Denmark Tel: 42420283 T 
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it you're taking a Master's in international business,  whynobtakeitinthe ^0 
heart of Europe? | | 







^ We offer an intensive, twelve-month, full-time programme, in Engish; 
to graduates with at feast three years’ professional experience. . 
Our faculty is drawn from tery different countries, 
And our location i^ the centre of Paris — attract participants trom 
ail over the world. 





with Options on the 
d. Operation Audits in 










L mission of the Glasgow IMBA isto. develop. business graduates | 
EF ate have ther — and skins t ead. in the international 
: business co 


| Entry. his eni Normally 2 a degree 
ualification is 1 







The melting pot trat results will give you a new vision of Europe as a 
single entity, 
Just the perspective, in fact, that apibus are crying out for. 






e or equi ivalent professional 
ed for entry. Some years of industrial or commercial 
advantageous. i 


| ochure or further details, apply to: 
DrG off outhern 
















For further information contact - | 








EMIB ADMISSIONS OFFICE, 
EAP - ÉCOLE EUROPÉENNE DES AFFAIRES 

108 BOULEVARD MA. ESHERBES, 

75017 PARIS 

TEL: 4754.65.00 (EXT 6796) | 

TELEX: EAPFRAN 640611 - TELEFAX: 42.67.46.19 







iSgow has been nominated by the Europea : Commission as 
pean City 9 | | ET 





THE PARKES 


LONDON'S LATEST SUITE HOTEL. 
LUXURIOUSLY APPOINTED 


HOTEL ROOMS (from) 
SLEEPS 2 . 


SUITES (from) 


£85.00 + VAT | 


WILLETT HOTEL - 


32 Sloane Gardens, 
London SW1W SDJ. 
Tel: 01-824 8415. 
Fax: 01-824 = 
Telex: 926678 . 


d Small Character town house, off Sloane . 
. Square, All modern facilities. Full English 
breakfast inclusive of very rnodest rates. 


Use your assets to 


IMMIGRATE TO USA — 


Ask for our free brochure. We otter ço- 
ordinated visa, real estate and lax advisory 
services by licensed professionals. 


SWISS CONSULTANT 


. GROUP (USA) INC 
Fax: +1813 0013 (USA) or 
Fax: M! T Pe 0614 (Gwuzenand) 





oo 


SLEEPS4 £144.50 + VAT | 


- ANCLUSIVE OF: 
o» Sumptuous English bunet 
. breakfast — 

* Colour TV radio 

* Direct dial telephone. 


* E Hospalty trayltea/cottee/ 
phoca & bt biscuits 


A UINBAR EXCLUSIVE HOTEL 


| wuGmspuDGE 
|| Sema 


family owned hotel 

| bridge which has been totally remodelled 
 andrefurnished to a high standard. 

| Guhes £05 Doubiðs £80 Singles £65 inci 
1 Mei * 





pn le FROM BUILDERS | 
Andorra- the true tax haven in the Pyrenees 
Full sales, management and rental service. 


a ‘CISA ANDORRAN PROPERTIES. 
: 12, Kings College Road, Ruislip, Middx HA4 8BH. Tel (0895) 621617 


Strathclyde 
Graduate 
Business 
School 


The Strathclyde Graduate Business School is 
internationally renowned and respected as one of 
the most innovative Business Schools in Europe. 

We are now accepting applications for 
enrolment to our MBA Programme. 

We offer a flexible, credit based Degree 
which can be achieved by Full or Part-time study or 
by Open Learning. 

Tailor-made In-Company MBA Programmes 
and the new Diploma in Business are also available. 

Usethe MBA to enhance your career and realise 
your full potential in management — contact: 

The MBA Admissions Secretary, 
STRATHCLYDE GRADUATE 
BUSINESS SCHOOL, 

130 Rottenrow, Glasgow, G4 OGE Scotland. 
Telephone: 041-552 7141. 


A Fatulty of the University of Strathclyde. 








SOUTH KENSINGTON 
Fully furnished luxury one and two bed | 
apartments, 


| Quiet tree lined street close to shops, 
restaurants and tube station. 
security. 
Min one week. £336 to £805 pw. Full 
info. Tel 01-225 0184. Fax 01-225. 
0280. err — E 2 on 











| LUXURY | SERVICE APARTMENTS 
| CENTRAL LONDON —— 


| Well sited for theatres, business and late night - 
| shopping. Individually furnished studio and 


— to £550 per week. Minimum stay oné month. 


Letting Office, Nell Gwynn House, 
Sloane Avenue, London SW3 JAK 
(00 fel: 01-584 8347 
Telex: 916358 NGHLDNG 
Fax: 01-823 7133 


Australian Immigration. 
. New Zealand Immigration 
| We can advise you on your prospects of 
| approval for pies on to Australia and New. 
Zealand and we also prepare, manage and 
| defend applications for migration to these . 
countnes. 
| We are an Australian Law Firm with offices in. | 
| Sydney, Melbourne, Brisbane and London. 


Australian Commonwealth = 
immigration 
Solicitors ang Attorneys. 
EJ Piccadilly, 
Tet: 01-734 7282 


Fax: gt. -734 4561 


























OFFSHORE 
COMPANIES 
BRITISH VIRGIN 
| ISLANDS 
GIBRALTAR 
GUERNSEY 
HONG KONG 
IRELAND NON-RES 
ISLE OF MAN 
JERSEY 


LIBERIA. 
PANAMA 

| FULL NOMINEE, MANAGEMENT, 
AC ING A 


AND ADMIN 
SERVICES AVAILABLE 


FOR AN EXPLANATORY 
DISCUSSION AND BROCHURE CALL 
COLIN FOSTER 
OVERSEAS COMPANY 
REGISTRATION AGENTS LTD. 
COMPANIES HOUSE 
TOWER STREET 
RAMSEY 


ISLE OF MAN 
TEL: 1 800 2834444 TOLL FREE IF 
PHONING FROM USA). | 


TEL: 0800 269900 
0624 815544, TELEX 628488. 
FAX 0624 815548 









gw cm 


Video J 


London Wi oB — 


o | Fax: 01-458 0121. 
—  DSILAWG. 





| Lan Offi ice i i 
$ i LO [ 
.| Tet -486 0813. Fax: 01-224 2331. 









F LICENSED us ArTORNEY/PHD ECONOMIST. |. 
E . Contact Edward P. Gallagher, Attorney-at- | 
OLLFREE) - 


iSE. PAINLESSLY--- 
IBM PC programs, for fast 
all Peter J Menter 01-802 





MARKET RESEARCH for business 
plans, marketing and acquisitions. Call 
eii d Research (itd on 01-404 





LICENCES. 
Special reports. Any country. INI, 26 
Kieomenu Athens ves Gresce. Fax 
7219080. 





EUROWATCH - Daily — ser- 
vice on European affairs for Business- 
es — from Morris-Cotterill, Solicitors, 
London. Fax + 44.81.597.6368. 





AUTHORS invited to submit r 
scripts, all types, for book publication. 
Reasonable terms. Stockwell, Dept 75, 


.. Wiracombe, Devon, UK (Est 1898). 


| one bedroom apartments for rental from £220. f 





OVERSEAS POSITIONS. Hundreds of 
: top-paying positions. All. occupations. 









: details. Overseas Employment 
Services, Dept EC, PO Box 460, Town 


of Mt Royal. Quebec, ‘Canada H3P 
3cr. s 





. LUCRATIVE COMMERCIAL real 


estate investment opportunities. Wash- 


‘ington DC area, strongest in US, Con- 


tact Warren Company, 6348 Columbia 
Pike, Falls Church, VA 22041. Fax: 
(202) 543 7256. 





YOUR LONDON OFFICE Excellent 
communication systems. Efficient sec- 


` retatial services. Conference facilities. 


The Sécretarial House, 67 Brim Hill, 
London N2 OHA. Tel: 01-458 0345. 
Telex 92 












. US. VISA MATTERS 
Visa requirements for companies; 

partnerships and individu s doing 
E shing to do busi- 












ness, in the y 





PAILS. lawyer resident in London. Practice 
' fimitedto U S. es ity jaw. 













US IMMIGRATION 


Obtain US immigration through — ot 
secured and weil-rewarding real estate or 
opening of American branch companies, etc. 

ALL OMATTERS HANDLED BY A 








taw, PO Box 70302, Washington, DC 20088 ii 
USA. Tel: (301) 299-7269. Fax (301). 983- | 
3430. M 
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ah Hodge Recruitment Consultants 


| Cal (01)434- 0030 . 
2 5-217 Oxford st London bh T : 














we trace — your 

pue traced the ancestry of thou- 

families from commoners to- 
gs. ldwide. Send known details for 

ite feasibility advice and leaflet to: 

rett Ancestry Research Ltd, Dept EN2, 

:PO Box 7, Alresford, ; 

shire SO24 9EN, England 

Tel: 007, 732676 


















maly Our t apariments offer great savings com- 
‘= to hotels. Fully Serviced, private bathroom. 










— 






^ 2 dance o Har super accommodation and f 
ts. gitering best value for 


SHOOTING 
FISHING & SAFARIS 


Custom-tailored to individual, group 
or corporate requirements, 


For the finest specialist Adventure 
Activities Worldwide, contact: 


porting international: (Europe) ltd 
1 Old Bond Street, London W1X 3DB 
: Telephone 01-6292044 of. 
Fax: 01-491 —— 


thes 626679 DIPLM Te 
Fax 01-259 6153. 


Belgravia within wa iking die. 
S. Provides unsurpassed 





fii i Engi — at — in e. 





chen, TV, telephone, central heating, elevator. 8 x HY Doub 


gt Centrally lacated in Kensington area. 
F) E Tourist Board Approved — qm 


(ICTU 77 Ashburn Garden. 
fs S Ashburn Gardens B 
South Kensington. —— $W7 ADG. UK 
o Tet 044-441 370 2663 € 
l Fax: 011-441 370 5743 















Oil & Gas Exploration 
& Development Participation 


Established x & Gas Company has limited 
number of opportunities to — in 
Development Oi! & Gas Drilling Programme in 
well established productive Más, in. Central 
United States, Guif Coast and Pennsylvania. 


Send inquiries to: 


Oilmarc, 410 17th Street, Suite 1810, 
Denver, Colorado 80202 USA. Tel: (303) i 
825-7315; Fax: (303) 825- 7315. X 













PUERUM E ELE — — — — 


‘DOLPHIN 














Apartments — E 
value. 


—— M M— —— Dee ee dee eta UU CR ERROR RR 


biucom. colour T TV, % 
Service, 24-hour Recep ony: 
2| Porterage. E 

: @ FREE USE of Swimming Pool © 
. and Health Club offering a wide 
“range of treatments at competi- 

tive prices: Squash and Tennis. 

| € Famous Restaurant and Bars, 
|. comprehensive Shopping Arcade, 
|; dacres of gardens. 


: Dolphin Sq. London SWI 
01-834 3800 


913333. FAX: 01-798 8735 


NONO ne rr eveniret S A aee rq —— —— a d reae — 










— —— 41S 


kets. 
d — to ‘penthouses, Central London, 


"LUXURYI! 
KENSINGTON 
J APARTMENT] 
WITH ALL THE COMFORTS 
OF YOUR OWN HOME 
Apartments to suit all 










| to Harrods, theatres, & museums. 
T.V, ‘maid service, 24hr recep. Short/ 
longlets — rect for business or leisure 


SERVICED APARTMENTS 
26/27, Collingham Gardens | 


3 — SW3 OHN TEL: 01-835 1144] 
REL 263 ie Telex: 918591 | 


















| we ‘offer the following services 
.to companies on the UK main- 
land and overseas: 


DIRECT OR 
COMPANY SECRETARY 
SERVICE 
REGISTERED OFFICE 

SERVICE 
You will have and hold full con- 


] trol of the company but not be 
seen, 















. Free details: 


| STRAIGHTGAME LIMIT ED, 
2 Stones Bank, - 
: Stead Lane, 
> Ripponden, 
Near Sowerby Bridge, 
. West Yorkshire, 
. "England, UK.. 
Tel: 422 824579 or 
Fax: 0422 824584. 





























E The Companys IMMIGRANT "INVESTOR" A 
-| | MULATION PLAN helps inexperienced individuals 
T5 the 
5 by.t th Yose who d becom 


For an annual subscription of only £10 (US$15) per country, you can receive a package ` 
- updates at no extra cost; No technical knowledge is required. The data can be exported 













THE CANADIAN - 
_ IMMIGRANTS 
INVESTMENT CORP _ 








roblems and complex questions usually encountere 
to A to Canada, invest in it 














i] lly; te to enjoy all the privile 
t of Cana an Citizens. — 






































Country-by-Country Economic and: Trade Data : 


As part of our continuing development, supph ing jow- cost oline data and. advising i 
economical options available, we can now offer à greater flexibility of 





clients of the most 
services which include data targeted to suit. individual requirements. » 









of the most significant time series of historical data, together with regular revisions and... 









to word processors, spreadsheets and other data analysis systems. . i 
in addition, if you wish to convert the data into majorcurrencies, SDRs or ECUS, or carry. 
out certain statistical transformations (such as all-important analytical tables showing 
monthly annualised rates of change, or indices, even average compound growth rates), ” 
we offer our own proprietary Data Analysis Systems as an optional extra—at affordable : 
prices! S 
A typical package, for instance, covering the last 28 years of data includes (among ^ 
some 60 other time series) 16 computer-generated key economic indicators—~such asa. 
country's current account as s percentage. of GDP, even GDP deflators. — 
You may not-require a whole package of data, in which case we offer customised 
services to meet specific requirements. For example, only one time. series, such as 
GDP per capita in US dollars at 1985 prices, may be required, but for the top 70 of the 
world’s richest countries. This would cost you the standard £40 (US$60) for your- 
personalised file creation and £17.50 (US$28) covering some 28 years of data for 70. - 
countries—all on one diskette. An option to maintain continuity to include future data 
revisions and updates is aise available, This would cost only £10.50 (US$17 501 a year. 
plus postage. a 
Discounts are avallable for non-profit-making organisations 


MINIMUM PROCESSING REQUIREMENTS 


PO/XT/AT or compatibles. MS-DOS2.1 or higher/MS-OS2 with 512K RAM. 20Mb hard — 
disks. 


For free 48-page catalogue and price ts i 
including details of our World Commodi 
package with monthly updates, please 
contact: EE 
Global-Stats Ltd, Unit 1, Clarks. industrial p 
Estate, Newtown Road, Hove BN3- 
United Kingdom. Tel: (0273) 725221, 
Lic 23863, Telex: 46690 * x6Gu tin. 

nm z 
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Change is coming swiftly 

in Germany. Walls are tumbling 
down. Barriers are being broken. 
History is being made. And 
business opportunities created. 


ee ee LL. A I LL EJ 
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German Brief, a monthly English language 
news-letter with a four-page weekly news update, is 
published by the Frankfurter Allgemeine Zeitung Infor- 
mationsdienste, a division of West Germany's most re- 
spected daily and business newspapers with over one 
million readers. As well as reviewing and commenting 
on major political and economic events, German Brief 
keeps its readers informed on likely developments 
within key sectors of German industry. 


German Brief provides subscribers with: 

e Facts and figures on such economic develop- 
ments as exports and imports, balance of trade, con- 
sumer trends and inflation rates. 

* An exclusive rating system of nine key German 
industrial sectors showing current levels of activity and 
forecasts for the coming months. 

e Profiles of leading West German companies, and 
smaller but significant exporters. 


Order Form 


Please enter my subscription to German Brief for one year starting 
with the latest issue (see payment instructions): 


Name 





Position 


Company 

Address 

City Postal Code 
Country 

Signature 

Tel: Telex: Fax: 




















108 


German 


ETHE W 
T 2e r^^ 


"x ENLEUO eae NYRA U 
m Det. a Em ev ben 

+4 ^» A. i " C^ b 
vè n . P "J " — ` 


' Brief 


a EOI SMA To GmbH 


—— — DIENSTE 


Photo: Barbara Klemm 


e Analyses of the rapidly changing situation in 
East Germany and its impact on the economy and poli- 
tics of West Germany. 

e [nformation on trade fairs, conferences and 
other events well in advance. 

e A copy of the German Handbook, a compact 
business guide which is updated annually. 


Even if you have your own intelligence sources, 
such as an in-house research department, 
German Brief provides you with a 
knowledgeable and autho- 
ritative insight into the 
German business 
scene. 


O Payment enclosed 


[] Please bill me 


Payment Instructions: 

Orders in the United Kingdom: make cheque for £330 payable 
to Financial Times Business Information and send to Judith Harris, 
German Brief, PO Box 312, Tower House, Southampton St., 
London WC2E 7HA, Fax: 01-240-7946, Tel: 01-240-9391 


Orders in the US and Canada: make check for US$440 payable to 
European Business Publications Inc., PO Box 891, Darien, Connecti- 
cut 06820, USA, Fax: 295-655-8532, Tel: 203-656-2701 


Orders in the rest of the world: make cheque for D-Mark 802,50 
payable to Frankfurter Allgemeine Zeitung GmbH, 

Hellerhofstr. 2-4, 6000 Frankfurt 1, West Germany, 

Fax: 069-75919067, Tel: 069-7591-9170 
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| ECONOMIC AND FINANCIAL INDICATORS 1 





February, rising 0.9% Æompared with a rise of 0.1% in the year to January. Britain's industrial 
output slowed in Januafy, leaving it only 0.3% up on the year, compared with a 1.2% increase in 
the year to December. Britain's jobless rate edged down to 5.696 in February, but the fall was the 
-smallest since the present decline began in 1986. Australia's unemployment rate rose to 6.5% in 
February, the highest for a year. Holland's was 5.4% in January, down from 6.3% a year ago. 











rhe COMMODITY PRICE INDEX 
Metal prices have risen 
29% from their lows in late 

January. Lead, normally the dullest of met- 
als, has seen the most spectacular advance. 
Fuelled by low stocks and production prob- 
‘ems, prices have almost doubled during the 


% change at annual rate 
industrial production GNP/GDP retail sales [volume] unemployment % rate | Deriod. Cash lead hit a ten-year high of £800 
Smihsttyear — 3mbst — iyear — 3mhst 1year latest yearago | ($1,300) a tonne in London this month. The 
Australia.  — 26 +18 wm 426 +54 o +398 4500 65 re 67 Samin smelter in Sardinia has been closed 
Belgum — 422 +35 Ww na na FOS +48 si — 97 since last August, with a loss of 68,000 
Canade — — 09 +10 œ: +20 +24w *17  —17 te M^ 18 tonnes, and is unlikely to reopen until June. 
France —05 +18 m +43 +37 o —44 +14 m" 94 de 10.9 Producer stocks have been below five 
W.Germany +59 + 42 sn +37 +439 o + 64 + 26 à 74 te 8.0 week's consumption since the second half of 
Holland *140 — 100 tec -48 +334 +10.2 + 8.1 my 5.4 san 6.3 1989, Stocks on the London Metal Exchange 
dmm 124 7 18 m HS afa Fip 2 had almost halved to 12,900 tonnes since 
apan * 2. S. Jan ; 20 B Nov dan rss 
Spain -97 —20 mx na na -901 + 76 om 159 sn 182 vbi ape. De eh ekba 
Sweden +32 — 16 m na +19 o — 47 + 16 Nov 1.4 F’ 15 x ~ 
tzeriand — 68 +06 o +19 +28 « — 25 + 02 wi 06 m* 07 
-23 +03 m +04 421w 452 +26 fa 56 ro 68 „diiz ——— 
USA = 1.1 + 09 re *09 +25 o — 38 + 07 Jan 5.3 Fe 5.2 month year 
Value index deflated by CPI.**1988 T New Series. Dollar index 
see | Alitems 129.2 1319 +61 —127 
PRICES AND WAGES America's 12-month consumer-price inflation edged up to 5.3% in February. | Food 1027 _ 10934 + 41 —128 
Its wholesale prices were unchanged, trimming the annual rise to 5.1%, down from 5.8% in donas MEE sata: AEG 
January. Japan's wholesale prices rose 3.596 in the year to February, the smallest year-on-year Na dt wa) 344 — di Ax 
increase for four months. Japanese earnings rose by 5.996 in the year to January, equivalent to a Metals as AME 124 AR r 
real pay increase of 2.8%; Britain's workers had a pay rise of 9.3%, a real increase of 1.596. Stdaghde 
% change at annual rate All items 103.5 1044 +122 — 67 
consumer prices” wholesale prices* wages/earningst Food 82.3 823 +101 — 68 
— a — Lt soe — um - All 1245 1265 +137 — 66 
Australia +77 + 7.8 ww + 42 + 7.0 te + 91 + 62 Nov —— dal — 
+ 29 + 34 Feb + 40 + 50 n» * 37 + 42 o 
Canada AS 4 54 n i Gee 03.2 + 88 + 64 ox Metals 1950 1398.1. 168 —127 
France +27 FIA -18 +504 * 39 +40 s E UBI oo ee aah 
W. Germany + 34 + 27 feb + 17 + 1,8 Jan +24 + 4.6 in Food y 203 m 59 — 
Holland + 01 + 22 fe — 32 nil Jan + 08 + 14 jan > " - : 
Italy + 69 + 63 re * 60 + 54 dec + 44 + 6.6 Nov a 121.7 123.5 94 —130 
TA MESE T — ERAS. T " IT : * = Nfa t 107.2 1075 +16 — 09 
+ 6.1 + 73 Fer + 19 + 33 a * 2. + 53 wn 
—— +12.8 + 87 re + 51 +58 in — +10.2 *103 De —— 1213 a — 
Switzerland + 87 + 49 fe + 16 + 23 Fe +15.7 + 36 or” $ per oz 396.25 39850 -— 51 +14 
+ 81 + 77 m + 56 + 54 reb +11.7 + 93 jan Crude oil North Sea Brent 
A + 55 + 53 Fer + 79 + 5.1 Fe + 3.0 +37 re $ per barrel 18.65 1816. —78 = BB 
serine, UK. meni) verres tor Oh cone Merrill, veskly earnings; Japan, and Switzerland, monthiy earnings; Belgium, Canada, Sweden and USA, houry = Provisional +t Non-food agriculturals 





W WEST GERMANY What will be the impact 
on the West German economy of its forth- 
coming unification with East Germany? A 
little like the curate's egg, reckons Consen- 
sus Economics, a consultancy which polls 
other forecasters. its consensus forecast 
suggests that a united Germany would see 
its GNP growth rise by a net 0.6 of a 
percentage point in 1991, relative to that of 
West Germany, and by half a point in 1992. 
But inflation is expected to be 0.4 percent- 
age points higher in both years, while 
interest rates might rise by half a point in 
1991 and perhaps by 30 basis points in 
1992. The consensus forecast says Germa- 
ny's current-account surplus will fall swiftly: 
to DM88 billion ($52 billion) in 1991, com- 
pared with a forecast of DM96 billion for an 
un-united West Germany. 











Footnotes applicable to ail tables. All figures seasonally adjusted except * not seas. adj. t Average of latest 3 months compared with avg. of previous 3 mos, at annual rate. na not available. 
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ECONOMIC AND FINANCIAL INDICATOR 


P. B INTERNATIONAL BORROWING Borrow- | WORLD BOURSES A one-point rise in Japan's discount rate pushed Tok¥o below 31,000 for the 
J ing on international capital markets in 1989 | first time since January 1989; during the week it lost 5.6%. Wall Street }jnored January's poor 
was little changed from 1988's level, at $360 | trade figures, rising 2.4%. London climbed 1.6%, but reacted coolly to Britain's budget. 








^ billion for medium- and long-term bonds and | Stock price indices % Change on 
E loans. There was, however, a swing from Mar 20 DES .. er one one record 31/12/88 
I bonds and bank lending to equity-related high low week year high n IA 
bonds. Some 9796 of the equity-related | -ar aa ias isa i 78 aA n. 33  — 48 ^ 
A a ; Australia 1596.0 1781.8 1412.9 +23 +76  -908. +73 =—48 
| bond issues were by Japanese companies; | geigum 60686 68053 55193 3 11 + 74  -108 +90 4155 - 
the market reached a peak of $28 billion in^ | Canada 37446 40378 339505 4 03 + 47  - 90 410 4124 
the second quarter, easing back to $16 | France 5183 5616 417.9 08 4190 -—75  4M9 4321 
billion in each of the third and fourth. Fixed- | W.Germany ^ 23347 23708 1595.7 +23 +431 —15 +413 +4478 
à rate bonds ("straights") were again the | Holland 195.2 210.5 166.7 + 1.0 + 78  —73 4177 +235 
P. most popular, at $154 billion. This total Hongkong 2880.0 3309.6 2093.6 — 03 — 68 —27.1 * 72 + 74 
l disguises the fact that offerings in dollars Italy 682.9 734.8 577.5 + 26 + 154 —24.8 +15.8 +208 
A and yen both rose 1796, but Swiss francs Japan 30807.2 38915.9 30183.8 — 56 — 27 —20.8 + 21 —17.0 
and D-marks fell sharply because of their ee 3090 S210 te —rHeig r285 52 —— 83 — aS 
1.0 +25 +252 —50 +560 +518 
i rising interest rates. Syndicated loans fell | Spain ~ 2671 328.9 268.6 491. = BY "BB O = oF) + 14 
- 23%, due to fewer corporate restructurings | Sweden 11352 13730 9685 -09 + 24  -173 4120 411 — 
yi and property financings. Floating-rate bonds | Switzerland 761.5 829.1 613.1 nil Fiz  -— 82 4261 +048 
amounted to $17 billion in 1989. UK 22507 2463.7 1782.8 *16 +90  à—83 +260 +408 
: USA 2738.7 2810.2 2144.6 +24 +210 -25 +263 +263 
Worldt 491.3 571.0 487.6 —186 = 411 =)  —08 —@5 


*New series T Morgan Stanley International tConverted at financial rate 
——E——— —û— —â — — — — — —ñ——ñ—— ——ererrrw= 


MONEY AND INTEREST RATES In the year to February America’s narrow-money growth 
quickened to 1.9%, Japan's increased to 0.7% and Britain's accelerated to 6.4%, In the same 
period America's broad-money supply rose by 3.3%, Japan's by 11.8% and Britain's by 17.9%. 





Money supplyt Interest rates % p.a. (Tuesday, except bonds which are previous Friday) 
% rise on year ago Money market Commercial banks Bond yields Eurocurrency | 
Narrow Broad Overnight 3 months Prime Deposits Gov't Corporate Deposits Bonds* 
E [M1] lending 3 months long-term 3 months 


Australia — 06 +209 wm 1645 1561 19.50 15.61 1349 14.56 15.19 1430 
Belgium +55 +94 a 10.38 10.40 13.25 10.25 10.52 10.33 10.50 10.42 
Canada + 30 +124 fæ 1300 13.30 14.25 13.30 10.86 11.64 13.00 12.20 
France +74 +67 ww 1025 10.56 11.00 10.75 1001 10.85 10.69 10.71 











W.Germany+ 29 +44 » 7.90 840 1050 7.64 895 8.95 8.06 8.78 
Holland +67 +142 oe 7.75 875 10.75 8.75 9.02 9.65 869 937 
Italy +11.3 — 4110 oe 1313 1350 — 1400 — na 1244 1219 1250 1219 
Japan *07 +118 ro 691 631 625 204 724 | 732 763 744 
Spain +13.7 118 oe 14.99°° 1545*" 16.25°* — na 
Sweden na 4 63 we 1490 1500 1550 1470 1462 1545 1438 1490 
Switzerland - 39 +63 ow 850 681 10.50 8.06 648 — 707 906 7.12 
UK * 64 +179 ro 1544 1506 1600 1525 1149 1343 15.25 137 
USA +19 +33 me 819 8.31 1000 — 841 8.55 9.48 844 — 93 





Other key rates in London 3-mth Treasury Bills 14.6%, 7-day Interbank 14.9%, clearing banks’ 7-day notice 4.0%, Eurodollar 
rates (Libor): 3 mths 8.4%, 6 mths 8.696. 


fU! euni UN: Ma: US ences Staion, titans, Baty and Dan Ft, sarees tenet ae DRE RUE Qe SUR, Bain anu, 
Westpac 





Bilbao Vizcaya, Chase Manhattan, Banque de Commerce (Belgium), Credit Lyonnais, Credit Lyonnais Bank Nedertand, Svenska Handelsbanken, 
Banking Corporation, CSFB, The WEFA Group. These rates cannot be construed as offers by these banks. “New series. **last weeks rates 


C—O 
TRADE, EXCHANGE RATES AND RESERVES America’s visible-trade deficit widened to $9.3 billion in January, boosted by a surge in oil imports. Its 
12-month deficit edged up to $109.6 billion. West Germany's trade surplus climbed to $72.7 billion in the year to January. France's trade deficit rose 
to $6.9 billion in the year to February. In trade-weighted terms the dollar fell 0.4% during the week, the D-mark rose 0.5% and the yen lost 1.1%. 





trade balance} current- trade-weightedtt currency units per $ currency units foreign reserves} t 
$bn account exchange rate $bn 
latest latest 12 balance $bn 

month months latest 12 mths latest year ago latest year ago per £ per SDR per ecu Jan X year ago 
Australia — 055 m -— 38 — 158 m 88.7 927 1.32 121 2.13 173 — 160 13.5 13.5 
Belgium — 006 44 + 13 + 39 w 111.0 105.6 35.3 39.3 56.8 45.7 423 10.9 8.9 
Canada +058 w + 35 — 149 o 103.6 102.2 1.18 1.20 1.90 1.55 1.42 14.9 158 
France — 0.17 fæ  — 69 — 84 ü 1046 99.2 5.73 6.35 9.23 7.43 6.88 244** 263 
+ 798 m + 727 + 524 Jan 119.4 1124 1.70 1.88 273 2.20 2.04 60.8 54.9 
Holland —O120 + 37 + 66 a 115.1 109.9 1.91 2.12 3.08 2.48 2.29 165*** 16.1 
— 108 m < ~ 122 — 109 o 10013 973 1253 1375 2018 1626 1505 48.4 35.3 
Japan + 504 a + 730 + 53.7 san 122.1 147.5 ` 154 132 248 201 185 81.8 973 
Spain — 290 i — 280 — 117 a 106.2 103.8 109 117 174 142 131 41.1 37.1 
Sweden +040 m + 25 — $0 ve 95.2 95.4 6.15 6.40 9.91 8.01 739 96*** 85 
Switzerland — 073 mm — 63 + 6.0 o 108.8 106.8 1.52 1.62 2.44 1.97 1.82 21.9 20.8 
UK — 327 m — 37.7 — 94.1 Jan 86.0 96.1 0.62 0.58 — 0.81 0.74 34.6 43.0 
— 925 » . —1096 —1059 o 68.5 68.3 * a 1.61 1.31 121 64.4 37.1 
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tAusiralia, France, Canada, Japan, UK and USA imports fob, exports fob. All others cif/fob. $$ Bank of England index 1985 = 100, Reserve Bank of Australia index 1985 = 100, New series. tt Excluding gold. * "November " " "December 
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D) STRENGTH — WORLDWIDE — SPECIALISED ENGINEERING 





TI Group — Full Year 1989 





Pre-tax profit £111.5m UP 31% 
Earnings per share 49.0p UP 29% 
? Dividend 17.5p UP 30% 


r information about the TI Group, contact the Department of Public Affairs, TI Group plc, 50 Curzon Street. London W1Y 7PN 
j )ylely res ve > 


| e been approved for the purposes of Section 57 of the Financial Services Act 1986 by 
authorised persons 





Continuing growth. 
Record results. 


TI GROUP 





A new industry is growing up around investors’ urgent 
needs for fast, accurate and systematized management of financial data. 
What Yamaichi calls 


Financial Science. 


Corporate Finance Asset Management M&A Advisory Services 


New Products Information Services Investment Advisory Services 





To help its clients keep up with the seemingly ex- hedging and all other operations necessary for effective 
ponential growth of market data, Yamaichi Securities Co., asset management. 
Ltd. has created the world’s first integrated information Yamaichi Group companies worldwide provide asset 
system focused exclusively on the financial sector. management services based on these systems 
Integral-25, and the Integrative Series upon Bi Integrative Asset Allocation System (IAS) 
which it is based, are Yamaichi's latest advancements in Bi Integrative Bond System (IBS) 
financial information systems—and the beginnings of a li Integrative Convertible Bond System (ICS) 
RS i i à; ES Lan E Integrative Data Base System (IDS) 
new range of information services: Financial Science. Integrative Expert System (IES) 
The latest financial theory plus high-speed and B Iniegrative Index System (IIS) 


E Integrative Money Market System (IMS) 


efficient computer processing. Bl Integrative Option and Future System (IOS) 


Yamaichi's Financial Science is grounded in the E Integrative Position Management System (IPS) 
most advanced market theories and computer technology. E Integrative Research System (IRS) 
et Pre deb Wi ru @ Integrative Stock System (ISS) 
Developed by Global Advanced Technology Corporation li Integrative Trading System (ITS) 


(GAT), a New York-based company co-established with 
Yamaichi in 1987, CAPMD (Capital Asset Pricing, Multiple 
Dimensioned) combines ihe outstanding features of CAPM 


Here is a description of some of the notable examples. 


ISS. based on CAPMD, enables multi-dimeénsional analysis and 
construction of optimized stock portfolios. Yamaichi employs ISS in 


and APT, yet remedies their deficiencies and incorporates its index-linked portfolio services to manage more thoroughly risks 
multi-variable analysis. The AR (Arbitrage Free Rate Move- While carefully weighing a variety of possible portfolio strategies, in- 
ment) model provides an integrated framework for pric- E be able to aim at investment performance that exceeds 

' is m T ) 

ing all types of fixed-income securities and derivatives, IES is an application of the so-called fuzzyyprocess of computer — , 
such as mortgage-backed securities, CP, loans, Treasuries, decision making, which more closely mimics huntag reasoning. In s 
futures and options. formulating its market timing recommendations, IES àpplies rules and 


To enable users to evaluate ch de Orid markets inductive reasoning as well as the combined expertise oñ professionals 
o enable users to evaluate Changes in world Markets With IES, Yamaichi can judge the best timing of investment following 


rapidly, Yamaichi's special high-speed processor circuitry a change in the market. Yamaichi anticipates enhanced perforntance 
works 100 times faster than ordinarv PCs. employing IES in conjunction with ISS. 

Integral-25 is a powerful, modular, PC-based super 
network. By combining the Integrative Series products, 
global market information and conventional software, 





The ability to follow every financial instrument 
on every market for effective asset management. 


The Integrative Series is a set of powerful, stand- Integral-25 enables investors to take full advantage of the 
alone functions designed to aid asset allocation into power of Yamaichi's Financial Science. 
global markets and currencies, securities analysis and Contact your nearest Yamaichi office, worldwide, for 
evaluation, portfolio management, risk management, more information. 


A Leader in Financial Science. 


YAMAICHI 


YAMAICHI SECURITIES 





Yamaichi International (Europe) Limited: Finsbury Court, 111-117 Finsbury Pavement, London, EC2A 1EQ. U.K. Tei. 01-638-5599 Telex. BB7414/B YSCLDN G 
Member of The Securities Association Member of The International Stock Exchange 
Amsterdam, Frankfurt/Main, Paris, Zünch, Geneva. Lugano, Milano, Madrid, Bahrain, New York, Chicago, Los Angeles, San Francisco, Montreal. Toronto 


Hong Kong. Singapore, Seoul, Bangkok. Beijing, Shanghai, Sydney, Melbourne 
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